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Description Filing 
Requirement 

KRS 278.180 30 daw' notice of rates to PSC. Julia S. Janson 1 
1 Julia S. Janson Full name and P.O. address of applicant and 

reference to the particular provision of law 
requiring PSC approval. 
The original and 10 copies of application plus 
copy for anyone named as interested party. 
Reason ad,justment is required. 

807 KAR 5:OOl 
Section 8 (1) 

807 KAR 5:OOl 
Section 8 (2) 
807 KAR 5:OO 1 
Section 10 

807 KAR 5:OOl 
Section 10 

807 KAR 5:OO 1 
Section 10 

(l)(b)(l) 

(1 )(b)(2) 

(l)(b)(3) and (5) 

Julia S. Janson 1 

4 William Don Wathen 

5 

- 
6 

- 
7 

- 
8 

Brenda R. Melendez Statement that utility's annual reports, including 
the most recent calendar year, are filed with PSC. 
807 KAR 5:006, Section 3 (1). 
If utility is incorporated, certified copy of articles 
of incorporation and amendments or out of state 
documents of similar import. If they have already 
been filed with PSC refer to the style and case 
number of the prior proceeding and file a 
certificate of good standing or authorization dated 
within 60 days of date application filed. 
If applicant is limited partnership, certified copy of 
limited partnership agreement. If agreement filed 
with PSC refer to style and case number of prior 
proceeding and file a certificate of good standing 
or authorization dated within 60 days of date 
application filed. 
Certified copy of certificate of assumed name 
required by KRS 365.015 or statement that 
certificate not necessary. 
Proposed tariff in  form complying with 807 KAR 
5101 1 effective not less than 30 days from date 
application filed. 
Proposed tariff changes shown by present and 
proposed tariffs in comparative form or by 
indicating additions in italics or by underscoring 
and striking over deletions in current tariff. 
Statement that notice given, see subsections (3) 
and (4) of 807 KAR 5:OO 1, Section I O  with copy. 

If gross annual revenues exceed $1,000,000, 
written notice of intent filed at least 4 weeks prior 
to application. Notice shall state whether 
application will be supported by historical or fully 
forecasted test period. 
Sewer utilities shall give the required typewritten 
notice by mail to all of their customers pursuant to 
KRS 278.185. 
Applicants with twenty (20) or fewer customers 
affected by the proposed general rate adjustment 
shall mail the required typewritten notice to each 
customer no later than the date the application is 
filed with the commission. 
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Julia S. Janson 

Julia S. Janson 807 KAR 5:OOl 
Section 10 
( 1 )(b)(4) 

1 Julia S. Janson 807 KAR 5:OOl 
Section 10 

1 9 James E. Ziolkowski 
Section 10 

807 KAR 5:OO 1 
Section 10 

(l)(b)(7) 

(l)(b)(8) 

807 KAR 5:OOl 
Section 10 

10 

____ 
11 

__I 

12 

James E. Ziolkowski 

Julia S. Janson 

1 Julia S. Janson 
Section 10 (2) 

I 

___I- 

1 

13 

__ 
14 

Julia S. Janson 807 KAR 5:OOl 
Section 10 (4) (a) 

Julia S. Janson 807 KAR 5:OOl 
Section 10 (4)(b) 
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Duke Energy Kentucky 
Case No. 2009-00202 

Forecasted Test Period Filing Requirements 
Table of Contents 

Filing 
Requirement 

807 KAR 5:OO 1 
Section 10 (4)(c) 

807 KAR 5:OOl 
Section 10 (4)(d) 

807 KAR 5:OO 1 
Section 10 (4)(e) 

807 KAR 5:OOl 
Section 10 (4)(f) 

807 KAR 5:OOl 
Section 10 (5) 

807 KAR 5:OO 1 
Section 10 @)(a) 
807 KAR 5:OOl 
Section 10 (8)(b) 

807 KAR 5:OOl 
Section 10 (8)(c) 

Description 

Except for sewer utilities, applicants with more 
than twenty (20) customers affected by the 
proposed general rate adjustment shall give the 
required notice by one ( I )  of the following 
methods: 
1. A typewritten notice mailed to all customers 

no later than the date the application is filed 
with the commission; 

2. Publishing the notice in a trade publication or 
newsletter which is mailed to all customers no 
later than the date on which the application is 
filed with the commission; or 

3. Publishing the 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 
within seven (7) days of the filing of the 
application with the commission. 

If notice is published, an affidavit from the 
publisher verifying that the notice was published, 
including the dates of the publication with an 
attached copy of the published notice, shall be 
filed with the Commission no later than forty-five 
(45) days of the filed date of the application. 
If notice is mailed, a written statement signed by 
the utility’s chief officer in charge of Kentucky 
operations verifying the notice was mailed shall be 
filed with the Commission no later than thirty (30) 
days of the filed date of the application. 
All utilities, in addition to the above notification, 
shall post a sample copy of the required 
notification at their place of business no later than 
the date on which the application is filed which 
shall remain posted until the commission has 
finally determined the utility’s rates. 
Notice of hearing scheduled by the commission 
upon application by a utility for a general 
adjustment in rates shall be advertised by the 
utility by newspaper publication in the areas that 
will be affected in compliance with KRS 424.300. 
Financial data for forecasted period presented as 
pro forma adjustments to base period. 
Forecasted adjustments shall be limited to the 12 
months immediately following the suspension 
period. 
Capitalization and net investment rate base shall 
be based on a 13 month average for the forecasted 
period. 

Sponsoring 
Witness 

Julia S. Janson 

Julia S. Janson 

Julia S. Janson 

Julia S. Janson 

Julia S. Janson 

Robert M. Parsons, Jr. 

Robert M. Parsons, Jr. 

Robert M. Parsons, Jr. 

27 1549 -2- 



___ 
Tab 

# 
23 
- 

- 
24 

- 
25 

26 

27 

~ 

28 

__I__ 

29 

_____ 
30 

31 

- 

Duke Energy Kentucky 
Case No. 2009-00202 

Forecasted Test Period Filing Requirements 
Table of Con tents 

Filing 
Req u irernent 

807 KAR 5:001 
Section 10 (8)(d) 

807 KAR S:00 1 
Section 10 @)(e) 

807 KAR .5:001 
Section 10 (8)(f) 
807 KAR 5:001 
Section 10 (9)(a) 

807 KAR 5:001 
Section 10 (9)(b) 

807 KAR 5:OOl 
Section 10 (9)(c) 

807 KAR 5:001 
Section 10 (9)(d) 

807 KAR 5:001 
Section 10 (9)(e) 

807 KAR 5:OOl 
Section 10 (9)(f) 

Description 

After an application based on a forecasted test 
period is filed, there shall be no revisions to the 
forecast, except for the correction of mathematical 
errors, unless such 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. 
The commission may require the utility to prepare 
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. 
Reconciliation of rate base and capital used to 
determine revenue requirements. 
Prepared testimony of each witness supporting its 
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. 
Most recent capital construction budget containing 
at minimum 3 year forecast of construction 
expenditures. 
Complete description, which may be in prefiled 
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. 
Annual and monthly budget for the 12 months 
preceding filing date, base period and forecasted 
period. 
Attestation signed by utility’s chief officer in 
charge of Kentucky operations providing: 
1. That forecast is reasonable, reliable, made in 

good faith and that all basic assumptions used 
have been identified andjustified; 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. 

For each ma,jor construction prqject constituting 
5% or more of annual construction budget withir, 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 

Sponsoring 
Witness 

Robert M. Parsons, Jr. 

Robert M. Parsons, Jr. 

Robert M. Parsons, Jr. 

All witnesses 

Gary J. Hebbeler 

Stephen R. Lee 

Stephen R. Lee 

Julia S. Janson 

Gary J. Hebbeler 
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35 

36 
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37 
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Filing 
Requirement 

807 KAR 5:001 
Section 10 (9)(g) 

807 KAR 5:OO 1 
Section 10 (9)(h) 

807 KAR 5:001 
Section 10 (9)(i) 
807 KAR 5 9 0  1 
Section 10 (9)Q) 
807 KAR 5 9 0  1 
Section 10 (9)(k) 

807 KAR 5:00 1 
Section 10 (9)(1) 

807 KAR 5:001 
Section 10 (9)(m) 

Description 

exclusive and inclusive of Allowance for Funds 
LJsed 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. 

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. 
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 earnings per share); 
2. Balance sheet; 
3. Statement ofcash 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; 
1 1 .Capital structure requirements; 
12.Rate base; 
13.Gallons of water projected to be sold (water); 
14.Customer forecast (gas, water); 
1S.MCF sales forecasts (gas); 
16.Toll and access forecast of number of calls and 

17.A detailed explanation of any other information 

Most recent FERC or FCC audit reports. 

number of minutes (telephone); and 

provided. 

Prospectuses of most recent stock or bond 
offerings. 
Most recent FERC Form 1 (electric), FERC Form 
2 (gas), or the Automated Reporting-Management 
Information System Report (telephone) and PSC 
Form T (telephone). 
Annual report to shareholders or members and 
statistical supplements for the most recent 5 years 
prior to application filing date. 
Current chart of accounts if more detailed than 
Uniform Svstem of Accounts charts. 

Sponsoring 
Witness 

Gary J. Hebbeler 

Stephen R. Lee 
Stephen G. De May 

#6, #13, #16 & #I7 
Not applicable 

Brenda R. Melendez 

Stephen G. De May 

Brenda R. Melendez 

Stephen G. De May 

Brenda R. Melendez 
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Case No. 2009-00202 

Forecasted Test Period Filing Requirements 
Table of Contents 

Filing 
Requirement 

807 KAR 5:00 1 
Section 10 (9)(n) 

807 KAR 5:OO 1 
Section 10 (9)(0) 

807 KAR 51001 
Section 10 (9)(p) 

807 KAR 5:001 
Section 10 (9)(q) 

807 KAR 5 ~ 0 0 1  
Section 10 (9)(r) 
807 KAR 5:001 
Section 10 (9)(s) 

807 KAR 5:001 
Section 10 (9)(t) 

807 KAR 5 ~ 0 0 1  
Section 10 (9)(u) 

Description 

Latest 12 months of the monthly managerial 
reports providing financial results of operations in 
comparison to forecast. 
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. 
SEC’s annual report for most recent 2 years, Form 
1 0-Ks and any Form 8-Ks issued during prior 2 
years and any Form 10-Qs issued during past 6 
quarters. 
Independent auditor’s annual opinion report, with 
any written communication which indicates the 
existence of a material weakness in internal 
controls. 
Quarterly reports to the stockholders for the most 
recent 5 quarters. 
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. 
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 to run program 
If utility had any amounts charged or allocated to 
it by affiliate or general 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. 

Sponsoring 
Witness 

Stephen R. Lee 

Stephen R. Lee 

Stephen G. De May 

Stephen G. De May 

David L. Doss 

John J. Spanos 

Robert M. Parsons, Jr. 

David L. Doss 
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Duke Energy Kentucky 
Case No. 2009-00202 

Forecasted Test Period Filing Requirements 
Table of Con tents 

Filing 
Requirement 

807 KAR 5:OOl 
Section 10 (9)(v) 

807 KAR 5:OO 1 
Section 10 (9)(w) 

807 KAR 5:OOl 
Section 10 (lO)(a) 

807 KAR 5:OOl 
Section 10 
(1 O m )  

807 KAR 5:OO 1 
Section 10 (1 O)(c) 

807 KAR 5:OOl 
Section 10 
(1 O)(d) 

807 KAR 5:OOl  
Section 10 (lO)(e) 

807 KAR 5:OOl 
Section 10 (lO)(f)  

807 KAR S:OO1 
Section 10 
( 1 O)(g) 

Description 

If gas, electric or water utility with annual gross 
revenues greater than $S,OOO,OOO, cost of service 
study based on methodology generally accepted in 
industry and based on current and reliable data 
from single time period. 
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. IJsing generally recognized fully 

allocated, embedded, or incremental cost 
principles. 

Jurisdictional financial summary for both base and 
forecasted periods detailing how utility derived 
amount of requested revenue increase. 
Jurisdictional rate base summary for both base and 
forecasted periods with supporting schedules 
which include detailed analyses of each 
component of the rate base. 
Jurisdictional operating income summary for both 
base and forecasted periods with supporting 
schedules which provide breakdowns by major 
account group and by individual account. 
Summary of jurisdictional adjustments to 
operating income by major account with 
supporting schedules for individual adjustments 
and jurisdictional factors. 
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. 
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. 
Analyses of payroll costs including schedules for 
wages and salaries, employee benefits, payroll 
taxes, straight time and overtime hours, and 
executive compensation by title. 

- 6 -  

Sponsoring 
Witness 

Donald L. Storck 

Not applicable 

Robert M. Parsons, Jr. 

Robert M. Parsons, Jr. 

Robert M. Parsons, Jr. 

Robert M. Parsons, Jr. 

Robert M. Parsons 

Robert M. Parsons, Jr. 

Jay R. Alvaro 
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Filing 
Requirement 

807 KAR 5:OOl 
Section 10 

807 KAR 5:OOl 
Section 10 (1 O)(i) 

( 1 O)(h) 

807 KAR 5:OOl 
Section 10 (1 O)(j) 

807 KAR 5:OO 1 
Section 10 

Section 10 (10)(1) 
807 KAR 5:OOl 
Section 10 

807 KAR 5:OOl 
Section 10 

807 KAR 5:OOl 
Section (1 0)(3) 

( 1 o m )  

( 1 O)(n) 

807 KAR 5:OO 1 
Section 10 

Section 6( 1) 
807 KAR 5:OOl 
Section 6(2) 
807 KAR 5:OOl 
Section 6 ( 3 )  

807 KAR 5:OOl 
Section 6(4) 

Description 

Computation of gross revenue conversion factor 
for forecasted period. 

Comparative income statements (exclusive of 
dividends per share or earnings 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. 
Cost of capital summary for both base and 
forecasted periods with supporting schedules 
providing details on each component of the capital 
structure. 
Comparative financial data and earnings measures 
for the 10 most recent calendar years, base period, 
and forecast period. 
Narrative description and explanation of all 
proposed tariff changes. 
Revenue summary for both base and forecasted 
periods with supporting schedules which provide 
detailed billing analyses for all customer classes. 
Typical bill comparison under present and 
proposed rates for all customer classes. 

Amount of change requested in dollar amounts and 
percentage for each customer classification to 
which change will apply. 
a. Present and proposed rates for each customer 

class to which change would apply. 
b. Electric, gas, water and sewer utilities-the effect 

upon average bill for each customer class to 
which change would apply. 

c. Local exchange companies-include effect upon 
average bill for each customer class for change 
in basic local service. 

- 

If copy of public notice included, did it meet 
requirements? 

Amount and kinds of stock authorized. 

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. 
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. 

Sponsoring 
Witness 

Robert M. Parsons, Jr. 

Stephen R. Lee 

Stephen G. De May 

Stephen R. Lee 

James E. Ziolkowski 

James E. Ziolkowski 

James E. Ziolkowski 

James E. Ziolkowski 

Julia S. Janson 

Stephen G. De May 

Stephen G. De May 

Stephen G. De May 

Stephen G. De May 

27 1549 - 7 -  
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Duke Energy Kentucky 
Case No. 2009-00202 

Forecasted Test Period Filing Requirements 
Table of Con tents 

Filing 
Requirement 

807 KAR 5:OOl 
Section 6(5 )  

807 KAR 5:OOl 
Section 6(6) 

807 KAR 5:OOl 
Section 6(7) 

807 KAR 5:OOl 
Section 6(8) 

807 KAR 5:OOl 
Section 6(9) 
807 KAR 5:OOl 
Sction lO(10) (a) 
through (k) 
807 KAR 5:OO 1 
Sction lO(10) (I) 
through(n) __ 

807 KAR 5:OO 1 
Section l0(9)(a) 
807 KAR 5:OO 1 
Section 10(9)(a) 
KRS 278.2205(6) 
807 KAR 5:056 
Section 1(7) 

Description 

Amount of bonds authorized, and amount issued, 
giving the name of the public utility which issued 
the 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 during the last 
fiscal year. 
Each note 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. 
Other indebtedness, giving same by classes and 
describing security, if any, with a brief statement 
of the devolution or assumption of any portion of 
such indebtedness upon or by person or 
corporation if the original liability has been 
transferred, together with amount of interest paid 
thereon during the last fiscal year. 
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. 
Detailed income statement and balance sheet. 

Schedule Book (Schedules A-K) 

Schedule Book (Schedules L-N) 

Work papers 
Testimony (Volume 1 of 2) 

Testimony (Volume 2 of 2) 

Cost Allocation Manual 
~ 

Coal Contracts 

Sponsoring 
Witness 

Stephen G. De May 

Stephen G. De May 

Stephen G. De May 

Stephen G. De May 

Robert M. Parsons, Jr. 

Various 

Various 

Various 

Brenda R. Melendez 
Not Applicable- 

211549 - 8 -  



STANDARD FILING REQUIREMENT SCHEDULES 

KENTUCKY PUBLIC SERVICE COMMISSION 

GAS CASE NO. 2009-00202 

DATE: July 1,2009 

GENERAL APPLICATION FOR CHANGE IN 
GAS RATES BEFORE KENTUCKY PUBLIC 
SERVICE COMMISSION 

NAME: DUKE ENERGY KENTUCKY 
ADDRESS: 1697-A MONMOUTH STREET 

N E W O R T ,  KENTUCKY 4 107 1 

MAILING 
ADDRESS: P. 0. BOX 960 

CINCINNATI, OHIO 4520 1 

TELEPHONE: AREA CODE 513 NUMBER 419-5908 

COMPANY OFFICIAL TO BE CONTACTED 
PERTAINING TO RATE CASE MATTERS William Don V. dhen Jr. 

FILING DATE: July 1,2009 

ATTORNEYS FOR APPLICANT: 

NAME: Rocco D’Ascenzo 

ADDRESS: P. 0. Box 960 
Cincinnati, Ohio 45202 

TELEPHONE: (513) 419-1852 

* * * FOR COMMISSION USE ONLY * * * 

DATE RECEIVED BY COMMISSION 

DOCKET NI.JMBER ASSIGNED 

RECEIVED BY 

DATE ACCEPTED 

ACCEPTED BY 



COMMONWEALTH OF KENTUCKY 
BEFORE THE PUBLIC SERVICE COMMISSION 

IN THE MATTER OF THE ADJUSTMENT 
OF GAS RATES OF DUKE ENl3RGY KENTUCKY, INC. 

CASE NO. 2009-00202 

FILJNG REQUIREMENTS 

VOLUME 3 



DUKE ENERGY KENTIJCKY 

FORECASTED TEST PERIOD FILING REQUIREMENTS 
CASE NO. 2009-00202 

FR 10(9)(P) 

807 KAR 5:001, SECTION 10(9)(p) 

Description of Filing Requirement: 

Securities and Excliaiige Cornmission’s aiiiiual report for the iiiost recent two (2) years, Form 10- 

Ks aiid any Form 8-Ks issued within the past two (2) years, and Form IO-Qs issued during the 

past six (6) quarters updated as current infomiation becomes available. 

Respoiise: 

On May 8, 2006, the LJiiioii Light, Heat and Power Coiiipaiiy provided certification and notice of 
termination of duty to file reports under Sectioiis 13 aiid 1 S(d) of the Securities aiid Exchange 
Act of 19.34. Since Duke Energy Kentucky has not filed reports with the Securities and 
Exchange Coinmissioii (SEC) witliiii the past two (2) years, we are providing the filed repoi-ts of 
Duke Energy Ohio, Duke Energy Kentucky’s parent. Additioiially, we are providing Duke 
Energy ICeiitucl<y’s quarterly and annual fiiiaiicial statements althougli they are not filed with the 
SEC. See attached Volume 3. 

Spoiisoriiig Witness: Brenda R. Meleiidez 





Duke Energy Kentucky, Inc. 

Financial Statements 

(Unaudited) 

March 31,2009 



DUKE ENERGY KENTUCKY, INC. 
STATEMENTS OF OPERATIONS 

(UNAUDITED) 

Year To Date 
March 31, 

2009 2008 
(in tlioicsnnds) 

Operating Revenues 
Electric 
Gas 
Other 

Total Operating Revenues 

$ 81,871 $ 76,681 
57,535 72,601 
5,639 5,197 

145,045 154,479 

Operating Expenses 

Natural gas purchased 
Operation, maintenance and other 
Fuel used in electric generation and purchased power 
Depreciation and amortization 
Property and other taxes 

Total Operating Expenses 

40,054 55,916 
31,635 3 1,280 
36,654 33,357 
10,768 8,044 
3,505 3,113 

122,616 13 1,710 

Operating Income 22,429 22,169 

Other Income and Expenses, net 
Interest Expense 

815 1,416 
4,588 4,220 

income Before income Taxes 18,656 19,965 

Income Tax Expense 6,866 7,45 1 

Net Income $ 11,790 $ 12,514 

See Notes to Unaudited Financial Statements 
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DUKE ENERGY KENTUCKY, INC. 

(UNAUDITED) 
BALJANCE SHEETS 

ASSETS March 31, December 3 1, 
2009 200x 

(it1 ihoiuands) 

Current Assets 
Cash and cash equivalents $ 14,651 I 11,768 
Receivables (net of allowance for doubtkl accounts ofI466 at March 31,2009 and 52,336 

Inventory 35,455 33,045 
Other 16,456 26,05 1 

Total current assets 109,620 123,200 

43,058 
$432 at December 31,2008) 

Investments and Other Assets 
Intangible assets 
Other 

Total investments and other assets 

9,341 10,503 
3,960 4,392 

13,301 14,895 

Property, Plant, and Equipment 
Cost 
Less accumulated depreciation and amortization 

Net property, plant, and equipment 

1,541,128 1,536,785 
628,183 625,127 
912,945 91 1,058 

Regulatory Assets and Deferred Debits 
Deferred debt expense 
Regulatory Assets 

Total regul:itory assets and deferred debits 

521  1 5,308 
49,688 47,142 
54,899 53,050 

Total Assets S 1,090,765 $ 1,102,203 
_______.- 

See Notes to Unslidited Financial Statements 
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DUKE ENERGY KENTUCKY, INC. 
BALANCE SHEETS 

(IJNAUDJTED) 

LJABILITIES AND COMMON STOCKHOLDER’S EQUITY 
March 31, December 3 I ,  

2009 2008 
(in thousands) 

Current Lia bilities 
Accounts payable 
Notes payable 
Taxes accrued 
Interest accrued 
Current maturities of long-term debt 
Other 

Total current liabilities 

s 45,387 $ 51,936 
3,241 

10,772 11,212 
1,306 3,828 

22,374 22,46 I 
12,984 14,274 
92,823 106,952 

L.ong-term Debt 3 15,832 316,168 

Deferred Credits and Other 1,iabilities 
Deferred income taxes 
Investment tax credit 
Accrued pension and other postretirement benefit costs 
Regulatory liabilities 
Asset retirement obligations 
Other 

Total deferred credits and other liabilities 

Commitments and Contingencies (See Note 9) 

174,221 171,85 1 
4,281 4,519 

28,897 39, I80 
44,105 40,482 

6,471 6,390 
18,320 22,636 

276,295 285,058 

Common Stockholder’s Equity 
Common stock - $1 5 00 par value; 1,000,000 shares authorized and 585,333 shares 

8,780 8,780 
Paid-in capital 167,494 161,494 
Retained earnings 229,541 217,75 1 

394,025 

outstanding at March 31,2009 and December 3 I ,  2008 

405,815 Total common stockholder’s equity 

Total Liabilities and Common Stockholder’s Equity S 1,090,765 $ 1,102,203 

See Notes to Unaudited Financial Statements 
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DUKE ENERGY KENTUCKY, INC. 
STATEMENTS OF CHANGES IN COMMON STOCKHOLDER’S EQUITY AND COMPREHENSIVE INCOME 

(UNAUDITED) 
(in thousands) 

Accumulated Other 
Comprehensive Income (Loss) 

Net Gains Total 
(Losses) Common 

Common Paid-in Retained on Cash Flow Stockholder’s 
Stock Capital Earnings Hedges Eqnity 

Balance a t  December 31,2007 $ 8,780 $ 167,494 S 210,270 $ (998) $ 385,546 

Net income 
Other comprehensive income 

Total comprehensive income 
Cash flow hedges, net of tax expense of $628 

12,514 12,514 

998 998 
13,512 

Balance a t  March 31,2008 $ 8,780 S 167,494 $ 222,784 $ - $ 399,058 

Balance at  December 31,2008 $ 8,780 $ 167,494 $ 217,751 $ - $ 394,025 

Net income and total comprehensive income 1 1,790 11,790 

Balance a t  March 31,2009 $ 8,780 $ 167,494 $ 229,541 $ - $ 405,815 

See Notes to Unaudited Financial Statements 
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DUKE ENERGY KENTUCKY, INC. 
STATEMENTS OF CASH FLOWS 

(UNAUDITED) 

Three Months Ended 
March 31, 

2009 2008 
(in tliousnnds) 

Cash Flows from Operating Activities 
Net income 
Adjustments to reconcile net income to net cash provided by operating activities: 

Depreciation and amortization 
Deferred income taxes 
Regulatory assetlliabilky amortization 
Contribution to company sponsored pension plan 
Accrued pension and other postretirement benefit costs 
(Increase) decrease in: 

Net realized and unrealized mark-to-market and hedging transactions 
Receivables 
Inventory 
Other current assets 

Increase (decrease) in: 
Accounts payable 
Taxes accrued 
Other current liabilities 

Regulatory asset/liabiliy deferrals 
Other assets 

11,790 

10,947 
4,433 

435 
(1 3,554) 

391 

2,072 
17,554 
(2,410) 
7,518 

(3,302) 
(44 1 ) 

(4,070) 
(6,304) 
3.165 

$ 12,514 

8,192 
(2,735) 

452 

584 

1,158 
3,900 
6,822 
4,45 1 

(554) 
6,8 I8 
(835) 

1,859 
1.169 

Other liabilities (41275) (2:133) 

Net cash provided by operating activities 23,949 47,662 

Cash Flows from Investing Activities 
Capital expenditures 
Notes from affiliate, net 
Other 

(12,404) (14,025) 
(4,985) 

42 

Net cash used in investing activities (17,347) (14,025) 

Cash Flows from Financing Activities 
Redemption of long-term debt 
Other 

(437) (440) 
(3,282) (27,044) 

Net cash used in financing activities (3,7 19) (27,484) 

Net increase in cash and cash equivalents 2,883 6,153 

Cash and cash equivalents a t  beginning of period 1 1,768 9,302 

Cash and cash equivalents a t  end of period S 14,651 $ 15,455 

See Notes to IJn:rodited Financial Statements 
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DUKE ENERGY KENTIJCKY, INC 
Notes to IJnaudited Financial Statements - (Continued) 

I, Basis of Presentation 

Nature of Operations. Duke Energy Kentucky, Inc (Duke Energy Kentucky), a Kentucky corporation organized in 1901, is a 
combination electric and gas public utility company that provides service in northern Kentucky. Duke Energy Kentucky's principal 
lines of business include generation, transmission and distribution of electricity as well as the sale of andlor transportation of 
natural gas. Duke Energy Kentucky's common stock is wholly owned by Duke Energy Ohio, Inc. (Duke Energy Ohio), an Ohio 
corporation organized in 1837, which is wholly owned by Cinergy Corp. (Cinergy), a Delaware corporation organized in 1993 
Cinergy is a wholly owned subsidiary of Duke Energy Corporation (Duke Energy) 

These statements reflect Duke Energy Kentucky's proportionate share of the East Bend generating station which is jointly 
owned with Dayton Power & Light. 

These (Jnaudited Financial Statements reflect all normal recurring adjustments that are, in the opinion of management, 
necessary to fairly present Duke Energy Kentucky's financial position and results of operations Amounts reported in the interim 
Unaudited Statements of Operations are not necessarily indicative of amounts expected for the respective annual periods due to 
the effects of seasonal temperature variations on energy consumption, regulatory rulings, the timing of maintenance on electric 
generating units, changes in mark-to-market valuations, changing commodity prices, and other factors. 

Use of Estimates. To conform to generally accepted accounting principles (GAAP) in the United States (U.S ), management 
makes estimates and assumptions that affect the amounts reported in the 1Jnaudited Financial Statements and Notes Although 
these estimates are based on management's best available knowledge at the time, actual results could differ 

Unbilled Revenue. Revenues on sales of electricity and gas are recognized when either the service is provided or the 
product is delivered. Unbilled retail revenues are estimated by applying an average revenue per kilowatt-hour or per thousand 
cubic feet (Mc9 for all customer classes to the number of estimated kilowatt-hours or Mcfs delivered but not billed. Unbilled 
wholesale energy revenues are calculated by applying the contractual rate per megawatt hour (MWh) to the number of estimated 
MWh delivered, but not yet billed. lJnbilled wholesale demand revenues are calculated by applying the contractual rate per 
megawatt (MW) to the MW volume not yet billed. The amount of unbilled revenues can vary significantly from period to period as a 
result of factors including seasonality, weather, customer usage patterns and customer mix Unbilled revenues, which are 
primarily recorded as Receivables on the Balance Sheets, primarily relate to wholesale sales and were approximately $3 million 
and $1 million, at March 31, 2009 and December 31, 2008, respectively. Additionally, Duke Energy Kentucky sells, on a revolving 
basis, nearly all of its retail accounts receivable and related collections to Cinergy Receivables Company, LLC (Cinergy 
Receivables), a bankruptcy remote, special purpose entity that is a wholly-owned limited liability company of Cinergy. The 
securitization transaction was structured to meet the criteria for sale treatment under Financial Accounting Standards Board 
(FASB) Statement of Financial Accounting Standards (SFAS) No. 140, "Accounting for Transfers and Servicing of Financial 
Assets and Extinguishments of Liabilities-a replacement of FASB Statement No 125" (SFAS No 140), and, accordingly, the 
transfers of receivables are accounted for as sales. Receivables for unbilled revenues of approximately $15 million and $26 
million at March 31, 2009 and December 31, 2008, respectively, related to retail accounts receivable at Duke Energy Kentucky 
were included in the sales of accounts receivable to Cinergy Receivables. 

2. Inventory 
Inventory consists primarily of coal held for electric generation; materials and supplies; and natural gas held in storage for 

transmission and sales commitments Inventory is recorded primarily using the average cost method 

Coal held for electric generation 
Materials and supplies 
Natural gas 

Total Inventory 

March 31, December 31, 
2009 2008 

(in thousands) 
$ 20,789 $ 18,455 

13,650 13,360 
1,017 1,240 

$ 35,456 $ 33,055 

Effective November 1, 2008, Duke Energy Kentucky executed agreements with a third party to transfer title of natural gas 
inventory purchased by Duke Energy Kentucky to the third party. 1Jnder the agreements, the gas inventory will be stored and 
managed for Duke Energy Kentucky and will be delivered on demand The gas storage agreements will expire on October 31, 
2009, unless extended by the third party for an additional 12 months. As a result of the agreements, the combined natural gas 
inventory of approximately $2 million and $10 million being held by a third party as of March 31, 2009 and December 31, 2008, 
respectively, has been classified as Other within Current Assets on the Consolidated Balance Sheets 

3. Debt and Credit Facilities 

Money Pool. Duke Energy Kentucky receives support for its short-term borrowing needs through its participation with Duke 
Energy and other Duke Energy subsidiaries in a money pool arrangement Under this arrangement, those companies with short- 
term funds may provide short-term loans to affiliates participating under this arrangement The money pool is structured such that 
Duke Energy Kentucky separately manages its cash needs and working capital requirements Accordingly, there is no net 
settlement of receivables and payables of the participating subsidiaries, as each entity independently participates in the money 
pool As of March 31, 2009, Duke Energy Kentucky had a receivable balance of approximately $5 million, which is classified within 
Receivables in the accompanying Balance Sheets As of December 31, 2008, Duke Energy Kentucky had amounts outstanding of 
approximately $3 million, which is classified within Notes Payable in the accompanying Balance Sheets The $5 million increase in 
the money pool activity during the three months ended March 31, 2009 is reflected in Notes due from affiliate, net within Net cash 
used in investing activities on the Statements of Cash Flows. In addition, the $3 million decrease in the money pool activity during 
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DUKE ENERGY KENTTJCKY, INC 
Notes to Unaudited Financial Statements - (Continued) 

the three months ended March 31, 2009 is reflected in Notes payable to affiliate, net within Net cash provided by (used in) 
financing activities on the Statements of Cash Flows. 

Duke Energy's master credit facility is approximately $3.14 billion Duke Energy has the unilateral ability under the master credit 
facility to increase or decrease the borrowing sub limits of each borrower, subject to maximum cap limitation, at any time. At 
March 31, 2009, Duke Energy Kentucky had a borrowing sub limit under Duke Energy's master credit facility of $100 million The 
amount available to Duke Energy Kentucky under its sub limit to Duke Energy's master credit facility has been reduced by 
drawdowns of cash, borrowings through the money pool arrangement, and the use of the master credit facility to backstop 
issuances of letters of credit and pollution control bonds, as discussed below. 

approximately $1 billion under Duke Energy's master credit facility, of which Duke Energy Kentucky's portion is approximately $74 
million. Duke Energy Kentucky's amount remained outstanding as of March 31, 2009 The loans, which are revolving credit loans, 
bear interest at one-month London Interbank Offered Rate (LIBOR) plus an applicable spread ranging from 19 to 24 basis points 
and are due in September 2009; however, Duke Energy Kentucky has the ability under the master credit facility to renew the loan 
up through the date the master credit facility matures, which is in June 2012. As Duke Energy Kentucky has the intent and ability 
to refinance this obligation on a long-term basis, either through renewal of the terms of the loan through the master credit facility, 
which has non-cancelable terms in excess of one-year, or through issuance of long-term debt to replace the amounts drawn under 
the master credit facility, Duke Energy Kentucky's borrowing is reflected as Long-Term Debt on the Balance Sheets at March 31, 
2009. This borrowing reduces Duke Energy Kentucky's available credit capacity under Duke Energy's Master Credit Facility, as 
discussed above. 

At both March 31, 2009 and December 31, 2008, approximately $50 million of certain pollution control bonds, which are 
short-term obligations by nature, are classified as Long-Term Debt on the Consolidated Balance Sheets due to Duke Energy 
Kentucky's intent and ability to utilize such borrowings as long-term financing. Duke Energy Kentucky's credit facility with nan- 
cancelable terms in excess of one year as of the balance sheet date gives Duke Energy Kentucky the ability to refinance these 
short-term obligations on a long-term basis This specific purpose credit facility backstopped the $50 million of pollution control 
bonds outstanding at March 31, 2009 

Restrictive Debt Covenants. Duke Energy's debt and credit agreement contains various financial and other covenants. 
Duke Energy Kentucky's debt agreements also contain various financial and other covenants. Failure to meet these covenants 
beyond applicable grace periods could result in accelerated due dates and/or termination of the agreements. As of March 31, 
2009, Duke Energy and Duke Energy Kentucky were in compliance with all covenants that would impact Duke Energy Kentucky's 
ability to borrow funds under the debt and credit facilities. In addition, some credit agreements may allow for acceleration of 
payments or termination of the agreements due to nonpayment, or the acceleration of other significant indebtedness of the 
borrower or some of its subsidiaries None of the debt or credit agreements contain material adverse change clauses 

Available Credit Facilities and Capacity Utilized Under Available Credit Facilities. The total credit facility capacity under 

In September 2008, Duke Energy and its wholly-owned subsidiaries, including Duke Energy Kentucky, borrowed a total of 

4. Employee Benefit Obligations 
Duke Energy Kentucky participates in pension and other postretirement benefit plans sponsored by Cinergy Duke Energy 

Kentucky's net periodic benefit costs as allocated by Cinergy were as follows: 

Qualified Pension Benefits 
Other Postretirement Benefits 

Three Months Three Months 
Ended Ended 

March 31, March 31, 
2009 2008 

(in thousands) 
$ 255 $ 266 
$ 131 $ 318 

Duke Energy's policy is to fund amounts for its U S qualified pension plans on an actuarial basis to provide assets sufficient 
to meet benefit payments to be paid to plan participants In February 2009, Duke Energy Kentucky made a cash contribution of 
approximately $14 million, which represented its proportionate share of an approximate $500 million total contribution to Cinergy's 
and Duke Energy's qualified pension plans Duke Energy did not make contributions to the legacy Cinergy qualified or non- 
qualified pension plans during the three months ended March 31, 2008 Duke Energy does not anticipate making additional 
contributions to the legacy Cinergy qualified or non-qualified pension plans during the remainder of 2009 Cinergy also sponsors 
employee savings plans that cover substantially all employees Duke Energy Kentucky expensed pre-tax employer matching 
contributions of approximately $279 thousand and $21 3 thousand for each of the three months ended March 31 ~ 2009 and 2008, 
respectively 

5. Intangibles 

The carrying amount of emission allowances in intangible assets as of March 31, 2009 and December 31, 2008 is $9 million 

During the three months ended March 31,2009 and 2008, the carrying value of emission aiiowances sold or consumed was 
and $1 1 million, respectively. 

$1 million in each period 

6. Related Party Transactions 
Duke Energy Kentucky engages in related party transactions which are generally performed at cost and in accordance with 

the applicable state and federal commission regulations Balances due to or due from related parties included in the Balance 
Sheets as of March 31, 2009 and December 31, 2008 are as follows: 
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DUKE ENERGY KENTUCKY, INC 
Notes to Unaudited Financial Statements - (Continued) 

Accounts Receivable 
Accounts Payable 

March 31, December 31, 
2009 2008 

(in thousands) 
$ 131 $10,765 
$19,025 $13,478 

Duke Energy Kentucky is charged its proportionate share of corporate governance and other costs by a consolidated affiliate of 
Duke Energy. Duke Energy Kentucky is also charged its proportionate share of other corporate governance costs from a 
consolidated affiliate of Cinergy Corporate governance and other shared services costs are primarily related to human resources, 
legal and accounting fees, as well as other third party costs. The expenses associated with certain allocated corporate 
governance and other shared service costs for Duke Energy Kentucky, which are recorded in Operation, Maintenance and Other 
within Operating Expenses on the Statements of Operations were $21 and $12 million for the three months ended March 31, 2009 
and 2008, respectively 

See Note 4 for detail on expense amounts allocated from Cinergy to Duke Energy Kentucky related to Duke Energy 
Kentucky's participation in Cinergy's qualified and non-qualified defined benefit pension plans and post-retirement health care and 
insurance benefits. Additionally, Duke Energy Kentucky has been allocated accrued pension and other post-retirement and post- 
employment benefit obligations from Cinergy of approximately $26 million at March 31, 2009 and approximately $39 million at 
December 31,2008 The above amounts have been classified in the Balance Sheet as follows: 

Other current liabilities 
Accrued pension and other postretirement benefit costs 

March 31, December 31, 
2009 2008 

(in thousands) 
$ 108 $ 108 
$ 25,815 $ 39,195 

As discussed in Note 1, certain trade receivables have been sold by Duke Energy Kentucky to Cinergy Receivables. The 
proceeds obtained from the sales of receivables are largely cash, but do include a subordinated note from Cinergy Receivables 
for a portion of the purchase price. This subordinated note is classified as Receivables in the Balance Sheets and was 
approximately $25 million and $29 million as of March 31, 2009 and December 31, 2008, respectively. The interest income 
associated with the subordinated note, which is recorded in Other Income and Expenses, net on the Statements of Operations, 
was approximately $1 million for each of the three months ended March 31, 2009 and 2008. 

other Duke Energy subsidiaries. As of March 31, 2009, Duke Energy Kentucky was in a receivable position of approximately $5 
million. As of December 31, 2008, Duke Energy Kentucky was in a payable position of approximately $3 million. 

As discussed further in Note 3, Duke Energy Kentucky participates in a money pool arrangement with Duke Energy and 

7. Risk Management Instruments 
Duke Energy Kentucky has limited exposure to market price changes of fuel and emission allowance costs incurred for its 

retail customers due to the use of cost tracking and recovery mechanisms in the state of Kentucky. Duke Energy Kentucky does 
have exposure to the impact of market fluctuations in the prices of electricity, fuel and emission allowances associated with its 
generation output nat utilized to serve native load or committed load. Exposure to interest rate risk exists as a result of the 
issuance of variable and fixed rate debt. Duke Energy Kentucky employs established policies and procedures to manage its risks 
associated with these market fluctuations using various commodity and financial derivative instruments, including swaps, futures, 
forwards and options. 

result of its issuance of variable and fixed rate debt. Duke Energy Kentucky manages its interest rate exposure by limiting its 
variable-rate exposures to a percentage of total capitalization and by monitoring the effects of market changes in interest rates. 
Duke Energy Kentucky also enters into interest rate swaps to manage and mitigate interest rate risk exposure. 

flows or financial position in 2009 and 2008. 

Interest Rate (Fair Value or Cash Flow) Hedges. Changes in interest rates expose Duke Energy Kentucky to risk as a 

Duke Energy Kentucky's recognized interest rate derivative ineffectiveness was not material to its results of operations, cash 

See Note 10 for additional information related to the fair value of Duke Energy Kentucky's derivative instruments. 

8. Regulatory Matters 

Franchised Electric and Gas 

services within the Commonwealth of Kentucky. 

included, among other things, recovery of costs associated with an accelerated gas main replacement program The approval 
authorized a tracking mechanism to recover certain costs including depreciation and a rate of return on the program's capital 
expenditures The Kentucky Attorney General appealed to the Franklin Circuit Court the KPSC's approval of the tracking 
mechanism as well as the KPSC's subsequent approval of annual rate adjustments under this tracking mechanism In 2005. both 
Duke Energy Kentucky and the KPSC requested that the court dismiss these cases 

In February 2005, Duke Energy Kentucky filed a gas base rate case with the KPSC requesting approval to continue the 
tracking mechanism and for a $14 million annual increase in base rates A portion of the increase is attributable to recovery of the 
current cost of the accelerated gas main replacement program in base rates In June 2005, the Kentucky General Assembly 
enacted Kentucky Revised Statue 278.509 (KRS 278.509), which specifically authorizes the KPSC to approve tracker recovery for 
utilities' gas main replacement programs. In December 2005, the KPSC approved an annual rate increase of $8 million and re- 
approved the tracking mechanism through 201 1. In February 2006, the Kentucky Attorney General appealed the KPSC's order to 
the Franklin Circuit Court, claiming that the order improperly allows Duke Energy Kentucky to increase its rates for gas main 

Rate Related Information. The Kentucky Public Service Commission (KPSC) approves rates for retail electric and gas 

Duke Energy Kentucky Gas Rate Cases. In 2002, the KPSC approved Duke Energy Kentucky's gas base rate case which 
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DIJKE ENERGY KENTIJCKY, INC 
Notes to Unaudited Financial Statements - (Continued) 

replacement costs in between general rate cases, and also claiming that the order improperly allows Duke Energy Kentucky to 
earn a return on investment for the costs recovered under the tracking mechanism which permits Duke Energy Kentucky to 
recover its gas main replacement costs. 

to approve the gas main replacement tracking mechanism, which were approved prior to enactment of KRS 278.509. To date, 
Duke Energy Kentucky has collected approximately $9 million in annual rate adjustments under the tracking mechanism. Per the 
KPSC order, Duke Energy Kentucky collected these revenues subject to refund pending the final outcome of this litigation Duke 
Energy Kentucky and the KPSC have requested that the Kentucky Court of Appeals grant a rehearing of its decision. On 
February 5, 2009, the Kentucky Court of Appeals denied the rehearing requests of both Duke Energy Kentucky and the KPSC. 
Duke Energy Kentucky filed a motion for discretionary review to the Kentucky Supreme Court on March 9, 2009. At this time, 
Duke Energy Kentucky cannot predict whether the Kentucky Supreme Court will accept the case for review. 

Duke Energy Kentucky Electric Rate Case. In May 2006, Duke Energy Kentucky filed an application for an increase in its 
base electric rates of approximately $67 million in revenue, or approximately 28 percent, to be effective in January 2007 pursuant 
to the KPSC's 2003 Order approving the transfer of 1,100 MW of generating assets from Duke Energy Ohio to Duke Energy 
Kentucky. In the fourth quarter of 2006, the KPSC approved the settlement agreement resolving all the issues raised in the 
proceeding. Among other things, the settlement agreement provided for a $49 million increase in Duke Energy Kentucky's base 
electric rates and reinstitution of the fuel cost recovery mechanism, which had been frozen since 2001 I The settlement agreement 
also provided for Duke Energy Kentucky to obtain KPSC approval for a back-up power supply plan. In January 2007, Duke Energy 
Kentucky filed a back-up power supply plan with the KPSC which was approved in March 2007. The back-up power supply plan 
included provisions for purchasing fixed-price products for backup power associated with planned outages using fixed price 
products, and from the Day-Ahead and Real-Time energy markets available from the Midwest Independent Transmission System 
Operator, Inc. (Midwest ISO) for forced outages 

efficiency programs, consisting of nine residential and two commercial and industrial programs, and to true-up its gas and electric 
tracking mechanism for recovery of lost revenues, program costs and shared savings. On February 1 1, 2008, Duke Energy 
Kentucky filed a motion to amend its energy efficiency programs and applied to reinstitute a low income Home Energy Assistance 
Program. The KPSC bifurcated the proposed Home Energy Assistance Program from the other energy efficiency programs On 
May 14, 2008, the KPSC approved the energy efficiency programs. On September 25, 2008, the KPSC approved Duke Energy 
Kentucky's Home Energy Assistance program, making it available for customers at or below 150% of the federal poverty level. On 
December 1, 2008, Duke Energy Kentucky filed an application for a save-a-watt energy efficiency plan The application seeks a 
new energy efficiency recovery mechanism similar to what was proposed in Ohio. Intervenor testimony was filed on May 11, 2009. 
An evidentiary hearing with the KPSC is expected to occur in the third quarter of 2009. 

In August 2007, the Franklin Circuit Court consolidated all the pending appeals and ruled that the KPSC lacks legal authority 

Energy Efficiency. On November 15, 2007, Duke Energy Kentucky filed its annual application to continue existing energy 

Application for the Establishment of a Regulatory Asset. On November 14, 2008, Duke Energy Kentucky petitioned the 
KPSC for permission to create a regulatory asset to defer, for future recovery, approximately $5 million for its expenses incurred to 
repair damage and restore service to its customers following extensive storm-related damage caused by Hurricane Ike on 
September 14, 2008 The KPSC approved the requested accounting order on January 7,2009. 

Midwest Independent Transmission System Operator, Inc. (Midwest /SO) Resource Adequacy Filing. On 
December 28, 2007, the Midwest IS0 filed its Electric Tariff Filing Regarding Resource Adequacy in compliance with the Federal 
Energy Regulatory Commission's (FERC) request of Midwest I S 0  to file Phase II of its long-term Resource Adequacy plan by 
December 2007. The proposal includes establishment of a resource adequacy requirement in the form of planning reserve 
margin On March 26, 2008, the FERC ruled on the Midwest ISO's Resource Adequacy filing and ordered that the new Module E 
tariff be effective March 27, 2008 This action established a Midwest ISQ-wide resource adequacy requirement for the first 
Planning Year, which begins June 2009 In the Order, the FERC, among other things, clarified that States have the authority to set 
their own Planning Reserve Margins, as long as they are not inconsistent with any reliability standard approved by the FERC. 

Midwest /SO'S Establishment of an Ancillary Services Market (ASM). On February 25,2008, the FERC conditionally 
accepted the Midwest IS0 proposal to implement a day-ahead and real-time ASM, including a scarcity pricing proposal. By 
approving the ASM proposal, the FERC essentially approved the transfer and consolidation of balancing authority for the entire 
Midwest IS0 area. This will allow the Midwest IS0 to determine operating reserve requirements and procure operating reserves 
from all qualified resources from an organized market, in place of the current system of local management and procurement of 
reserves by the 24 balancing authorities in the Midwest IS0 area. The Midwest IS0 launched the ASM on January 6, 2009. 

9. Commitments and Contingencies 
Environmental 

Duke Energy Kentucky is subject to federal, state and local regulations regarding air and water quality, hazardous and solid 
waste disposal and other environmental matters. These regulations can be changed from time to time, imposing new obligations 
on Duke Energy Kentucky 

Remediation activities. Duke Energy Kentucky and its affiliates are responsible for environmental remediation at various 
contaminated sites These include some properties that are part of ongoing Duke Energy Kentucky operations, sites formerly 
owned or used by Duke Energy Kentucky entities, and sites owned by third parties Remediation typically involves management of 
contaminated soils and may involve groundwater remediation Managed in conjunction with relevant federal, state and local 
agencies, activities vary with site conditions and locations, remedial requirements, complexity and sharing of responsibility If 
remediation activities involve statutory joint and several liability provisions, strict liability, or cost recovery or contribution actions, 
Duke Energy Kentucky could potentially be held responsible for contarnination caused by other parties. In same instances, Duke 
Energy Kentucky may share liability associated with contamination with other potentially responsible parties, and may also benefit 
from insurance policies or contractual indemnities that cover some or all cleanup costs All of these sites generally are managed in 
the normal course of business or affiliate operations Management, in the normal course of business, continually assesses the 
nature and extent of known or potential environmental-related contingencies and records liabilities when losses become probable 
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and are reasonably estimable. During 2009, it is reasonably possible that Duke Energy Kentucky will incur costs associated with 
remediation activities at certain of its sites. 

Clean Water Act 376(b). The 1J.S. Environmental Protection Agency (EPA) finalized its cooling water intake structures rule 
in July 2004. The rule established aquatic protection requirements for existing facilities that withdraw 50 million gallons or more of 
water per day from rivers, streams, lakes, reservoirs, estuaries, oceans, or other U S. waters for cooling purposes. Coal-fired 
generating facilities in which Duke Energy Kentucky is either a whole or partial owner are affected sources under that rule. On 
April 1, 2009, the US. Supreme Court ruled in favor of the plaintiff that the EPA may consider costs when determining which 
technology option each site should implement. Depending on how the cost-benefit analysis is incorporated into the revised EPA 
rule, the analysis could narrow the range of technology options required for the affected facilities Because of the wide range of 
potential outcomes, Duke Energy Kentucky is unable to estimate its costs to comply at this time 

Clean Air Interstate Rule (CAlR). The EPA finalized its CAlR in May 2005. The CAlR limits total annual and summertime 
NOx emissions and annual SO2 emissions from electric generating facilities across the Eastern 1J.S. through a two-phased cap- 
and-trade program. Phase 1 begins in 2009 for NO, and in 2010 for SOz. Phase 2 begins in 2015 for both NO, and SOz. On 
March 25, 2008, the US. Court of Appeals for the District of Columbia (D.C Circuit) heard oral argument in a case involving 
multiple challenges to the CAIR. On July 11, 2008, the D.C. Circuit issued its decision in North Carolina v. €PA No. 05-1244 
vacating the CAIR. The EPA filed a petition for rehearing on September 24, 2008 with the D.C. Circuit asking the court to 
reconsider various parts of its ruling vacating CAIR. In December 2008, the D.C. Circuit issued a decision remanding the CAlR to 
the EPA without vacatur. EPA must now conduct a new rulemaking to modify the CAlR in accordance with the court's ,July 11, 
2008 opinion. This decision means that the CAlR as initially finalized in 2005 remains in effect until the new EPA nile takes effect. 
The court did not impose a deadline or schedule on the EPA. It is uncertain how long the current CAlR will remain in effect or how 
the new rulemaking will alter the CAIR. 

as a result of the D.C. District Court's December 2008 decision discussed above. 
Duke Energy Kentucky is currently unable to estimate the costs to comply with any new rule the EPA will issue in the future 

Coal Combustion Product (CCP) Management Duke Energy Kentucky currently estimates that it will spend approximately 
$2 million over the period 2009-2013 to install synthetic caps and liners at existing and new CCP landfills and to convert CCP 
handling systems from wet to dry systems. 

Comprehensive Environmental Response, Compensation, and Liability Act Mafter. In August 2008, Duke Energy 
Kentucky received a notice from the EPA that it has been identified as a potentially responsible party under the Comprehensive 
Environmental Response, Compensation, and Liability Act at the LWD, Inc., Superfund Site in Calvert City, Kentucky. At this time, 
Duke Energy Kentucky does not have any further information regarding the scope of potential liability associated with this matter. 

Extended Environmental Activities and Accruals. Included in Other Deferred Credits and Other Liabilities on the Balance 
Sheets were total accruals related to extended environmental-related activities of approximately $2 million as of March 31, 2009 
and December 31, 2008. These accruals represent Duke Energy Kentucky's provisions for costs associated with remediation 
activities at some of its current and former sites, as well as other relevant environmental contingent liabilities Management, in the 
normal course of business, continually assesses the nature and extent of known or potential environmental-related contingencies 
and records liabilities when losses become probable and are reasonably estimable. 

Litigation 

alleges that sources in 13 upwind states, including Kentucky, significantly contribute to North Carolina's non-attainment with 
certain ambient air quality standards In August 2005, the EPA issued a proposed response to the petition The EPA proposed to 
deny the ozone portion of the petition based upon a lack of contribution to air quality by the named states. The EPA also proposed 
to deny the particulate matter portion of the petition based upon the CAlR Federal Implementation Plan (FIP), that would address 
the air quality concerns from neighboring states. On April 28, 2006, the EPA denied North Carolina's petition based upon the final 
CAlR FIP described above. North Carolina has filed a legal challenge to the EPAs denial. Briefing in that case is under way. On 
March 5, 2009 the D.C. Circuit remanded the case to the EPA for reconsideration The EPA has conceded that the D.C Circuit's 
July 18, 2008 decision in the CAlR litigation, North Carolina v €PA No 05-1244, discussed above, and a subsequent order 
issued by the D C. Circuit on December 23, 2008, have eliminated the legal basis for the EPA's denial of North Carolina's 
Section 126 petition At this time, Duke Energy Kentucky cannot predict the outcome of this proceeding 

Carbon Dioxide (Cod Litigation. In July 2004. the states of Connecticut, New York, California, Iowa, New Jersey, Rhode 
Island, Vermont, Wisconsin and the City of New York brought a lawsuit in the 1J S District Court for the Southern District of New 
York against Cinergy, American Electric Power Company, Inc., American Electric Power Service Corporation, The Southern 
Company, Tennessee Valley Authority, and Xcel Energy Inc A similar lawsuit was filed in the U.S District Court for the Southern 
District of New York against the same companies by Open Space Institute, Inc., Open Space Conservancy, Inc , and The 
Audubon Society of New Hampshire These lawsuits allege that the defendants' emissions of COz from the combustion of fossil 
fuels at electric generating facilities contribute to global warming and amount to a public nuisance. The complaints also allege that 
the defendants could generate the same amount of electricity while emitting significantly less CO,. The plaintiffs are seeking an 
injunction requiring each defendant to cap its C0,emissions and then reduce them by a specified percentage each year for at 
least a decade, In September 2005, the District Court granted the defendants' motion to dismiss the lawsuit. The plaintiffs have 
appealed this ruling to the Second Circuit Court of Appeals. Oral argument was held before the Second Circuit Court of Appeals 
on June 7, 2006. It is not possible to predict with certainty whether Duke Energy Kentucky will incur any liability or to estimate the 
damages, if any, that Duke Energy Kentucky might incur in connection with this matter. 

lawsuit filed in the U S  District Court for the Southern District of Mississippi. Plaintiffs claim that Cinergy. along with numerous 
other utilities, oil companies, coal companies and chemical companies, are liable for damages relating to losses suffered by 
victims of Hurricane Katrina. Plaintiffs claim that defendants' greenhouse gas emissions contributed to the frequency and intensity 
of storms such as Hurricane Katrina On August 30. 2007, the court dismissed the case. The plaintiffs have filed their appeal to 

Section 726 Petitions. In March 2004, the state of North Carolina filed a petition under Section 126 of the CAA in which it 

Hurricane Kafrina Lawsuit. In April 2006, Cinergy was named in the third amended complaint of a purported class action 
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DTJKE ENERGY KENTTJCKY, I'NC 
Notes to llnaudited Financial Statements - (Continued) 

the Fifth Circuit Court of Appeals, and oral arguments were heard on August 6,2008 Due to the late recusal of one of the judges 
on the Fifth Circuit panel, the court held a new oral argument on November 3, 2008 It is not possible to predict with certainty 
whether Duke Energy Kentucky will incur any liability or to estimate the damages, if any, that Duke Energy Kentucky might incur in 
connection with this matter 

Other Litigation and Legal Proceedings. Duke Energy Kentucky is involved in other legal, tax and regulatory proceedings 
arising in the ordinary course of business, some of which involve substantial amounts Duke Energy Kentucky believes that the 
final disposition of these proceedings will not have a material adverse effect on its results of operations, cash flows or financial 
position 

Duke Energy Kentucky has exposure to certain legal matters that are described herein. As of March 31, 2009 and 
December 31,2008, Duke Energy Kentucky has recorded insignificant reserves for these proceedings and exposures Duke 
Energy Kentucky expenses legal costs related to the defense of loss contingencies as incurred. 

10. Fair Value of Financial Assets and Liabilities 
On January 1,2008, Duke Energy Kentucky adopted SFAS No. 157. Through December 31,2008, Duke Energy Kentucky's 

adoption of SFAS No. 157 was limited to financial instruments and to non-financial derivatives as, in February 2008, the FASB 
issued FSP No. 157-2, 'Effective Date of FASB Statement No 157,"which delayed the effective date of SFAS No. 157 until 
January 1, 2009 for non-financial assets and liabilities, except for items that are recognized or disclosed at fair value in the 
financial statements on a recurring basis There was no cumulative effect adjustment to retained earnings for Duke Energy 
Kentucky as a result of the adoption of SFAS No. 157. 

SFAS No. 157 defines fair value, establishes a framework for measuring fair value in GAAP in the U S  and expands 
disclosure requirements about fair value measurements. lJnder SFAS No. 157, fair value is considered to be the exchange price 
in an orderly transaction between market participants to sell an asset or transfer a liability at the measurement date The fair value 
definition under SFAS No. 157 focuses on an exit price, which is the price that would be received by Duke Energy Kentucky to sell 
an asset or paid to transfer a liability versus an entry price, which would tx the price paid to acquire an asset or received to 
assume a liability. Although SFAS No 157 does not require additional fair value measurements, it applies to other accounting 
pronouncements that require or permit fair value measurements. 

prescribed by SFAS No. 157, which prioritizes the inputs to valuation techniques used to measure fair value into three levels: 

the ability to access. An active market for the asset or liability is one in which transactions for the asset or liability occur with 
sufficient frequency and volume to provide ongoing pricing information Duke Energy Kentucky does not adjust quoted market 
prices on Level 1 inputs for any blockage factor. 

for the asset or liability. Level 2 inputs include, but are not limited to, quoted prices for similar assets or liabilities in an active 
market, quoted prices for identical or similar assets or liabilities in markets that are not active and inputs other than quoted market 
prices that are observable for the asset or liability, such as interest rate curves and yield curves observable at commonly quoted 
intervals, volatilities, credit risk and default rates. 

including an amendment of FASB Statement No 115' (SFAS No. 159), which permits entities to elect to measure many financial 
instruments and certain other items at fair value. For Duke Energy Kentucky, SFAS No. 159 was effective as of January 1, 2008 
and had no impact on amounts presented for periods prior to the effective date. Duke Energy Kentucky does not currently have 
any financial assets or financial liabilities for which the provisions of SFAS No. 159 have been elected. However, in the future, 
Duke Energy Kentucky may elect to measure certain financial instruments at fair value in accordance with this standard. 

The following table provides the fair value measurement amounts for assets and liabilities recorded in Unrealized gains on 
mark-to-market and hedging transactions and Unrealized losses on mark-to-market and hedging transactions on Duke Energy 
Kentucky's Balance Sheets at fair value at March 31, 2009: 

Duke Energy Kentucky determines fair value of financial assets and liabilities based on the following fair value hierarchy, as 

Level 1 inputs - unadjusted quoted prices in active markets for identical assets or liabilities that Duke Energy Kentucky has 

Level 2 inputs - inputs other than quoted market prices included in Level 1 that are observable, either directly or indirectly, 

Level 3 inputs - unobservable inputs for the asset or liability 
In February 2007, the FASB issued SFAS No. 159, "The Fair Value Option for Financial Assets and Financial Liabilities- 

Description 

Derivative Assets 
Derivative Liabilities 

Net Liabilities 

Total Fair Value 
Amounts at 

March 31,2009 Level I Level 2 Level 3 

(in thousands) 
- -  

Total Fair Value 
Amounts at 

December 31, 2008 Level 1 Level 2 Level 3 --- 
(in thousands) 

Description 
Derivative Assets $ 178 $ - -  $ - -  $178 
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DUKE ENERGY KENTUCKY, INC 
Notes to Unaudited Financial Statements - (Continued) 

Derivative Liabilities 

Net (Liabilities) Assets 

Total Fair Value 
Amounts at 

March 31,2009 Level I Level 2 Level 3 
(in thousands) 
-- 

- - (7,977) - (7,977) 

$(7,799) $ - -  $(7,977) $178 

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

Rollforward of Level 3 Measurements 

Balance at January 1,2009 
Total gains included on balance sheet 
Net purchases, sales, issuances and settlements 

Balance at March 31.2009 

Balance at January 1,2008 
Total gains included on balance sheet 
Net purchases, sales, issuances and settlements 

Balance at March 31, 2008 

Derivatives (net) 

(in thousands) 
$178 

(64) 
(141) 

~ 7 )  
- 
- 

$ -  
318 

$31 8 
__. __. 

Fair Value Disclosures Required Under FSP No. FAS 107-1 and Accounting Principles Board (APB) 28-1, “lnterim 
Disclosures About Fair Value of Financial Instruments.” The fair value of financial instruments, excluding financial assets 
included in the scope of SFAS No. 157 disclosed in the tables above, is summarized in the following table. Judgment is required in 
interpreting market data to develop the estimates of fair value. Accordingly, the estimates determined as of March 31, 2009 and 
December 31, 2008 are not necessarily indicative of the amounts Duke Energy Kentucky could have realized in current markets. 

Long-term debt, including current maturities 

As of March 31, As of December 31, 
2009 2008 

Book Approximate Book Approximate 
Value Fair Value Value Fair Value 

(in thousands) 
$338,206 $326,335 $338,629 $327,228 

The fair value of cash and cash equivalents, accounts receivable, restricted funds held in trust, accounts payable and notes 
payable are not materially different from their carrying amounts because of the short-term nature of these instruments andlor 
because the stated rates approximate market rates. 

I I. New Accounting Standards 
The following new accounting standards were adopted by Duke Energy Kentucky subsequent to March 31, 2008 and the 

impact of such adoption, if applicable, has been presented in the accompanying Financial Statements: 
SFAS No 761, “Disclosures about Derivative lnstruments and Hedging Activities - an amendment to FASB Statement No 

733” (SFAS No 161) In March 2008, the FASB issued SFAS No. 161, which amends and expands the disclosure requirements 
for derivative instruments and hedging activities prescribed by SFAS No. 133, “Accounting for Derivative lnstruments and Hedging 
Activities.” SFAS No. 161 requires qualitative disclosures about objectives and strategies for using derivatives, quantitative 
disclosures about fair value amounts of and gains and losses on derivative instruments, and disclosures about credit-risk-related 
contingent features in derivative agreements Duke Energy Kentucky adopted SFAS No. 161 as of January 1, 2009. The adoption 
of SFAS No. 161 did not have any impact on Duke Energy Kentucky’s results of operations, cash flows or financial position. See 
Note 10 for the disclosures required under SFAS No. 161 

12. Income Taxes and Other Taxes 
The taxable income of Duke Energy Kentucky is reflected in Duke Energy’s I1.S. federal and state income tax returns. Duke 

Energy Kentucky has a tax sharing agreement with Duke Energy, where the separate return method is used to allocate tax 
expenses and benefits to the subsidiaries whose investments or results of operations provide these tax expenses and benefits 
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DTJKE ENERGY KENTUCKY, INC 
Notes to TJnaudited Financial Statements - (Continued) 

The accounting for income taxes essentially represents the income taxes that Duke Energy Kentucky would incur if Duke Energy 
Kentucky were a separate company filing its own tax return as a C-Corporation 

Duke Energy Kentucky has the following tax years open: 

Jurisdiction Tax Years 
Federal 2005 and after 
State Closed through 2001 ~ with the exception of any adjustments related to open federal years 

The $585 thousand decrease in income tax expense for the comparative three-month periods ended March 31,2009 and 
2008 is due primarily to the $1.3 million decrease in pre-tax income 

13. Sales of Accounts Receivable 
Accounts Receivable Securitization Duke Energy Kentucky sells, on a revolving basis, nearly all of its retail accounts 

receivable and related collections to Cinergy Receivables. The securitization transaction was structured to meet the criteria for 
sale treatment under SFAS No. 140 and, accordingly, the transfers of receivables are accounted for as sales. 

The proceeds obtained from the sales of receivables are largely cash but do include a subordinated note from Cinergy 
Receivables for a portion of the purchase price (typically approximates 25 percent of the total proceeds) The note, which amounts 
to approximately $25 million and $29 million at March 31, 2009 and December 31, 2008, respectively, is subordinate to senior 
loans that Cinergy Receivables obtain from commercial paper conduits controlled by unrelated financial institutions which is the 
source of funding for the subordinated note. This subordinated note is a retained interest (right to receive a specified portion of 
cash flows from the sold assets) under SFAS No 140 and is classified within Receivables in the accompanying Balance Sheets at 
March 31,2009 and March Dermnber 31, 2008. 

In 2008, the governing purchase and sale agreement was amended to allow Cinergy Receivables to convey its bankrupt 
receivables to the applicable originator for consideration equal to the fair market value of such receivables as of the disposition 
date. The amount of bankrupt receivables sold is limited to 1% of aggregate sales of the originator during the most recently 
completed 12 month period. Cinergy Receivables and Duke Energy Kentucky completed a sale under this amendment in 2008 

Duke Energy Kentucky retains servicing responsibilities for its role as a collection agent on the amounts due on the sold 
receivables. However, Cinergy Receivables assumes the risk of collection on the purchased receivables without recourse to Duke 
Energy Kentucky in the event of a loss. While no direct recourse to Duke Energy Kentucky exists, it risks loss in the event 
collections are not sufficient to allow for full recovery of its retained interests. No servicing asset or liability is recorded since the 
servicing fee paid to Duke Energy Kentucky approximates a market rate. 

The carrying value of the retained interest is determined by allocating the carrying value of the receivables between the 
assets sold and the interests retained based on relative fair value. The key assumptions used in estimating the fair value for 2009 
were an anticipated credit loss ratio of 9%, a discount rate of 2 8% and a receivable turnover rate of 12.2%. Because (a) the 
receivables generally turnover in less than two months, (b) credit losses are reasonably predictable due to Duke Energy 
Kentucky's broad customer base and lack of significant concentration, and (c) the purchased beneficial interest is subordinate to 
all retained interests and thus would absorb losses first, the allocated bases of the subordinated notes are not materially different 
than their face value. The hypothetical effect on the fair value of the retained interests assuming both a 10% and a 20% 
unfavorable variation in credit losses or discount rates is not material due to the short turnover of receivables and historically low 
credit loss history. Interest accrues to Duke Energy Kentucky on the retained interests using the accretable yield method, which 
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 both the retained interests and purchased beneficial interest 
whenever it is determined that an other-than-temporary impairment has occurred. 

The following table shows the gross and net receivables sold, retained interests, sales, and cash flows during the three 
months ended March 31, 2009: 

Receivables sold as of March 31, 
Less: Retained interests 

Net receivables sold as of March 31, 

Sales 
Receivables sold 
Loss recognized on sale 

Cash flows 
Cash proceeds from receivables sold 
Collection fees received 
Return received on retained interests 

Three Months Ended 
March 31,2009 

(in thousands) 
$68,251 

24,853 

$43,398 

$1 52,160 
1,248 

$1 54,588 
76 

804 

14. Subsequent Events 
For information on subsequent events related to regulatory matters, see Note 8 
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Deloitte &Touche 1.LP 
1100 Carillon Building 
227 West Trado Street 
Clwlottc, MC 28202 
USA 

Td: + 1  704 887 1500 

rvv(!?$.deloittct corn 
Fax: + l  704 887 1570 

'1'0 Ihc B C X I ~ C ~  01' Directors and Stockholdcr of 
Duke l-inergy Kentucky, Inc. 
Cinciniitiri, Ohic, 

Wc haw airditcd the accoiqxmying halsrice shcels of Ihke Energy Kentucky, Inc. (the "C"ompany") 
as of' Ilccctrihor 3 I ,  3008 arid 2007, a i d  tiit: relaled stabmcnts of oporalions, stockholcler's cyirily 
and cornprchcnsivc iticonic, trncl cash flows for the yaits then ended. 'Tltese linaiicid stiitcrncnts itre 
the respotisibility ol'tlie Company's iiitinagcmait, Our responsibility is to exlircss an opinicxi OII 

these financial stateinem based on our audits. 

We condncttd our riudits in accordance with gcncrally accepted auditing slancinrtls its cstablislied by 
thc Aiiditing Standards I3oard (IJnited States) itnd in iiccordancc with the sutiifing slnntlards of'the 
Public Coiripaiiy hccountiiig O\wsight Board (Uiiited States). ' I  hose stundurds iuyuire h i t  we 11li111 
and pei forin tlic uudit t o  obtain rcnsonnblc assurance about whcther thc 17nancial statenienjs are frce 
of inaterial misstalement. 'l'he Company i s  not rcquircd to haw, tior wcrc w e  cngagcd to perform, an 
audil of' i ts  internal control ovcr financial reporting. Our audits iiicludcd consideration of intortial 
conlrul over hanc ia l  repoi tirig as ti basis for designing audit procedures lliilt are approprirrte in the 
circttn~~s~iirices. tl i~l not for flit. purpose of' expressing mi opiriiun on the zlf'ectiveness of the 
C'onipany's intornal contrtd over tinancia1 reporting. Accordingly, we express 110 such opinion. An 
audit also includes cxamining, o n  a test btsis, cvidcncc supporting tlic amounts and disclosures in 
thc fiixinciiil statenicnts, assessing thc accounting principlcs used and significant cslinintcs made by 
imnagenient, as well as ~ a l ~ i ~ t i r t g  tlie overdl financial statement piusentation \VG bclicve t h t  our 
d i t s  provitlc a reasonithle basis lor om opinion 

I n  our opinion, such financial statcrnctits prescat fail ly, in dl rriaterial respects, the financial position 
of the ('ompatiy as of Dcccinbcr 3 1 ,  2008 aiid 2007, and the rcsults of its opcrations and its cash 
flows fur the ycars then vndcd in conformity with accounting principlcs gcncraltj acccptcd in lhe 
United Stales of Americti. 

March 26, 2009 

Mombcr of 
Delolttr Touche Tahmatsii 
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DUKE ENERGY KENTUCKY, INC. 
STATEMENTS OF OPERATIONS 

Year To Date 
December 31, 

2008 2007 
(in tlrousnnds) 

Operating Revennes 
Electric 
Gas 
Other 

Total Operating Revenues 

S 338,434 $ 330,547 
143,678 140,132 
20,315 22,005 

502,427 492,684 

Operating Expenses 

Fuel used in electric generation and purchased power 
Operation, maintenance and other 
Natural gas purchased 
Depreciation and amortization 
Property and other taxes 
(Gain) Loss on sales of other assets,net 

Total Operating Expenses 

156,952 53,883 
123,437 27,079 
106,913 94,93 1 
37,392 39,869 

7,475 11,589 
(65) 50 

427,40 I 432,104 

Operating Income 70,323 65,283 

Other Income and Expenses, net 
Interest Expense 

4,853 4,052 
17,669 17,414 

Income Before Income Taxes 57,507 51,921 

Income Tax Expense 20,026 18,452 

Net Income S 37,481 $ 33,469 

See Notes to Financial Statements 
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DUKE ENERGY KENTUCKY, INC. 
BALANCE SHEETS 

ASSETS December 31, December 31, 
2008 2007 

(in fliousands) 

Current Assets 
Cash and cash equivalents S 11,768 $ 9,302 
Receivables (net of allowance for doubtful accounts of$432 at Decernber31,2008 44,043 

Inventory 33,045 27,391 

52,336 
and $3 15 at December 31,2007) 

Other 
Total current assets 

26,051 19,372 
123,200 100,108 

Investments and Other Assets 
Intangible assets 
Other 

Total investments and other assets 

10,503 7,064 
4,392 3,430 

14,895 10,494 

Property, Plant, and Equipment 
Cost 
Less accumulated depreciation and amortization 

Net property, plant, and equipment 

1,536,785 1,499,357 
625,727 617,530 
911,058 88 1,827 

Regiilatory Assets and Deferred Debits 
Deferred debt expense 
Regulatory assets related to ircome taxes 
Other 

Total regulatory assets and deferred debits 

5,308 5,445 

47,282 17,093 
53,050 22,538 

460 

Total Assets S 1,102,203 $ 1,014,967 

See Notes to Financial Statements 

4 



DUKE ENERGY KENTUCKY, INC. 
BALANCE SHEETS 

LIABILITIES AND COMMON STOCKHOLDER’S EQUITY 
December 31, December 31, 

2008 2007 
(in thousands) 

Current Lhbilities 
Accounts payable 
Notes payable 
Taxes accrued 
Interest accrued 
Current maturities of long-term debt 
Other 

Total current liabilities 

$ 51,936 $ 53,989 
3,241 27,470 

11,212 16,771 
3,828 3,553 

22,461 2 1,678 
14,274 12,807 

106,952 136,274 

Long-term Debt 316,168 265,334 

Deferred Credits and Other Liabilities 
Deferred income taxes 
Investment tax credit 
Accrued pension and other postretirement benefit costs 
Regulatory liabilities 
Asset retirement obligations 
Other 

Total deferred credits and other liabilities 

Commitments and Contingencies (See Note 14) 

171,851 153,315 
4,519 5,581 

39,180 22,505 
40,482 33,901 

6,390 6,179 
22,636 6,332 

227,813 285,058 

Common Stockholder’s Equity 
Common stock - $15 00 par value; 1,000,000 shares autliorized and 585,333 shares 

outstanding at December 31,2008 and December 31,2007 8,780 8,780 
Paid-in capital 167,494 147,494 
Retained earnings 2 17,75 1 2 10,270 
Accumulated other comprehensive loss (998) 

Total common stockholder’s equity 394,025 385,546 

Total Ihbilities and Common Stocltholder’s Equity $ 1,102,203 $ 1,014,967 

See Notes to Financial Statements 
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DIJKE ENERGY KENTUCKY, INC. 
STATEMENTS OF CHANGES IN COMMON STOCKHOLDER’S EQUITY AND COMPREHENSIVE INCOME 

(in thousands) 

Accumulated Other 
Comprehensive Income (Loss) 

Net Gains Total 
Common (Losses) 

Common Paid-in Retained on Cash Flow Stockholder’s 
Stoclc Capital Earnings Hedges Equity 

Balance at  December 31,2006 $ 8,780 $ 164,344 $ 176,965 $ (741) $ 349,348 

Net income 
Other comprehensive loss 

Total comprehensive income 
Cash flow hedges, net of tax benefit of $146 

33.469 33,469 

(257) (257) 
33.212 

Capital contribution from parent 3,150 3,150 

Adjustment due to SFAS No. 158 adoption (164) (164) 

Balance at  December 31,2007 $ 8,780 $ 167,494 $ 210,270 $ (998) $ 385,546 

Net income 
Other comprehensive income 

Total comprehensive income 
Cash flow hedges, net of tax expense of ($628) 

37,481 37,481 

998 998 
38,479 

Dividends on common stock (30,000) (30,000) 

Balance a t  December 31,2008 $ 8,780 $ 167,494 $ 217,751 $ - $ 394,025 

See Notes to Financial Statements 
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DlJKE ENERGY KENTUCKY, INC. 
STATEMENTS OF CASH FLOWS 

Twelve Months Ended 
December 31, 

2008 2007 
(in tlrortsnnds) 

Cash Flows From Operating Activities 
Net income 
Adjustments to reconcile net income to net cash provided by operating activities: 

Depreciation and amortization 
(Gains) Losses on sales of other assets 
Deferred income taxes 
Regulatory asseflliabil ty amortization 
Contribution to company sponsored pension plan 
Accrued pension and other post-retirement benefit costs 
(Increase) decrease in: 

Net realized and unrealized mark-to-market and hedging transactions 
Receivables 
Inventory 
Other current assets 

Increase (decrease) in: 
Accounts payable 
Taxes accrued 
Other current liabilities 

Regulatory asseflliabi1i-y deferrals 
Other assets 
Other liabilities 

$ 37,481 $ 33,469 

37,955 40,475 
(65) 50 

6,920 4,701 
1,792 1,889 

(9,696) 
2,240 3,93 1 

516 (27) 
(6,832) (9,057) 
(4,158) 1,611 
(5,787) (6,909) 

(7,143) 9,686 
(326) 7,362 
440 3,499 

(6,363) (4,187) 
(899) 5,308 

10,604 (4,639) 

Net cash provided by operating activities 66,375 77,466 

Cash Flows from Investing Activities 
Capital expenditures 
Purchases of emission allowances 
Sale of emission allowances 
Other 

(61,090) (64,199) 
(343) 

149 343 
55 

Net cash used in investing activities (60,886) (64,199) 

Cash Flows from Financing Activities 
Issuance of long-term debt 
Redemption of long-term debt 
Notes payable to affiliate,net 
Dividends paid 
Contribution from parent 
Other 

123,517 3,067 
(7 1,963) (1,492) 
(24,229) (1 5,133) 
(30,000) 

3,150 
(348) ( 1  50) 

Net cash used in financing activities (3,023) (10,558) 

Net increase in cash and cash equivalents 2,466 2,709 

Cash and cash equivalents at beginning of period 9,302 6,593 

Cash and cash equivalents at end of period $ 11,768 $ 9,302 

Supplemental Disclosure of a s h  Flow Information 
Cash paid during the period for: 

Interest (net of amoimt capitalized) 
Income taxes 

Non-cash financing and investing activities: 
Allowance for funds used during constrtiction (AFUDC) - equity component 
Accrued capital expenditures 

$ 17,010 $ 16,669 
$ 14,143 $ 6,912 

$ 778 $ 219 
$ 5,789 9; 2,885 

See Notes to Financial Statements 

7 



DUKE ENERGY KENTUCKY, INC 
Notes to Financial Statements 

For the Years Ended December 31,2008 and 2007 

I. Summary of Significant Accounting Policies 
Nature of Operations. Duke Energy Kentucky, a Kentucky corporation organized in 1901, is a combination electric and gas 

public utility company that provides service in northern Kentucky. Duke Energy Kentucky's principal lines of business include 
generation, transmission and distribution of electricity as well as the sale of andlor transportation of natural gas. Duke Energy 
Kentucky's common stock is wholly owned by Duke Energy Ohio, an Ohio corporation organized in 1837, which is wholly owned 
by Cinergy Corp. (Cinergy), a Delaware corporation organized in 1993. 

On April 3, 2006, Duke Energy Corporation (Old Duke Energy) and Cinergy merged into wholly owned subsidiaries of 
Duke Energy Holding Corp. (Duke Energy HC), resulting in Duke Energy HC becoming the parent entity. In connection with the 
closing of the merger transactions, Duke Energy HC changed its name to Duke Energy Corporation (New Duke Energy or Duke 
Energy) and Old Duke Energy converted into a limited liability company named Duke Power Company LLC (subsequently 
renamed Duke Energy Carolinas LLC effective October 1, 2006). As a result of the merger transactions, each outstanding share 
of Cinergy common stock was converted into 1.56 shares of common stock of New Duke Energy, which resulted in the issuance 
of approximately 31 3 million shares of Duke Energy common stock. Both Old Duke Energy and New Duke Energy are referred to 
as Duke Energy herein. Duke Energy is a public registrant trading on the New York Stock Exchange under DUK. 

The assets and liabilities of Duke Energy Kentucky were not adjusted to reflect their fair values as of the merger date 
since push-down accounting is not required by generally accepted accounting principles in the United States (GAAP) 

These statements reflect Duke Energy Kentucky's proportionate share of the East Bend generating station which is 
jointly owned with Dayton Power 8, Light 

Use of Estimates. To conform to GAAP in the LJnited States (U.S.), management makes estimates and assumptions that 
affect the amounts reported in the Financial Statements and Notes. Although these estimates are based on management's best 
available knowledge at the time, actual results could differ" 

Cash and Cash Equivalents. All highly liquid investments with remaining maturities of three months or less at the date of 
purchase are considered cash equivalents. 

Inventory. Inventory consists primarily of coal held for electric generation, materials and supplies and natural gas held in 
storage for transmission and sales commitments. Inventory is recorded primarily using the average cost method. 

Components of Inventory 

Coal held for electric generation 
Materials and supplies 
Natural gas 

Total Inventory 

December 31, December 31, 
2008 2007 

(in thousands) 
$ 18,445 $ 9,010 

13,360 9,241 
1,240 9,140 

$ 33,045 $ 27,391 

Effective November 1, 2008, Duke Energy Kentucky executed agreements with a third party to transfer title of natural gas 
inventory purchased by Duke Energy Kentucky to the third party Under the agreements, the gas inventory will be stored and 
managed for Duke Energy Kentucky and will be delivered on demand The gas storage agreements will expire on October 31, 
2009, unless extended by the third party for an additional 12 months. As a result of the agreements, the commitment from a third 
party to provide natural gas inventory of approximately $10 million as of December 31, 2008 has been classified as Other within 
Current Assets on the Balance Sheets. At December 31, 2008, this balance exceeded 5% of total current assets. 

Cost-Based Regulation. Duke Energy Kentucky accounts for certain of its regulated operations under the provisions of 
SFAS No. 71, "Accounting for the fffects of Certain Types of Regu/ation"(SFAS No. 71). The economic effects of regulation can 
result in a regulated company recording assets for costs that have been or are expected to be approved for recovery from 
customers in a future period or recording liabilities for amounts that are expected to be returned to customers in the rate-setting 
process in a period different from the period in which the amounts would be recorded by an unregulated enterprise. Accordingly, 
Duke Energy Kentucky records assets and liabilities that result from the regulated ratemaking process that would not be recorded 
under GAAP for non-regulated entities. Regulatory assets and liabilities are amortized consistent with the treatment of the related 
costs in the ratemaking process. Management continually assesses whether regulatory assets are probable of future recovery by 
considering factors such as applicable regulatory changes, recent rate orders applicable to other regulated entities and the status 
of any pending or potential deregulation legislation. Additionally, management continually assesses whether any regulatory 
liabilities have been incurred. Based on this continual assessment, management believes the existing regulatory assets are 
probable of recovery and that no regulatory liabilities, other than those recorded, have been incurred. These regulatory assets and 
liabilities are primarily classified in the Balance Sheets as Regulatory Assets and Deferred Debits, and Deferred Credits and Other 
Liabilities. Duke Energy Kentucky periodically evaluates the applicability of SFAS No. 71, and considers factors such as regulatory 
changes and the impact of competition. If cost-based regulation ends or competition increases, Duke Energy Kentucky may have 
to reduce its asset balances to reflect a market basis less than cost and write off their associated regulatory assets and liabilities. 
For further information see Note 2. 

In order to apply the accounting provisions of SFAS No. 71 and record regulatory assets and liabilities, the scope criteria in 
SFAS No. 71 must be met. Management makes significant judgments in determining whether the scope criteria of SFAS No. 71 
are met for its operations, including determining whether revenue rates for services provided to customers are subject to approval 
by an independent, third-party regulator, whether the regulated rates are designed to recover specific costs of providing the 
regulated service, and a determination of whether, in view of the demand for the regulated services and the level of competition, it 
is reasonable to assume that rates set at levels that will recover the operations' costs can be charged to and collected from 
customers. This final criterion requires consideration of anticipated changes in levels of demand or competition, direct and indirect, 
during the recovery period for any capitalized costs. If facts and circumstances change so that a portion of Duke Energy 
Kentucky's regulated operations meet all of the scope criteria set forth in SFAS No 71 when such criteria had not been previously 
met, SFAS No. 71 would be reapplied to all or a separable portion of the operations. Such reapplication includes adjusting the 
balance sheet for amounts that meet the definition of a regulatory asset or regulatory liability of SFAS No 71, 
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Accounting for Risk Management and Hedging Activities and Financial Instruments. All derivative instruments not 
designated and qualifying for the normal purchases and normal sales exception under SFAS No. 133, "Accounting fornerivative 
lnstrumenk and Hedging Activities" as amended (SFAS No. 133), are recorded on the Balance Sheet at their fair value. 

Since Duke Energy Kentucky receives regulatory treatment for derivatives related to its native load, those mark-to-market 
gains and losses associated with those derivative contracts are reflected as regulatory assets or regulatory liabilities on the 
Balance Sheets 

Cash Flow and Fair Value Hedges Changes in the fair value of a derivative designated and qualified as a cash flow hedge, 
to the extent effective, are included in the Statements of Common Stockholder's Equity and Comprehensive Income as 
Accumulated Other Comprehensive Income (Loss) (AOCI) until earnings are affected by the hedged item Duke Energy Kentucky 
discontinues hedge accounting prospectively when it has determined that a derivative no longer qualifies as an effective hedge, or 
when it is no longer probable that the hedged forecasted transaction will occur. When hedge accounting is discontinued because 
the derivative no longer qualifies as an effective hedge, the derivative is subject to the Mark-to-Market model of accounting (MTM 
Model) prospectively. Gains and losses related to discontinued hedges that were previously accumulated in AOCl will remain in 
AOCl until the underlying contract is reflected in earnings, unless it is probable that the hedged forecasted transaction will not 
occur at which time associated deferred amounts in AOCl are immediately recognized in current earnings. 

Valuation Quoted market prices or prices obtained through external sources are used to measure a contract's fair value. 
Property, Plant and Equipment. Property, plant and equipment are stated at the lower of historical cost less accumulated 

depreciation or fair value, if impaired. Duke Energy Kentucky capitalizes all construction-related direct labor and material costs, as 
well as indirect construction costs. Indirect costs include general engineering, taxes and the cost of funds used during 
construction. The cost of renewals and betterments that extend the useful life of property, plant and equipment are also 
capitalized. The cost of repairs, replacements and major maintenance projects, which do not extend the useful life or increase the 
expected output of property, plant and equipment, is expensed as incurred. Depreciation is generally computed over the asset's 
estimated useful life using the straight-line method. The composite weighted-average depreciation rate was 2 6% for both 2008 
and 2007. Depreciation studies are conducted periodically to update the composite rates and are approved by the Kentucky 
Public Service Commission (KPSC) Also, see "Allowance far Funds Used During Construction (AFUDC)," discussed below 

When Duke Energy Kentucky retires its regulated property, plant and equipment, it charges the original cost plus the cost of 
retirement, less salvage value, to accumulated depreciation and amortization. When it sells entire regulated operating units, the 
cost is removed from the property account and the related accumulated depreciation and amortization accounts are reduced Any 
gain or loss is recorded in earnings, unless otherwise required by the applicable regulatory body (See Note 11) 

Asset Retirement Obligations. Duke Energy Kentucky recognizes asset retirement obligations (ARO's) in accordance with 
SFAS No 143, "Accounting For Asset Retirement Obligations" (SFAS No 143), for legal obligations associated with the 
retirement of long-lived assets that result from the acquisition, construction, development and/or normal use of the asset and FIN 
No. 47, "Accounting for Conditional Asset Retirement Obligations" (FIN 47), for conditional ARO's. The term conditional asset 
retirement obligation as used in SFAS No 143 and FIN 47 refers to a legal obligation to perform an asset retirement activity in 
which the timing and (or) method of settlement are conditional on a future event that may or may not he within the control of the 
entity The obligation to perform the asset retirement activity is unconditional even though uncertainty exists about the timing and 
(or) method of settlement. Thus, the timing and (or) method of settlement may be conditional on a future event. Both SFAS 
No. 143 and FIN 47 require that the present value of the projected liability for an ARO he recognized in the period in which it is 
incurred, if a reasonable estimate of fair value can be made. The present value of the liability is added to the carrying amount of 
the associated asset. This additional carrying amount is then depreciated over the estimated useful life of the asset. See Note 5 
for further information 

Unamortized Debt Premium, Discount and Expense. Premiums, discounts and expenses incurred with the issuance of 
outstanding long-term debt are amortized over the terms of the debt issues. Any call premiums or unamortized expenses 
associated with refinancing higher-cost debt obligations to finance regulated assets and operations are amortized consistent with 
regulatory treatment of those items, where appropriate The amortization expense is recorded as a component of interest expense 
in the Statements of Operations and is reflected as Depreciation and amortization within Net cash provided by operating activities 
on the Statements of Cash Flows. 

Loss Contingencies. Duke Energy Kentucky is involved in certain legal and environmental matters that arise in the normal 
course of business. Loss contingencies are accounted for under SFAS No. 5, "Accounting for Contingencies" (SFAS No. 5). Under 
SFAS No 5, contingent losses are recorded when it is determined that it is probable that a loss has occurred and the amount of 
the loss can be reasonably estimated. When a range of the probable loss exists and no amount within the range is a better 
estimate than any other amount, Duke Energy Kentucky records a loss contingency at the minimum amount in the range Unless 
otherwise required by GAAP, legal fees are expensed as incurred. See Note 14 for further information. 

Environmental Expenditures. Duke Energy Kentucky expenses environmental expenditures related to conditions caused 
by past operations that do not generate current or future revenues Environmental expenditures related to operations that 
generate current or future revenues are expensed or capitalized, as appropriate Liabilities are recorded on an undiscounted basis 
when the necessity for environmental remediation becomes probable and the costs can be reasonably estimated, or when other 
potential environmental liabilities are reasonably estimable and probable 

Revenue Recognition and Unbilled Revenue. Revenues on sales of electricity and gas are recognized when either the 
service is provided or the product is delivered Unbilled revenues are estimated by applying an average revenue per kilowatt hour 
or per thousand cubic feet (Mcf) for all customer classes to the number of estimated kilowatt hours or Mcfs delivered but not 
billed. The amount of unbilled revenues can vary significantly from period to period as a result of factors, including seasonality, 
weather, customer usage patterns and customer mix. The receivables for unbilled revenues of approximately $26 million and $25 
million at December 31, 2008 and 2007, respectively, related to retail accounts receivable at Duke Energy Kentucky are included 
in the sales of accounts receivable to Cinergy Receivables Company, LLC (Cinergy Receivables). See Note 10 for additional 
information. 

Allowance for Funds Used During Construction (AFUDC). AFUDC, which represents the estimated debt and equity 
costs of capital funds necessary to finance the construction of new regulated facilities, consists of two components, an equity 
component and an interest component The equity component is a non-cash item AFUDC is capitalized as a component of 
Property, Plant and Equipment cost, with offsetting credits to the Statements of Operations. After construction is completed, Duke 
Energy Kentucky is permitted to recover these costs through inclusion in the rate base and in the depreciation provision. The total 
amount of AFUDC included in the Statements of Operations was $1 million in 2008 The total amount of AFUDC included in the 
Statements of Operations was less than $500 thousand in 2007 
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Accounting For Purchases and Sales of Emission Allowances. Emission allowances are issued by the Environmental 
Protection Agency (EPA) at zero cost and permit the holder of the allowance to emit certain gaseous by-products of fossil fuel 
combustion, including sulfur dioxide (SOZ) and nitrogen oxide (NO,) Allowances may aka be bought and sold via third party 
transactions or consumed as the emissions are generated Allowances allocated to or acquired by Duke Energy Kentucky are 
held primarily for consumption. Duke Energy Kentucky records emission allowances as Intangible Assets on its Balance Sheets 
and recognizes the allowances in earnings as they are consumed or sold Any gains or losses on sales of recoverable emission 
allowances are returned to customers via profit sharing mechanism riders included in the rate structure of the regulated entity and 
are deferred as a regulatory asset or liability Purchases and sales of emission allowances are presented gross as investing 
activities on the Statements of Cash Flows 

tax returns. Duke Energy Kentucky has a tax sharing agreement with Duke Energy, where the separate return method is used to 
allocate tax expenses and benefits to the subsidiaries whose investments or results of operations provide these tax expenses and 
benefits. The accounting for income taxes essentially represents the income taxes that Duke Energy Kentucky would incur if Duke 
Energy Kentucky were a separate company filing its own federal tax return as a C-Corporation. 

Management evaluates and records contingent tax liabilities and related interest based on the probability of ultimately 
sustaining the tax deductions or income positions Management assesses the probabilities of successfully defending the tax 
deductions or income positions based upon statutory, judicial or administrative authority 

Management evaluates and records uncertain tax positions in accordance with FIN 48, “Accounting For Uncertainty in 
lncome Taxes - an Interpretation of FASB Statement 1 0 9  (FIN 48), which was adopted by Duke Energy Kentucky on January 1, 
2007. Duke Energy Kentucky records unrecognized tax benefits for positions taken or expected to be taken on tax returns, 
including the decision to exclude certain income or transactions from a return, when a more-likely-than-not threshold is met for a 
tax position and management believes that the position will be sustained upon examination by the taxing authorities. Management 
evaluates each position based solely on the technical merits and facts and circumstances of the position, assuming the position 
will be examined by a taxing authority having full knowledge of all relevant information. In accordance with FIN 48, Duke Energy 
Kentucky records the largest amount of the unrecognized tax benefit that is greater than 50% likely of being realized upon 
settlement or effective settlement Management considers a tax position effectively settled for the purpose of recognizing 
previously unrecognized tax benefits when the following conditions exist: (i) the taxing autharity has completed its examination 
procedures, including all appeals and administrative reviews that the taxing authority is required and expected to perform for the 
tax positions, (ii) Duke Energy Kentucky does not intend to appeal or litigate any aspect of the tax position included in the 
completed examination, and (iii) it is remote that the taxing authority would examine or reexamine any aspect of the tax position 
See Note 4 for further information 

Duke Energy Kentucky records, as it relates to taxes. interest expense as Interest Expense and interest income and 
penalties in Other Income and Expenses, net, in the Statements of Operations. 

New Accounting Standards. The following new accounting standards were adopted by Duke Energy Kentucky during the 
year ended December 31, 2008 and the impact of such adoption, if applicable, has been presented in the accompanying Financial 
Statements: 

SFAS No 157, “Fair Value Measurements” (SFAS No 157) Refer to Note 7 for a discussion of Duke Energy Kentucky’s 
adoption of SFAS No. 157 

SFAS No 159, “The Fair Value Option for Financial Assets and Financial Liabilities- including an amendment of FASB 
Statement No 115” (SFAS No /59/ Refer to Note 7 for a discussion of Duke Energy Kentucky’s adoption of SFAS No 159. 

FASB Staff Position (FSP) No FIN 39-1, “Amendment of FASB lnterprefation No 39, Offsetting of Amounts Related to 
Certain Contracts” (FSP No FIN 39-1). The impact of adopting FSP FIN 39-1 was not significant in 2008 

The following new accounting standards were adopted by Duke Energy Kentucky during the year ended December 31, 2007 
and the impact of such adoption, if applicable, has been presented in the accompanying Financial Statements. 

SFAS No 155, “Accounting for Certain Hybrid Financial Instruments-an amendment of FASB Statements No 133 and 140” 
(SFAS No. 155) In February 2006, the FASB issued SFAS No. 155, which amends SFAS No. 133, “Accounting for Derivative 
Instruments and Hedging Activities” and SFAS No 140, “Accounting for Transfers and Servicing of Financial Assets and 
Extinguishments of Liabilities.” SFAS No. 155 allows financial instruments that have embedded derivatives to be accounted for at 
fair value at acquisition, at issuance, or when a previously recognized financial instrument is subject to a remeasurement (new 
basis) event, on an instrument-by-instrument basis, in cases in which a derivative would otherwise have to be bifurcated. SFAS 
No. 155 was effective for Duke Energy Kentucky for all financial instruments acquired, issued, or subject to remeasurement after 
January 1, 2007, and for certain hybrid financial instruments that have been bifurcated prior to the effective date, for which the 
effect is to be reported as a cumulative-effect adjustment to beginning retained earnings. The adoption of SFAS No 155 did not 
have a material impact on Duke Energy Kentucky’s results of operations, cash flows or financial position 

SFAS No 156, “Accounting for Servicing of Financial Assets-an amendment of FASB Statement No 140” (SFAS No. 156). 
In March 2006, the FASB issued SFAS No. 156, which amends SFAS No 140. SFAS No. 156 requires recognition of a servicing 
asset or liability when an entity enters into arrangements to service financial instruments in certain situations Such servicing 
assets or servicing liabilities are required to be initially measured at fair value, if practicable. SFAS No. 156 also allows an entity to 
subsequently measure its servicing assets or servicing liabilities using either an amortization method or a fair value method. SFAS 
No 156 was effective for Duke Energy Kentucky as of January 1, 2007. and must be applied prospectively, except that where an 
entity elects to remeasure separately recognized existing arrangements and reclassify certain available-for-sale securities to 
trading securities, any effects must be reported as a cumulative-effect adjustment to retained earnings The adoption of SFAS 
No. 156 did not have a material impact on Duke Energy Kentucky’s results of operations, cash flows or financial position. 

SFAS No 158, “Employer’s Accounting for Defined Benefit Pension and Other Postretirement Plans, an amendment of 
FASB Statements No 87, 88, 106, and 132(R)” (SFAS No 158) In October 2006, the FASB issued SFAS No. 158, which 
changes the recognition and disclosure provisions and measurement date requirements for an employer’s accounting for defined 
benefit pension and ather postretirement plans The recognition and disclosure provisions require an employer to (1) recognize 
the funded status of a benefit plan-meastJred as the difference between plan assets at fair value and the benefit obligation-in its 
statement of financial position, (2) recognize as a component of other comprehensive loss, net of tax, the gains or losses and prior 
service costs or credits that arise during the period but are not recognized as components of net periodic benefit cost, and 
(3) disclose in the notes to financial statements certain additional information. SFAS No 158 does not change the amounts 
recognized in the income statement as net periodic benefit cost Duke Energy Kentucky recognized the funded status of its 
defined benefit pension and other postretirement plans and provided the required additional disclosures as of December 31, 2006. 
The adoption of SFAS No 158 recognition and disclosure pravisions resulted in an increase in regulatory assets of approximately 

Income Taxes. The taxable income of Duke Energy Kentucky is reflected in Duke Energy’s U.S. federal and state income 
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2008 

$22 million and an increase in liabilities of approximately $22 million as of December 31, 2006 The adoption of SFAS No. 158 did 
not have a material impact on Duke Energy Kentucky's results of operations or cash flows. 

Under the measurement date requirements of SFAS No. 158, an employer is required to measure defined benefit plan 
assets and obligations as of the date of the employer's fiscal year-end statement of financial position (with limited exceptions). 
Historically, Duke Energy Kentucky has measured its plan assets and obligations up to three months prior to the fiscal year-end, 
as allowed under the alithoritative accounting literature. Duke Energy Kentucky adopted the change in measurement date 
effective January 1, 2007 by remeasuring plan assets and benefit obligations as of that date, pursuant to the transition 
requirements of SFAS No. 158 In the first quarter of 2007, the changes in plan assets and plan obligations between the 
September 30, 2006 and December 31, 2006 measurement dates not related to net periodic benefit cost was required to be 
recognized, net of tax, as a separate adjustment of the opening balance of accumulated other comprehensive income (loss) 
(AOCI) and regulatory assets This adjustment was not material During the second quarter of 2007, Duke Energy Kentucky 
completed these calculations. The finalization of these actuarial calculations resulted in an insignificant adjustment to AOCI and 
regulatory assets. 

The adoption of SFAS No. 158 did not have a material impact on Duke Energy Kentucky's results of operations or cash 
flows. 

FIN 48. In July 2006, the FASB issued FIN 48, which provides guidance on accounting for income tax positions about which 
Duke Energy Kentucky has concluded there is a level of uncertainty with respect to the recognition of a tax benefit in Duke Energy 
Kentucky's financial statements. FIN 48 prescribes the minimum recognition threshold a tax position is required to meet, Tax 
positions are defined very broadly and include not only tax deductions and credits but also decisions not to file in a particular 
jurisdiction, as well as the taxability of transactions Duke Energy Kentucky adopted FIN 48 effective January 1, 2007. See Note 4 
for additional information. 

May 2007, the FASB staff issued FSP No FIN 48-1 which clarifies the conditions under FIN 48 that should be met for a tax 
position to be considered effectively settled with the taxing authority 
1, 2007 was consistent with the guidance in this FSP 

FASB Staff Position (FSP) No FIN 48-1, Definition of "Settlement" in FASB lnterprefafion No 48 (FSP No FIN 48-1) In 

Duke Energy Kentucky's adoption of FIN 48 as of January 

2007 Period Ends 

2. Regulatory Matters 
Regulatory Assets and Liabilities. Duke Energy Kentucky's regulated operations apply the provisions of SFAS 

No 71, Accordingly, Duke Energy Kentucky records assets and liabilities that result from the regulated raternaking process that 
would not be recorded under GAAP for non-regulated entities. See Note 1 for further information. 

Duke Energy Kentucky's Regulatory Assets and Liabilities: 

Regulatory Liabilities@' 
Removal costs(d)(k) $ 33,208 
Amounts due from Customers - Income 1,554 

Regulatory Assets'aJfb' 
Accrued pension and post retirement 
Merger Costs 
Vacation accruaVh) 
Storm cost deferrals 
Hedge Costs and Other Deferrals 
Unamortized costs of reacquiring debt0) 
Other 

Total Regulatory Assets 

$ 31,372 
1,756 

RecovervlRefund As of December 31, 

$ 29,149 
2,319 
2,349 
4,913 

10,236 
3,663 
4,706 

$ 57,335 

$ 12,517 (0) 

3,278 (e) 

1,624 2009 
(0) 

2009 
3,676 2025 
3,415 (0) 

$ 24,510 

Over-recovery of fuel costs(') 
Other")'" 

Total Regulatory Liabilities 

(0 
(0) 

2009 I 680 (0) 
7,696 

117 

$ 42,575 I $ 33,808 

All regulatory assets and liabilities are excluded from rate base unless otherwise noted 
Included in Regulatory Assets and Deferred Debits on the Balance Sheet unless otherwise noted. 
Included in Accounts payable on the Balance Sheet 
Included in rate base 
Recovery/refund is over the life of the associated asset or liability. 
Liability is extinguished over the lives of the associated assets 
Recovery/Refund period currently unknown 
Included in Other within Current Assets on the Balance Sheet. 
The current portion of the amounts in the other category are included in accounts payable on the balance sheet 
Included in Deferred Debt Expense on the Balance Sheets. 
Included in Regulatory Liabilities within Deferred Credits and Other Liabilities on the Balance Sheets. 

Regulatory Merger Approvals. As discussed in Note 1, on April 3, 2006, the merger between Duke Energy and Cinergy 
was consummated to create a newly formed company, Duke Energy Holding Corp. (subsequently renamed Duke Energy 
Corporation). As a condition to the merger approval, the Kentucky Public Service Commission (KPSC) required that certain 
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merger related savings be shared with consumers in Kentucky. The commission also required Duke Energy Kentucky to meet 
additional conditions. Key elements of these conditions include: 

The KPSC required that Duke Energy Kentucky provide $8 million in rate reductions to its customers over five years, 

The FERC approved the merger without conditions. 

ending when new rates are established in the next rate case after January 1, 2008. Approximately $2 million of the rate 
reduction was passed through to customers during each of the years ended December 31,2008 and 2007. 

Restrictions on the Ability of Duke Energy Kentucky to Make Dividends, Advances and Loans to Duke Energy 
Corporation. As a condition of the Duke Energy and Cinergy merger approval, the state utility commissions imposed conditions 
(the Merger Conditions) on the ability of Duke Energy Kentucky to transfer funds to Duke Energy through loans or advances, as 
well as restricted amounts available to pay dividends to Duke Energy. Pursuant to the Merger Conditions, Duke Energy Kentucky 
is required to pay dividends solely out of retained earnings and to maintain a minimum of 35% equity in its capital structure 

Franchised Electric and Gas. 

Rate Related Information. The KPSC approves rates for retail electric and gas services within the Commonwealth of 

Duke Energy Kentucky Gas Rate Cases. In 2002, the KPSC approved Duke Energy Kentucky's gas base rate case which 
Kentucky. The FERC approves rates for electric sales to wholesale customers served under cost-based rates. 

included, among other things, recovery of costs associated with an accelerated gas main replacement program The approval 
authorized a tracking mechanism to recover certain costs including depreciation and a rate of return on the program's capital 
expenditures The Kentucky Attorney General appealed to the Franklin Circuit Court the KPSC's approval of the tracking 
mechanism as well as the KPSC's subsequent approval of annual rate adjustments under this tracking mechanism In 2005, both 
Duke Energy Kentucky and the KPSC requested that the court dismiss these cases. 

In February 2005, Duke Energy Kentucky filed a gas base rate case with the KPSC requesting approval to continue the 
tracking mechanism and for a $14 million annual increase in base rates. A portion of the increase is attributable to recovery of the 
current cost of the accelerated gas main replacement program in base rates In June 2005, the Kentucky General Assembly 
enacted Kentucky Revised Statue 278 509 (KRS 278 509), which specifically authorizes the KPSC to approve tracker recovery for 
utilities' gas main replacement programs. In December 2005, the KPSC approved an annual rate increase of $8 million and re- 
approved the tracking mechanism through 201 1. In February 2006, the Kentucky Attorney General appealed the KPSC's order to 
the Franklin Circuit Court, claiming that the order improperly allows Duke Energy Kentucky to increase its rates for gas main 
replacement costs in between general rate cases, and also claiming that the order improperly allows Duke Energy Kentucky to 
earn a return on investment for the costs recovered under the tracking mechanism which permits Duke Energy Kentucky to 
recover its gas main replacement costs. 

In August 2007, the Franklin Circuit Court consolidated all the pending appeals and ruled that the KPSC lacks legal authority 
to approve the gas main replacement tracking mechanism, which were approved prior to the enactment of KRS 278.509. To date, 
Duke Energy Kentucky has collected approximately $9 million in annual rate adjustments under the tracking mechanism. Per the 
KPSC order, Duke Energy Kentucky collected these revenues subject to refund pending the final outcome of this litigation. Duke 
Energy Kentucky and the KPSC have requested that the Kentucky Court of Appeals grant a rehearing of its decision. On February 
5, 2009, the Kentucky Court of Appeals denied the rehearing requests of both Duke Energy Kentucky and the KPSC. Duke 
Energy Kentucky filed a motion for discretionary review to the Kentucky Supreme Court on March 9, 2009. At this time, Duke 
Energy Kentucky cannot predict whether the Kentucky Supreme Court will accept the case for review. 

Duke Energy Kentucky Electric Rate Case. In May 2006, Duke Energy Kentucky filed an application for an increase in its 
base electric rates of approximately $67 million in revenue, or approximately 28 percent, to be effective in January 2007 pursuant 
to the KPSC's 2003 Order approving the transfer of 1 ,I 00 MW of generating assets from Duke Energy Ohio to Duke Energy 
Kentucky. In the fourth quarter of 2006, the KPSC approved the settlement agreement resolving all the issues raised in the 
proceeding. Among other things, the settlement agreement provided for a $49 million increase in Duke Energy Kentucky's base 
electric rates and reinstitution of the fuel cost recovery mechanism, which had been frozen since 2001. The settlement agreement 
also provided for Duke Energy Kentucky to obtain KPSC approval for a back-up power supply plan. In January 2007, Duke Energy 
Kentucky filed a back-up power supply plan with the KPSC The plan provided for Duke Energy Kentucky to purchase back-up 
power through bilateral contracts for unscheduled outages. Duke Energy Kentucky will recover these costs through base rates. 
The plan provided for Duke Energy Kentucky to purchase back-up power through the Midwest Independent System Operator, Inc. 
(Midwest ISO) energy markets for unscheduled outages. The KPSC issued an order in March 2007 approving Duke Energy 

efficiency programs, consisting of nine residential and two commercial and industrial programs, and to true-up its gas and electric 
tracking mechanism for recovery of lost revenues, program costs and shared savings. On February 11, 2008, Duke Energy 
Kentucky filed a motion to amend its energy efficiency programs and applied to reinstitute a low income Home Energy Assistance 
Program. The KPSC bifurcated the proposed Home Energy Assistance Program from the other energy efficiency programs. On 
May 14,2008, the KPSC approved the energy efficiency programs. On September 25,2008, the KPSC approved Duke Energy 
Kentucky's Home Energy Assistance program, making it available for customers at or below 150% of the federal poverty level On 
December 1, 2008, Duke Energy Kentucky filed an application for a new save-a-watt Energy Efficiency Plan The application 
seeks a new energy efficiency recovery mechanism similar to what was proposed in Ohio. An evidentiary hearing with the KPSC 
is expected to occur in the third quarter of 2009 

Other Franchised Electric and Gas Matters 
Midwest Independent Transmission System Operator, lnc. (Midwest /SO) Resource Adequacy Filing. On 

December 28, 2007, the Midwest IS0 filed its Electric Tariff Filing Regarding Resource Adequacy in compliance with the FERC's 
request of Midwest IS0 to file Phase II of its long-term Resource Adequacy plan by December 2007. The proposal includes 
establishment of a resource adequacy requirement in the form of planning reserve margin. On March 26, 2008, the FERC ruled on 
the Midwest ISOs Resource Adequacy filing and ordered that the new Module E tariff be effective March 27, 2008 This action 
established a Midwest ISO-wide resource adequacy requirement for the first Planning Year, which begins June 2009. In the 
Order, the FERC, among other things, clarified that States have the authority to set their own Planning Reserve Margins, as long 
as they are not inconsistent with any reliability standard approved by the FERC. 

Midwest SO'S Establishment of an Ancillary Services Market. On February 25,  2008, the FERC conditionally accepted 
the Midwest IS0 proposal to implement a day-ahead and real-time ancillary services market (ASM), including a scarcity pricing 
proposal. By approving the ASM proposal, the FERC essentially approved the transfer and consolidation of Balancing Authority 

Kentucky's back-up power SUPPIY plan. 
Energy Efficiency. On November 15, 2007, Duke Energy Kentucky filed its annual application to continue existing energy 
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for the entire Midwest I S 0  area. This will allow the Midwest IS0 to determine operating reserve requirements and procure 
operating reserves from all qualified resources from an organized market, in place of the current system of local management and 
procurement of reserves by the 24 Balancing Authorities. The Midwest IS0 delayed the ASM launch date, previously scheduled 
for September 9,2008 to January 6,2009. 

Other Matters. 

KPSC for permission to create a regulatory asset to defer, for future recovery, approximately $5 million for its expenses incurred to 
repair damage and restore service to its customers following extensive storm-related damage caused by Hurricane Ike on 
September 14,2008. The KPSC approved the requested accounting order on January 7,2009. 

Application for the Establishment of a Regulatory Asset On November 14, 2008, Duke Energy Kentucky petitioned the 

3. Joint Ownership of Generating Facilities 
Duke Energy Kentucky and Dayton Power & Light jointly own an electric generating unit. 

Duke Energy Kentucky's share in the jointly-owned plant included on the December 31, 2008 Balance Sheet was as follows: 

Ownership Property, Plant, Accumulated Construction Work 
Share and Equipment Depreciation in Progress 

(in thousands) 
Duke Energy Kentucky 

Production: 
East Bend Station 69.0 $ 422,532 $ 219,411 $ 4,652 

Duke Energy Kentucky's share of revenues and operating costs of the above jointly owned generating facilities are included 
within the corresponding line on the Statements of Operations. Each participant in the jointly owned facilities must provide its own 
financing 

4. Income Taxes 
The following details the components of income tax expense: 

Income Tax Expense 

Current income taxes 
Federal 
State 

Total current income taxes"' 

Deferred income taxes 
Federal 
State 

'Total deferred income taxes 

Investment tax credit amortization 

Total income tax expense presented 
in Statements of Operations 

Year Ended Year Ended 
December 31,2008 December 31,2007 

(in thousands) 

$ 10,889 $ 11,387 
2,217 2,364 

13,106 13,751 

6,634 4,559 
1,063 927 

7,697 5,486 

(777) (785) 

$ 20,026 $ 18,452 

(a) Included are FIN 48 benefits relating primarily to certain temporary differences of approximately $95 thousand for 2008 and 
no amount for 2007. 
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8,741 

9,437 

9,178 
164,930 

(315: 

173,793 

$ (164,356: 

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

Year Ended Year Ended 

3,250 

9,523 

6,164 
159,444 

(1,144) 

164,464 

$ (154,941) 

December 31,2008 December 31,2007 

$ 7,495 
(171,851) 

$ (164,356) 

Income tax expense, computed at 

State income tax, net of 
federal income tax effect 

Depreciation and other PP&E 
related differences 

ITC amortization 
Manufacturing Deduction 
Other items, net 

the statutory rate of 35% 

Total income tax expense 
from continuing 
operations 

Effective Tax Rates 

$ 1,626 
(153,315) 

$ (154,941) 

(in thousands) 

$ 20,128 $ 18,173 

2,132 2,139 

51 173 
(777) (785) 

(1,305) (477) 
(203) (77 1) 

$ 20,026 $ 18,452 

34.8% 35.5% 

The manufacturing deduction was created by the American Job Creation Act of 2004 (the Act). The Act provides a deduction 
for income from qualified domestic production activities. During the years ended December 31, 2008 and 2007, the Act provided 
for a 6% deduction on qualified production activities 

Net Deferred Income Tax Liability Components 

Deferred credits and other liabilities 
Other 

Total deferred income tax assets 

Investments and other assets 
Accelerated depreciation rates 
Regulatory assets and deferred debits 

Total deferred income tax liabilities 

Total net deferred income tax liabilities 

The above amounts have been classified in the Balance Sheets as follows: 

Net Deferred Income Tax Liabilities 

As of December 31. 

Current deferred tax assets/(liahilities), included in other current assets/(liabilities) 
Non-current deferred tax liabilities 

Total net deferred income tax liabilities 

Changes to Unrecognized Tax Benefits 

Unrecognized Tax Benefits -January 1 

1Jnrecognized Tax Benefits Changes 
Gross increases -tax positions in prior periods 
Gross decreases-tax positions in prior periods 
Gross increases -current period tax positions 
Settlements 

Total Changes 

2008 2007 
Increase/(Decrease) Increase/( Decrease) 

(in thousands) (in thousands) 
9 252 x420 
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Unrecognized Tax Benefits - December 31 u u 
At December 31,2008, and December 31,2007, no portion of the total unrecognized tax benefits would, if recognized, affect 

the effective tax rate. 
During the years ended December 31,2008 and December 31, 2007, Duke Energy Kentucky recognized net interest income of 

approximately $224 thousand and net interest expense of approximately $215 thousand, respectively. At December 31, 2008 and 
December 31,2007, Duke Energy Kentucky had approximately $529 thousand and $305 thousand, respectively, of interest 
receivable which reflects all interest related to income taxes, and no amount has been accrued for the payment of penalties in the 
Balance Sheets. 

Duke Energy Kentucky has the following tax years open: 

Jurisdiction Tax Years 
Federal 2000 and after 
State Closed through 2001, with the exception of any adjustments related to open federal years 

5. Asset Retirement Obligations 

Asset retirement obligations, which represent legal obligations associated with the retirement of certain tangible long-lived 
assets, are computed as the present value of the projected costs for the future retirement of specific assets and are recognized in 
the period in which the liability is incurred, if a reasonable estimate of fair value can be made The present value of the liability is 
added to the carrying amount of the associated asset in the period the liability is incurred This additional carrying amount is then 
depreciated over the life of the asset Subsequent to the initial recognition, the liability is adjusted for any revisions to the 
estimated future cash flows associated with the asset retirement obligation (with corresponding adjustments to property, plant and 
equipment), which can occur due to a number of factors including, but not limited to, cost escalation, changes in technology 
applicable to the assets to be retired and changes in federal, state or local regulations, as well as for accretion of the liability due 
to the passage of time until the obligation is settled Depreciation expense is adjusted prospectively for any increases or 
decreases to the carrying amount of the associated asset. 

certain generating stations and closure and post-closure activities of landfills In accordance with SFAS No.143, Duke Energy 
Kentucky identified certain assets that have an indeterminate life, and thus the fair value of the retirement obligation is not 
reasonably estimable These assets include transmission pipelines A liability for these asset retirement obligations will be 
recorded when a fair value is determinable 

December 31, 2008 and 2007: 

Reconciliation of Asset Retirement Obligation Liability 

Asset retirement obligations at Duke Energy Kentucky relate primarily to the retirement of gas mains, asbestos abatement at 

The following table presents the changes to liability associated with asset retirement obligations during the years ended 

Balance as of January 1, 
Accretion expense 
Liabilities settled'" 
Balance as of December 31, 

Years Ended 
December 31, 

2008 2007 
(in thousands) 

$ 6,179 $ 8,266 
345 466 

/I341 (2,553) u u 
(a) Liabilities settled are related to the retirement of gas mains. 

Upon adoption of SFAS No 143, Duke Energy Kentucky's regulated electric and regulated natural gas operations classifies 
removal costs for property that does not have an associated legal retirement obligation as a regulatory liability, in accordance with 
regulatory treatment under SFAS No 71 The total amount of removal costs included in Regulatory Liabilities within Deferred 
Credits and Other Liabilities on the Balance Sheets was 533 million and $31 million as of December 31, 2008 and 2007, 
respectively 

6. Risk Management and Hedging Activities and Credit Risk 
Duke Energy Kentucky has limited exposure to market price changes of fuel and emission allowance costs incurred for its 

retail customers due to the use of cost tracking and recovery mechanisms in the state of Kentucky Duke Energy Kentucky does 
have exposure to the impact of market fluctuations in the prices of electricity, fuel and emission allowances associated with its 
generation output not utilized to serve native load or committed load (off-system, wholesale power sales) Exposure to interest 
rate risk exists as a result of the issuance of variable and fixed rate debt. Duke Energy Kentucky employs established policies and 
procedures to manage its risks associated with these market fluctuations using various commodity and financial derivative 
instruments, including swaps, futures, forwards and options. 

Interest Rate (Fair Value or Cash Flow) Hedges. Changes in interest rates expose Duke Energy Kentucky to risk as a 
result of its issuance of variable and fixed rate debt. Duke Energy Kentucky manages its interest rate exposure by limiting its 
variable-rate exposures to a percentage of total capitalization and by monitoring the effects of market changes in interest rates. 
Duke Energy Kentucky also enters into financial derivative instruments, including, but not limited to, interest rate swaps, swaptions 
and U.S Treasury lock agreements to manage and mitigate interest rate risk exposure. Duke Energy Kentucky's existing interest 
rate derivative instruments and related ineffectiveness were insignificant to its results of operations, cash flows and financial 
position in 2008 and 2007. 

entering into an agreement, establishes credit limits and monitors the appropriateness of those limits on an ongoing basis. 
Credit Risk. Where exposed to credit risk, Duke Energy Kentucky analyzes the counterparties' financial condition prior to 
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Duke Energy Kentucky’s industry has historically operated under negotiated credit lines for physical delivery contracts. Duke 
Energy Kentucky may use master collateral agreements to mitigate certain credit exposiires. The collateral 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 an unsecured credit limit, determined in accordance with the corporate credit policy Collateral 
agreements also provide that the inability to post collateral is sufficient cause to terminate contracts and liquidate all positions. 

Duke Energy Kentucky also obtains cash or letters of credit from customers to provide credit support outside of collateral 
agreements, where appropriate, based on its financial analysis of the customer and the regulatory or contractual terms and 
conditions applicable to each transaction 

7. Fair Value of Financial Assets and Liabilities 
On January 1,2008, Duke Energy Kentucky adopted SFAS No. 157. Duke Energy Kentucky’s adoption of SFAS No. 157 is 

currently limited to financial instruments and to non-financial derivatives as, in February 2008, the FASB issued FSP No. 157-2, 
which delayed the effective date of SFAS No. 157 until January 1, 2009 for non-financial assets and liabilities, except for items 
that are recognized or disclosed at fair value in the financial statements on a recurring basis. There was no cumulative effect 
adjustment to retained earnings for Duke Energy Kentucky as a result of the adoption of SFAS No. 157. 

SFAS No. 157 defines fair value, establishes a framework for measuring fair value in GAAP in the US. and expands 
disclosure requirements about fair value measurements. Under SFAS No. 157, fair value is considered to be the exchange price 
in an orderly transaction between market participants to sell an asset or transfer a liability at the measurement date. The fair value 
definition under SFAS No. 157 focuses on an exit price, which is the price that would be received by Duke Energy Kentucky to sell 
an asset or paid to transfer a liability versus an entry price, which would be the price paid to acquire an asset or received to 
assume a liability. Although SFAS No. 157 does not require additional fair value measurements, it applies to other accounting 
pronouncements that require or permit fair value measurements. In October 2008, the FASB issued FSP No. FAS 157-3, which 
illustrated key considerations in determining the fair value of a financial asset when the market for that asset is not active. The 
application of FSP FAS 157-3 did not change the way Duke Energy Kentucky determined fair value of its financial assets and 
liabilities. 

prescribed by SFAS No 157, which prioritizes the inputs to valuation techniques used to measiire fair value into three levels: 

the ability to access. An active market for the asset or liability is one in which transactions for the asset or liability occur with 
sufficient frequency and volume to provide ongoing pricing information. Duke Energy Kentucky does not adjust quoted market 
prices on Level 1 inputs for any blockage factor. 

Level 2 inputs - inputs other than quoted market prices included in Level 1 that are observable, either directly or indirectly, 
for the asset or liability. Level 2 inputs include, but are not limited to, quoted prices for similar assets or liabilities in an active 
market, quoted prices for identical or similar assets or liabilities in markets that are not active and inputs other than quoted market 
prices that are observable for the asset or liability, such as interest rate curves and yield curves observable at commonly quoted 
intervals, volatilities, credit risk and default rates. 

Duke Energy Kentucky determines fair value of financial assets and liabilities based on the following fair value hierarchy, as 

Level 1 inputs - unadjusted quoted prices in active markets for identical assets or liabilities that Duke Energy Kentucky has 

Level 3 inputs -unobservable inputs for the asset or liability 
In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and Financial Liabilities- 

including an amendment of FASB Statement No 7 15’ (SFAS No. 159), which permits entities to elect to measure many financial 
instruments and certain other items at fair value. For Duke Energy Kentucky, SFAS No. 159 was effective as of January 1, 2008 
and had no impact on amounts presented for periods prior to the effective date. Duke Energy Kentucky does not currently have 
any financial assets or financial liabilities for which the provisions of SFAS No. 159 have been elected However, in the future, 
Duke Energy Kentucky may elect to measure certain financial instruments at fair value in accordance with this standard. 

The following table provides the fair value measurement amounts for assets and liabilities recorded in Other in both Current 
Assets and Current Liabilities and Other within Deferred Credits and Other Liabilities on Duke Energy Kentucky’s Balance Sheets 
at fair value at December 31, 2008: 

Total Fair Value 
Amounts at 

December 31,2008 Level 1 Level 2 Level 3 

Description (in thousands) 
Derivatives Assets $ 178 $ - $ - $ 178 

- Derivatives Liabilities $ (7,977) $ - $ (7,977) $ 

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

Derivatives {net) 

(in thousands) 
Balance at January 1,2008 $ 0 

841 
(663) 

Balance at December 31, 2008 $ 178 

The valuation method of the primary fair value meas~irements disclosed above is as follows: 
Fair Value Disclosures Required Under SFAS No. 107, “Disclosures About Fair Value of Financial Instruments.” The 

fair value of financial instruments, excluding financial assets included in the scope of SFAS No. 157 disclosed in the tables above, 
is summarized in the following table. Judgment is required in interpreting market data to develop the estimates of fair value. 

Total gains included on balance sheet 
Net purchases, sales, issuances and settlements 
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Accordingly, the estimates determined as of December 31, 2008 and 2007, are not necessarily indicative of the amounts Duke 
Energy Kentucky could have realized in current markets. 

Financial Instruments 

As of December 31. 

Long-term debt, including current maturities 

2008 2007 

Book Approximate Book Approximate 
Value Fair Value Value Fair Value 

(in thousands) 
$ 338,629 $ 327,228 $ 287,012 $ 283,183 

The fair value of cash and cash equivalents, accounts receivable, accounts payable and notes payable are not materially 
different from their carrying amounts because of the short-term nature of these instruments andlor because the stated rates 
approximate market rates. 

8. Intangibles 
The carrying amount of emission allowances in intangible assets as of December 31,2008 and December 31,2007 

were $1 1 million and $7 million, respectively. 

December 31, 2007, respectively. 

The table below shows the expected amortization expense for the next five years for intangible assets as of 
December 31, 2007. The expected amortization expense includes estimates of emission allowances Consumption. The 
amortization amounts discussed below are estimates. 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, additional intangible 
acquisitions and other events. 

The carrying values of emission allowances sold or consumed were $5 million and $6 million as of December 31,2008 and 

Expected Amortization expense 

2009 2010-2012 

(in thousands) 
$ 10,503 - 

9. Related Party Transactions 
Duke Energy Kentucky engages in related party transactions. These transactions are generally performed at cost and in 

accordance with the applicable state and federal commission regulations Balances due to or due from related parties included in 
the Balance Sheets as of December 31, 2008 and December 31,2007 are as follows: 

Accounts Receivable 
Accounts Payable 

December 31, December 31, 
2008 2007 

(in thousands) 
$ 10,765 $ 3,660 
$ 13,478 $ 26,429 

Duke Energy Kentucky is charged its proportionate share of corporate governance and other costs by a consolidated affiliate of 
Duke Energy. Duke Energy Kentucky is also charged its proportionate share of other corporate governance costs from a 
consolidated affiliate of Cinergy. Corporate governance and other shared services costs are primarily related to human resources, 
legal and accounting fees, as well as other third party costs. The expenses associated with certain allocated corporate 
governance and other service costs for Duke Energy Kentucky, which are recorded in Operation, Maintenance and Other within 
Operating Expenses on the Statements of Operations were as follows: 

December 31, December 31, 
2008 2007 

(in thousands) 
Corporate governance and shared services expenses $ 56,979 $ 47,495 

Duke Energy Kentucky incurs expenses from Duke Energy Ohio related to purchasing network integration transmission 
service from the Midwest Independent Transmission System Operator (MISO) and ancillary services. These expenses, which are 
recorded in Operation, maintenance and other within Operating Expenses on the Consolidated Statements of Operations, were 
approximately $16 million and $17 million for the years ended December 31, 2008 and 2007, respectively. 

See Note 15 for detail on expense amounts allocated from Cinergy to Duke Energy Kentucky related to Duke Energy 
Kentucky's participation in Cinergy's qualified and non-qualified defined benefit pension plans and post-retirement health care and 
insurance benefits. Additionally, Duke Energy Kentucky has been allocated accrued pension and other post-retirement and post- 
employment benefit obligations from Cinergy of approximately $39 million at December 31, 2008 and approximately $23 million at 
December 31,2007. The above amounts have been classified in the Balance Sheet as follows: 

17 



DUKE ENERGY KENTUCKY, INC 
Notes to Financial Statements - Continued 

Other current liabilities 
Accrued pension and other postretirement benefit costs 

December 31, December 31, 
2008 2007 

(in thousands) 
$ 108 $ 101 
$ 39,195 $ 22,505 

Additionally, certain trade receivables have been sold by Duke Energy Kentucky to Cinergy Receivables, an unconsolidated 
entity formed by Cinergy. The proceeds obtained from the sales of receivables are largely cash but do include a subordinated note 
from Cinergy Receivables for a portion of the purchase price. This subordinated note is classified by Duke Energy Kentucky as 
Receivables in the Balance Sheets and was approximately $29 million as of December 31, 2008 and 2007. See Note 10 for 
additional information. See Note 12 for information on money pool. 

I O .  Sales of Accounts Receivable 
Accounts Receivable Securitization Duke Energy Kentucky sells, on a revolving basis, nearly all of its retail accounts 

receivable and related collections to Cinergy Receivables, a bankruptcy remote, special purpose entity that is a wholly-owned 
limited liability company of Cinergy The securitization transaction was structured to meet the criteria for sale treatment under 
SFAS No. 140, and, accordingly, Cinergy does not consolidate Cinergy Receivables and the transfers of receivables are 
accounted for as sales. 

The proceeds obtained from the sales of receivables are largely cash hut do include a subordinated note from Cinergy 
Receivables for a portion of the purchase price (typically approximates 25 percent of the total proceeds). The note, which amounts 
to approximately $29 millian at December 31, 2008 and 2007, is subordinate to senior loans that Cinergy Receivables obtain from 
commercial paper conduits controlled by unrelated financial institutions which is the source of funding for the subordinated note. 
This subordinated note is a retained interest (right to receive a specified portion of cash flows from the sold assets) under SFAS 
No, 140 and is classified within Receivables in the accompanying Balance Sheets at December 31, 2008 and 2007. 

The carrying values of the retained interests are determined by allocating the carrying value of the receivables between the 
assets sold and the interests retained based on relative fair value, The key assumptions in estimating fair value are the anticipated 
credit losses, the selection of discount rates, and expected receivables turnover rate. Because (a) the receivables generally 
turnover in less than two months, (b) credit losses are reasonably predictable due to Duke Energy Kentucky’s broad customer 
base and lack of significant concentration, and (c) the purchased beneficial interest is subordinate to all retained interests and thus 
would absorb losses first, the allocated bases of the subordinated notes are not materially different than their face value. Interest 
accrues to Duke Energy Kentucky on the retained interests using the accretable yield method, which 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 both the retained interests and purchased beneficial interest whenever it is determined that an other- 
than-temporary impairment has occurred (which is unlikely unless credit losses on the receivables far exceed the anticipated 
level). 

The key assumptions used in estimating the fair value are as follows: 

Anticipated credit loss rate 
Discount rate on expected cash flows 
Receivables turnover rate 

Years Ended 
December 31, 

2008 2007 

0.9% 0 9% 
5.3% 7.7% 

12.1% 11 9% 

The hypothetical effect on the fair value of the retained interests assuming both a 10% and a 20% unfavorable variation in 
credit losses or discount rates is not material due to the short turnover of receivables and historically low credit loss history. 

Duke Energy Kentucky retains servicing responsibilities for its role as a collection agent on the amounts due on the sold 
receivables. However, Cinergy Receivables assumes the risk of collection on the purchased receivables without recourse to Duke 
Energy Kentucky in the event of a loss. While no direct recourse to Duke Energy Kentucky exists, it risks loss in the event 
collections are not sufficient to allow for full recovery of its retained interests. No servicing asset or liability is recorded since the 
servicing fee paid to Duke Energy Kentucky approximates a market rate. 

The following table shows the gross and net receivables sold, retained interests, sales, and cash flows during the periods 
ending: 

Receivables sold as of period end 
Less: Retained interests 

Net receivables sold as of period end 

Sales during period 
Receivables sold 
Loss recognized on sale 

Cash flows during period 
Cash proceeds from receivables sold 
Return received on retained interests 

December 31, December 31, 
2008 2007 

(in thousands) 
$ 71,340 $ 63,936 

28,530 29,165 

$ 42,810 $ 34,771 

$ 486,988 $ 468,617 
5,350 6,583 

$ 484,916 
3,214 

453,052 
3,694 
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4 4 .  Property, Plant and Equipment 

Estimated 
Useful Life 

Land 
Plant 

Electric generation, distribution and transmission'') 
Natural gas transmission and distribution''' 
Other buildings and improvements'a) 

Equipment 
Vehicles 
Construction in process 
Other 

Total property, plant and equipment 
Total accumulated depreciation'b) 

Total net property, plant and equipment 

(Years) 

8-100 
12-  50 
15 - 100 
11 - 25 
9 -  15 - 
5 -  10 

December 31, December 31, 
2008 2007 

(in thousands) 
$ 17,755 $ 17,894 

1,083,826 1,085,286 
341,547 31 5,763 
29,063 29,064 
7,599 7,097 

314 314 
36,504 24,572 
20,177 19,367 

1,536,785 1,499,357 
(625,727) (617.530) 

$ 911,058 $ 881,827 

(a) 
(b) 

Includes capitalized leases, for which the totals were $29 million for 2008 and $24 million for 2007. 
Includes accumulated amortization of capitalized leases: $3 million for 2008 and $2 million for 2007 

Capitalized interest, which includes the interest expense component of AFlJDC. was less than $500 thousand for the years 
ended December 31, 2008 and 2007. 

12. Debt and Credit Facilities 
Summary of Debt and Related Terms 

Weighted- 
Average December 31, December 31 ~ 

Rate Year Due 2008 2007 

Unsecured debt 
Capital leases 
Other debtla) 
Notes payable 
Money Pool 
Unamortized debt discount and premium, net 

Total debt 
Current maturities of long-term debt 
Short-term notes payable 

Total long-term debt 

6 0 %  2009-2036 $ 175,000 
5 6% 2009 - 2020 13,126 
1.5% 2009 - 2027 77,572 
2.3% 2012 73,517 
5% 3,241 

(586) 
341,870 
(22,461 ) 
/3,241) 

(in thousands) 
$ 195,000 

15,089 
77,571 

27,470 
- 

(648) 
314,482 
(21,678) 
(27,470) 

$ 316,168 $ 265,334 

(a) Includes $77 million of Duke Energy Kentucky pollution control bonds as of December 31, 2008 and 2007. 

Unsecured and Other Debt. In December 2008, Duke Energy Kentucky refunded $50 million of tax-exempt auction rate 
bonds through the issuance of $50 million of tax-exempt variable-rate demand bonds, which are supported by a direct-pay letter of 
credit The variable-rate demand bonds, which are due August 1, 2027, had an initial interest rate of 0 65% which is reset on a 
weekly basis. 

Money Pool. Duke Energy Kentucky receives support for its short-term borrowing needs through its participation with Duke 
Energy and other Duke Energy subsidiaries in a money pool arrangement. Under this arrangement, those companies with short- 
term funds may provide short-term loans to affiliates participating under this arrangement. The money pool is structured such that 
Duke Energy Kentucky separately manages its cash needs and working capital requirements. Accordingly, there is no net 
settlement of receivables and payables of the participating subsidiaries, as each entity independently participates in the money 
pool. As of December 31, 2008 and December 31, 2007, Duke Energy Kentucky had amounts outstanding of approximately $3 
million and $27 million, respectively, classified within Notes payable in the Balance Sheets. During the years ended December 31, 
2008 and 2007, the $24 million and $15 million decrease, respectively, in the money pool activity is reflected as a cash outflow in 
Notes payable and commercial paper within Net cash (used in) provided by financing activities on the Statements of Cash Flows. 

Floating Rate Debt. Unsecured debt and other debt included approximately $150 million and $77 million of floating-rate debt 
as of December 31, 2008 and 2007, respectively. Floating-rate debt is primarily based on commercial paper rates or a spread 
relative to an index such as a London Interbank Offered Rate (LIBOR). As of December 31, 2008 and 2007, the weighted-average 
interest rate associated with floating-rate debt was approximately 1 9% and 4.4%, respectively. 

Auction Rate Debt. As of December 31,2008 and 2007, Duke Energy Kentucky had approximately $27 million and $77 
million, respectively. of auction rate pollution control bonds outstanding. While these debt instruments are long-term in nature and 
cannot be put back to Duke Energy Kentucky prior to maturity, the interest rates on these instruments are designed to reset 
periodically through an auction process In February 2008, Duke Energy Kentucky began to experience failed auctions. When 
failed auctions occur on a series of this debt, Duke Energy Kentucky is required to pay the maximum auction rate as prescribed by 
the bond document. The maximum auction rate for the auction rate debt is 2.0 times one-month LIBOR. Payment of the failed- 
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auction interest rates will continue until Duke Energy Kentucky is able to either successfully remarket these instruments through 
the auction process or refund and refinance the existing debt through the issuance of an equivalent amount of tax exempt bonds. 
As noted above, Duke Energy Kentucky refunded $50 million of these auction rate bonds in December 2008. While Duke Energy 
Kentucky intends to refund and refinance the remaining tax exempt auction rate bond, the timing of such refinancing transaction is 
uncertain and subject to market conditions However, even if Duke Energy Kentucky is unable to successfully refund and 
refinance this debt instrument, the impact of paying higher interest rates on the outstanding auction rate debt is not expected to 
materially effect Duke Energy Kentucky's results of operations, cash flows or financial position. The weighted-average interest rate 
associated with Duke Energy Kentucky's auction rate pollution control bonds, was .94% as of December 31, 2008 and 4 39% as 
of December 31, 2007 

Maturities, Call Options and Acceleration Clauses. 
Annual Maturities as of December 31, 2008 

2009 
2010 
201 1 
2012 
201 3 
Thereafter 

(in thousands) 

$ 22,461 
1,628 
1,439 
75, I26 
1,408 

236,567 
Total long-term debt (including current maturities) $ 338,629 

Duke Energy Kentucky has the ability under certain debt facilities to call and repay the obligation prior to its scheduled 
maturity. Therefore, the actual timing of future cash repayments could be materially different than the above as a result of Duke 
Energy Kentucky's ability to repay these obligations prior to their scheduled maturity. 

Available Credit Facilities and Capacity Utilized Under Available Credit Facilities In June 2007, Duke Energy closed 
the syndication of an amended and restated credit facility, which replaced existing credit facilities, with a 5-year, $2.65 billion 
master credit facility. In March 2008, Duke Energy entered into an amendment to its $2.65 billion master credit facility whereby the 
borrowing capacity was increased by $550 million to $3.2 billion. In October 2008, Duke Energy terminated the participation of one 
of the financial institutions supplying approximately $63 million of credit commitment under its master credit facility. The total credit 
facility capacity under the master credit facility subsequent to this termination is approximately $3.14 billion. Duke Energy has the 
unilateral ability under the master credit facility to increase or decrease the borrowing sub limits of each borrower, subject to 
maximum cap limitation, at any time. At December 31,2008, Duke Energy Kentucky had borrowing sub limit under Duke Energy's 
master credit facility of $100 million. The amount available to Duke Energy Kentucky under their sub limit to Duke Energy's master 
credit facility has been reduced by drawdowns of cash, borrowings through the money pool arrangement, and the use of the 
master credit facility to backstop issuances of letters of credit, as discussed below. 

In September 2008, Duke Energy and its wholly-owned subsidiaries, including Duke Energy Kentucky, borrowed a total of 
approximately $1 billion under Duke Energy's master credit facility. As of December 31, 2008, outstanding borrowings totaled 
approximately $750 million under Duke Energy's master credit facility, of which Duke Energy Kentucky's portion is approximately 
$74 million. The loan, which is a revolving credit loan, bears interest at one-month LIBOR plus an applicable spread of 24 basis 
points and is due in September 2009; however, Duke Energy Kentucky has the ability under the master credit facility to renew the 
loan up through the date the master credit facility matures, which is in June 2012. As Duke Energy Kentucky has the intent and 
ability to refinance this obligation on a long-term basis, either through renewal of the terms of the loan through the master credit 
facility, which has non-cancelable terms in excess of one-year, or through issuance of long-term debt to replace the amounts 
drawn under the master credit facility, Duke Energy Kentucky's borrowing is reflected as Long-Term Debt on the Balance Sheets 
at December 31, 2008. This borrowing reduces Duke Energy Kentucky's available credit capacity under Duke Energy's Master 
Credit Facility, as discussed above. 

At December 31, 2008 and December 31, 2007, approximately $50 million and $0 million, respectively, of certain pollution 
control bonds, which are short-term obligations by nature, are classified as Long-Term Debt on the Consolidated Balance Sheets 
due to Duke Energy Kentucky's intent and ability to utilize such borrowings as long-term financing. Duke Energy Kentucky's credit 
facility with non-cancelable terms in excess of one year as of the balance sheet date give Duke Energy Kentucky the ability to 
refinance these short-term obligations on a long-term basis. The specific credit facility discussed below backstopped the $50 
million of pollution control bonds outstanding at December 31, 2008. 

In September 2008, Duke Energy Kentucky and Duke Energy Indiana, Inc., a wholly-owned subsidiary of Duke Energy, 
collectively entered into a $330 million letter of credit agreement with a syndicate of banks. Under this letter of credit agreement, 
Duke Energy Kentucky may request the issuance of letters of credit up to approximately $51 million on its behalf to support 
various series of variable rate demand bonds issued or to be issued on behalf of Duke Energy Kentucky. This credit facility, which 
is not part of Duke Energy's master credit facility, may not be used for any purpose other than to support variable rate demand 
bonds issued by Duke Energy Kentucky and Duke Energy Indiana, lnc. 

Restrictive Debt Covenants. Duke Energy's debt and credit agreement contains various financial and other covenants, 
including, but not limited to, a covenant regarding the debt-to-total capitalization ratio at Duke Energy and Duke Energy Kentucky 
to not exceed 65%. Duke Energy Kentucky's debt agreements also contain various financial and other covenants Failure to meet 
these covenants beyond applicable grace periods could result in accelerated due dates andlor termination of the agreements. As 
of December 31,2008, Duke Energy and Duke Energy Kentucky were in compliance with all covenants that would impact Duke 
Energy Kentucky's ability to borrow funds under the debt and credit facilities. In addition, some credit agreements may allow for 
acceleration of payments or termination of the agreements due to nonpayment, or the acceleration of other significant 
indebtedness of the borrower or some of its subsidiaries. None of the debt or credit agreements contain material adverse change 
clauses. 
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13. Common Stock 
Common Stock. Duke Energy Kentucky's common stock is wholly owned by Duke Energy Ohio. See Note 1 for additional 

During the year ended December 31, 2008, Duke Energy Kentucky paid dividends of $30 million. Duke Energy Kentucky did 
information. 

not pay dividends during the year ended December 31,2007. 

14. Commitments and Contingencies 
General Insurance 

Effective with the date of the merger between Duke Energy and Cinergy, Duke Energy Kentucky carries, either directly or 
through Duke Energy's captive insurance company, Bison Insurance Company Limited, insurance and reinsurance coverages 
consistent with companies engaged in similar commercial operations with similar type properties. Duke Energy Kentucky's 
insurance coverage includes (1 ) commercial general public liability insurance for liabilities arising to third parties for bodily injury 
and property damage resulting from Duke Energy Kentucky's operations; (2) workers' compensation liability coverage to required 
Statutory limits; (3) automobile liability insurance for all owned, nan-owned and hired vehicles covering liabilities to third parties for 
bodily injury and property damage; (4) insurance policies in support of the indemnification provisions of Duke Energy Kentucky's 
by-laws and (5) property insuranw covering the replacement value of all real and personal property damage, excluding electric 
transmission and distribution lines, including damages arising from boiler and machinery breakdowns, earthquake, flood damage 
and extra expense. All coverages are subject to certain deductibtes, terms and conditions common for companies with similar 
types of operations. 

Duke Energy Kentucky also maintains excess liability insurance coverage above the established primary limits for 
commercial general liability and automobile liability insurance. Limits, terms, conditions and deductibles are comparable to those 
carried by other companies with similar types of operations. 

The cost of Duke Energy Kentucky's general insurance caverages continued to fluctuate over the past year reflecting the 
changing conditions of the insurance markets. 

Environmental 
Duke Energy Kentucky is subject to federal, state and local regulations regarding air and water quality, hazardous and solid 

waste disposal and other environmental matters These regulations can be changed from time to time, imposing new obligations 
on Duke Energy Kentucky 

Remediation activities. Duke Energy Kentucky is responsible for environmental remediation at various contaminated sites. 
These include some properties that are part of ongoing Duke Energy Kentucky operations, sites formerly owned or used by Duke 
Energy Kentucky entities, and sites owned by third parties. Remediation typically involves management of contaminated soils and 
may involve groundwater remediation. Managed in conjunction with relevant federal, state and local agencies, activities vary with 
site conditions and locations, remedial requirements, complexity and sharing of responsibility. If remediation activities involve 
statutory joint and several liability provisions, strict liability, or cost recovery or contribution actions, Duke Energy Kentucky could 
potentially be held responsible for contamination caused by other parties. In some instances, Duke Energy Kentucky may share 
liability associated with contamination with other potentially responsible parties, and may also benefit from insurance policies or 
contractual indemnities that cover some or all cleanup costs All of these sites generally are managed in the normal course of 
business or affiliate operations. Management, in the normal course of business, continually assesses the nature and extent of 
known or potential environmental-related contingencies and records liabilities when losses become probable and are reasonably 
estimable. 

Clean Water Act 316(b). The Environmental Protection Agency (EPA) finalized its cooling water intake structures rule in 
July 2004. The rule established aquatic protection requirements for existing facilities that withdraw 50 million gallons or more of 
water per day from rivers, streams, lakes, reservoirs, estuaries, oceans, or other US.  waters for cooling purposes. Coal-fired 
generating facilities in which Duke Energy Kentucky is either a whole or partial owner are affected sources under that rule. On 
January 25, 2007, the US.  Court of Appeals for the Second Circuit issued its opinion in Riverkeeper, Inc v €PA, Nos. 04-6692- 
ag(L) et. at. (2d Cir. 2007) remanding most aspects of EPAs nile back to the agency. The court effectively disallowed those 
portions of the rule most favorable to industry, and the decision creates a great deal of uncertainty regarding future requirements 
and their timing. On April 14, 2008, the US. Supreme Court issued an order granting review of the case and briefs was filed on 
July 14, 2008 Oral argument occurred on December 2, 2008. A decision is expected in 2009. If the Supreme Court upholds the 
lower court decision, it is expected that costs will increase as a result of the court's decision; however, Duke Energy Kentucky is 
unable to estimate at this time its costs to comply. 

Clean Air lnterstate Rule (CAIR). The EPA finalized its CAlR in May 2005. The CAIR limits total annual and summertime 
NO, emissions and annual SOa emissions from electric generating facilities across the Eastern U.S. through a two-phased cap- 
and-trade program. Phase 1 begins in 2009 for NO, and in 2010 for SO2 Phase 2 begins in 2015 for both NO, and SO2 On 
March 25, 2008. the U S Court of Appeals for the District of Columbia (D.C. Circuit) heard oral argument in a case involving 
multiple challenges to the CAIR. On July 11, 2008, the D C Circuit issued its decision in North Carolina v €PA No. 05-1244 
vacating the CAlR The EPA filed a petition for rehearing on September 24, 2008 with the D.C. Circuit asking the court to 
reconsider various parts of its ruling vacating CAlR In December 2008, the D C. Circuit issued a decision remanding the CAlR to 
the EPA without vacatur EPA must now conduct a new rulemaking to modify the CAlR in accordance with the court's July 11, 
2008 opinion. This decision means that the CAlR as initially finalized in 2005 remains in effect until the new EPA rule takes effect. 
The court did not impose a deadline or schedule on the EPA. It is uncertain how long the current CAlR will remain in effect or how 
the new rulemaking will alter the CAIR. 

Duke Energy Kentucky is currently unable to estimate the costs to comply with any new rule the EPA will issue in the future 
as a result of the D.C. District Court's December 2008 decision discussed above. 

Clean Air Mercury Rule (CAMR). The EPA finalized its CAMR in May 2005. The CAMR was to have limited total annual 
mercury emissions from coal-fired power plants across the LJ S. through a two-phased cap-and-trade program beginning in 201 0. 
On February 8, 2008, the D C. Circuit issued its opinion in New Jersey v €PA, No. 05-1097 vacating the CAMR. Requests for 
rehearing were denied. The U S. EPA and the lJtility Air Regulatory Group have requested that the U S .  Supreme Court review 
the D.C. Circuit's decision. The D.C Circuit's decision creates uncertainty regarding future mercury emission reduction 
requirements and their timing, but makes it fairly certain that there will be a delay in the implementation of federal mercury 
requirements for existing coal-fired power plants. On January 29, 2009, the EPA requested the U S. Department of Justice 
withdraw its Petition for Writ of Certiorari filed on October 17, 2008 On February 23, 2009, the Supreme Court denied the Utility 
Air Regulatory Group's petition The EPA wilt not develop emission standards for utility units under section 112 of the Clean Air 
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Act, thus abiding by the D C. Circuit's decision At this point, Duke Energy Kentucky is unable to estimate the costs to comply with 
any future mercury regulations that might result from the D.C. Circuit's decision 

Coal Combustion Product (CCP) Management. Duke Energy Kentucky currently estimates that it will spend approximately 
$2 million over the period 2009-2013 to install synthetic caps and liners at existing and new CCP landfills and to convert CCP 
handling systems from wet to dry systems. 

Comprehensive Environmental Response, Compensation, and Liability Act Matter. In August 2008, Duke Energy 
Kentucky received a notice from the EPA that it has been identified as a potentially responsible party under the Comprehensive 
Environmental Response, Compensation, and Liability Act at the LWD. Inc , Superfund Site in Calvert City, Kentucky At this time, 
Duke Energy Kentucky does not have any further information regarding the scope of potential liability associated with this matter 

Extended Environmental Activities and Accruals. Included in Other within Deferred Credits and Other Liabilities on the 
Balance Sheets were total accruals related to extended environmental-related activities of approximately $2 million as of both 
December 31, 2008 and 2007. These accruals represent Duke Energy Kentucky's provisions for costs associated with 
remediation activities at some of its current and former sites, as well as other relevant environmental contingent liabilities. 
Management, in the normal course of business, continually assesses the nature and extent of known or potential environmental- 
related contingencies and records liabilities when losses become probable and are reasonably estimable. 

Litigation 

alleges that sources in 13 upwind states, including Kentucky, significantly contribute to North Carolina's non-attainment with 
certain ambient air quality standards. In August 2005, the EPA issued a proposed response to the petition. The EPA proposed to 
deny the ozone portion of the petition based upon a lack of contribution to air quality by the named states. The EPA also proposed 
to deny the particulate matter portion of the petition based upon the CAlR Federal Implementation Plan (FIP) that would address 
the air quality concerns from neighboring states. On April 28, 2006, the EPA denied North Carolina's petition based upon the final 
CAlR FIP described above North Carolina has filed a legal challenge to the EPA's denial Briefing in that case is under way. The 
EPA has conceded that the D.C Circuit's July 18, 2008 decision in the CAIR litigation, North Carolina v EPA No 05-1244, 
discussed above, and a subsequent order issued by the D C. Circuit on December 23. 2008, have eliminated the legal basis for 
the EPAs denial of North Carolina's Section 126 petition At this time, Duke Energy Kentucky cannot predict the outcome of this 
proceeding 

Carbon Dioxide (Cod Litigation. In July 2004, the states of Connecticut, New York. California, Iowa, New Jersey, Rhode 
Island, Vermont, Wisconsin and the City of New Yo& brought a lawsuit in the U S. District Court for the Southern District of New 
York against Cinergy, American Electric Power Company, Inc., American Electric Power Service Corporation, The Southern 
Company, Tennessee Valley Authority, and Xcel Energy Inc A similar lawsuit was filed in the US. District Court for the Southern 
District of New York against the same companies by Open Space Institute, Inc., Open Space Conservancy, Inc., and The 
Audubon Society of New Hampshire. These lawsuits allege that the defendants' emissions of COz from the combustion of fossil 
fuels at electric generating facilities contribute to global warming and amount to a public nuisance. The complaints also allege that 
the defendants could generate the same amount of electricity while emitting significantly less COz. The plaintiffs are seeking an 
injunction requiring each defendant to cap its COzemissions and then reduce them by a specified percentage each year for at 
least a decade. In September 2005, the District Court granted the defendants' motion to dismiss the lawsuit The plaintiffs have 
appealed this ruling to the Second Circuit Court of Appeals. Oral arguments were held before the Second Circuit Court of Appeals 
on June 7, 2006. It is not possible to predict with certainty whether Duke Energy Kentucky will incur any liability or to estimate the 
damages, if any, that Duke Energy Kentucky might incur in connection with this matter. 

lawsuit filed in the U.S. District Court for the Southern District of Mississippi. Plaintiffs claim that Cinergy, along with numerous 
other utilities, oil companies, coal companies and chemical companies, are liable for damages relating to losses suffered by 
victims of Hurricane Katrina Plaintiffs claim that defendants' greenhouse gas emissions contributed to the frequency and intensity 
of storms such as Hurricane Katrina. On August 30, 2007, the court dismissed the case. The plaintiffs have filed their appeal to 
the Fiflh Circuit Court of Appeals, and oral arguments were heard on August 6, 2008. Due to the late recusal of one of the judges 
on the Fiflh Circuit panel, the court held a new oral argument on November 3, 2008 It is not possible to predict with certainty 
whether Duke Energy will incur any liability or to estimate the damages, if any, that Duke Energy might incur in connection with 
this matter. 

arising in the ordinary course of business, some of which involve substantial amounts. Duke Energy Kentucky believes that the 
final disposition of these proceedings will not have a material adverse effect on its results of operations, cash flows or financial 
position. 

December 31, 2007, Duke Energy Kentucky has recorded insignificant reserves for these proceedings and exposures. Duke 
Energy Kentucky expenses legal casts related to the defense of loss contingencies as incurred. 

Other Commitments and Contingencies 

be recognized on the Balance Sheets. 

Section 126 Petitions. In March 2004, the state of North Carolina filed a petition under Section 126 of the CAA in which it 

Hurricane Katrina Lawsuit. In April 2006, Cinergy was named in the third amended complaint of a purported class action 

Other Litigation and Legal Proceedings. Duke Energy Kentucky is involved in other legal, tax and regulatory proceedings 

Duke Energy Kentucky has exposure to certain legal matters that are described herein As of December 31,2008 and 

General. Duke Energy Kentucky enters into various commitments to purchase or sell power or capacity that rnay or rnay not 

Operating and Capital Lease Commitments 

for the year ended December 31, 2008 and $4 million for the year ended December 31,2007, which is included in Operation, 
Maintenance and Other on the Statements of Operations Capitalized lease obligations are classified as debt on the Balance 
Sheets (see Note 12) Amortization of assets recorded under capital leases was included in Depreciation and Amortization on the 
Statements of Operations. The following is a summary of future minimum lease payments under operating leases, which at 
inception had a noncancelable term of more than one year, and capital leases as of December 31, 2008: 

Duke Energy Kentucky leases assets in several areas of its operations Rental expense for operating leases was $6 million 
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2009 
2010 
201 1 
2012 
2013 
Thereafter 

Total future minimum lease payments 

Operating Capital 
Leases Leases 

(in thousands) 
$ 2,909 $ 2,519 

2,464 1,680 
2,135 1,492 
1,721 1,662 
1,550 1,461 
4,044 4,311 

$ 14,823 $ 13,125 

15. Employee Benefit Obligations 
Cinergy Retirement Plans Duke Energy Kentucky participates in qualified and non-qualified defined benefit pension plans 

as well as other post-retirement benefit plans sponsored by Cinergy Cinergy allocates pension and other post-retirement 
obligations and costs related to these plans to Duke Energy Kentucky. 

Upon consummation of the merger with Duke Energy, Cinergy's benefit plan obligations were remeasured Cinergy updated 
the assumptions used to determine their accrued benefit obligations and prospective net periodic benefit/post-retirement costs to 
be allocated to Duke Energy Kentucky. 

Cinergy adopted the change in measurement date transition requirements of SFAS No. 158 effective January 1, 2007 by 
remeasuring plan assets and benefit obligations as of that date. Previously, Cinergy used a September 30 measurement date for 
its defined benefit and other post-retirement plans. The adoption of SFAS No. 158 did not have a material impact on Duke Energy 
Kentucky's results of operations or cash flows. See Note 1 for additional information related to the adoption of SFAS No 158 

Qualified Pension P& 
Cinergy's qualified defined benefit pension plans cover substantially all employees meeting certain minimum age and service 

requirements. The plans cover most employees using a cash balance formula. Under a cash balance formula, a plan participant 
accumulates a retirement benefit consisting of pay credits that are based upon a percentage (which varies with age and years of 
service) of current eligible earnings and current interest credits. Certain legacy Cinergy employees are covered under plans that 
use a final average earnings formula. Under a final average earnings formula, a plan participant accumulates a retirement benefit 
equal to a percentage of their highest 3-year average earnings, plus a percentage of the their highest 3-year average earnings in 
excess of covered compensation per year of participation (maximum of 35 years), plus a percentage of their highest 3-year 
average earnings times years of participation in excess of 35 years 

which is generally the amount deductible for tax purposes and the minimum being that required by the Employee Retirement 
Income Security Act of 1974, as amended. The pension plans' assets consist of investments in equity and debt securities. 

remaining service period of the active employees covered by the retirement plan is 11 years. Cinergy determines the market- 
related value of plan assets using a calculated value that recognizes changes in fair value of the plan assets over five years. 

follows: 

Funding for the qualified defined benefit pension plans is based on actuarially determined contributions, the maximum of 

Actuarial gains and losses are amortized over the average remaining service period of the active employees. The average 

Duke Energy Kentucky's Qualified Pension Plan Pre-Tax Net Periodic Pension Benefit costs as allocated by Cinergy were as 

December 31, December 31, 
2008 2007 

Qualified Pension Benefits 
(in thousands) 

$ 1,674 $ 2,353 

The fair value of Cinergy's plan assets was approximately $1 ,I 10 million and $1,701 million as of December 31, 2008 and 
2007, respectively. The projected benefit obligation for the plans was approximately $1,992 million and $1,941 million as of 
December 31, 2008 and 2007, respectively. The accumulated benefit obligation for the plans was approximately $1,729 million as 
of December 31, 2008 and approximately $1,753 million at December 31, 2007. The accrued pension liability as allocated by 
Cinergy to Duke Energy Kentucky and recognized in Accrued pension and other postretirement benefit costs within the Balance 
Sheets at December 31, 2008 and 2007 was approximately $32 million and approximately $9 million, respectively Regulatory 
assets, as allocated by Cinergy to Duke Energy Kentucky, and recognized in Other within Regulatory Assets and Deferred Debits 
on the Balance Sheets was approximately $28 million and $7 million as of December 31, 2008 and 2007, respectively 

Duke Energy's policy is to fund amounts on an actuarial basis to provide assets sufficient to meet benefits to be paid to plan 
participants Duke Energy did not make any contributions to its defined benefit retirement plans in 2008 Duke Energy made 
qualified pension benefit contributions of approximately $350 million to the legacy Cinergy qualified pension benefit plans during 
the year ended December 31, 2007, of which approximately $9 million represents contributions made by Duke Energy Kentucky. 
In February 2009, Duke Energy Kentucky made a cash contribution of approximately $14 million, which represented its 
proportionate share of an approximate $500 million total contribution to Cinergy's and Duke Energy's qualified pension plans 

Qualified Plans - Assumptions Used for Cinergy's Pension Benefits Accounting 
2008 2007 

Benefit Obligations 
Discount rate 
Salary increase 
Net Periodic Benefit Cost 

23 

Percentages 

6 50 6.00 
5 00 5 00 
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Discount rate 
Salary increase 
Expected long-term rate of return on plan assets 

2008 2007 

Percentages 
6 00 5.75 
5 00 5 00 
8 50 8 50 

Non-Qualified Pension Plans 

benefit retirement plans (plans that do not meet the criteria for certain tax benefits) that cover officers, certain other key 
employees, and non-employee directors. There are no plan assets The projected benefit obligation for the plans was 
approximately $1 13 million as of December 31, 2008 and approximately $105 million as of December 31, 2007. The accumulated 
benefit obligation for the plans was approximately $104 million as of December 31,2008 and approximately $102 million at 
December 31, 2007. The accrued pension liability as allocated by Cinergy to Duke Energy Kentucky and recognized in Accrued 
pension and other postretirement benefit costs within the Balance Sheets at December 31, 2008 and 2007 was approximately 
$155 thousand and $131 thousand, respectively, and as recognized in Other within Current Liabilities on the Balance Sheets at 
December 31,2008 and 2007 was approximately $1 1 thousand and $10 thousand, respectively. 

Duke Energy Kentucky’s Non-Qualified Pension Plan pre-tax Net Periodic Pension Benefit Costs as allocated by Cinergy 
were as follows: 

In addition, Cinergy also maintains, and Duke Energy Kentucky participates in, non-qualified, non-contributory defined 

Non-Qualified Pension 

December 31, December 31, 
2008 2007 

(in thousands) 
$ 19 $ 19 

Non-Qualified Plans-Assumptions Used for Cinergy’s Pension Benefits Accounting 

Benefit Obligations 
Discount rate 
Salary increase 
Net Periodic Benefit Cost 
Discount rate 
Salary increase 

2008 2007 

Percentages 

6.50 6.00 
5.00 5.00 

6.00 5.75 
5.00 5.00 

Other Post-Retirement Benefit Plans 

health care and life insurance benefits to retired employees and their eligible dependents on a contributory and non-contributory 
basis. These benefits are subject to minimum age and service requirements. The health care benefits include medical coverage, 
dental coverage, and prescription drug coverage and are subject to certain limitations, such as deductibles and co-payments. 
These benefit costs are accrued over an employee’s active service period to the date of full benefits eligibility The net 
unrecognized transition obligation is amortized over approximately 20 years. Actuarial gains and losses are amortized over the 
average remaining service period of the active employees The average remaining service period of the active employees covered 
by the plan is 13 years. Duke Energy Kentucky’s Other Post-Retirement Plan pre-tax Net Periodic Benefit costs as allocated by 
Cinergy were as follows: 

Duke Energy Kentucky participates in other postretirement benefit plans sponsored by Cinergy Cinergy provides certain 

December 31, December 31, 
2008 2007 

Other Postretirement $ 
(in thousands) 

547 $ 1,559 
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The fair value of Cinergy’s plans assets was approximately $23 million as of December 31, 2008 and $32 million as of 
December 31, 2007 The accumulated other post-retirement benefit obligation for the plans was approximately $330 million as of 
December 31, 2008 and $464 million as of December 31, 2007. The accrued other post-retirement liability as allocated by Cinergy 
to Duke Energy Kentucky and recognized in Accrued Pension and Other Postretirement Benefit Costs within the Balance Sheets 
at December 31, 2008 and 2007 was $7 million and $13 million, respectively The accrued other post-retirement liability as 
allocated by Cinergy to Duke Energy Kentucky and recognized in Other within Current Liabilities on the Balance Sheets at 
December 31, 2008 and 2007 was $97 thousand and $86 thousand, respectively Regulatory assets, as allocated by Cinergy to 
Duke Energy Kentucky, and recognized in Regulatory Assets and Deferred Debits within the Balance Sheets was approximately 
$1 million as of December 31,2008 and $5 million as of December 31, 2007 

Duke Energy did not make any contributions to its other post-retirement plans in 2008. Duke Energy made other post- 
retirement plan contributions during 2007 of approximately $32 to the legacy Cinergy other post-retirement plans, of which 
approximately $1 million represents contribution made by Duke Energy Kentucky. 

Duke Energy Kentucky recognized regulatory assets related to its other post-retirement benefit plans of approximately a 
credit of $4 million and approximately zero as of December 31, 2008 and 2007, respectively, within the Balance Sheets. 

Assumptions Used in Cinergy’s Other Post-retirement Benefits Accounting 

Determined Benefit Obligations 2008 2007 

Discount rate 6 50 6 00 

Determined Expense 2008 2007 
Discount rate 6.00 5.75 
Expected long-term rate of return on plan assets 8.50 8 50 

Assumed Health Care Cost Trend Rates 
Medicare Prescription Drug 

Trend Rate Trend Rate 

2008 2007 2008 2007 
Health care cost trend rate assumed for next year 8.50% 8 00% 11.00% 12.50% 
Rate to which the cost trend is assumed to decline (the ultimate trend rate) 5 00% 5.00% 5 00% 5 00% 
Year that the rate reaches the ultimate trend rate 2013 2013 2022 2022 

16. Other Income and Expenses, net 

The components of Other Income and Expenses, net on the Statements of Operations for the years ended December 31, 2008 
and 2007 are as follows: 

December 31, December 31, 
2008 2007 

(in thousands) 
Income/(Expense): 
Interest Income $ 4,020 5 3,656 

Other 55 177 

Total 5 4,853 $ 4,052 

AFUDC Equity 778 21 9 

17. Subsequent Events 
For information on subsequent events related to regulatory matters, and commitments and contingencies, and employee 

benefit obligations, see Notes 2. 14 and 15, respectively 
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DUKE ENERGY KENTIJCKY, INC. 
STATEMENTS OF OPERATIONS 

(‘CJNAUDITED) 

Year To Date 
September 30, 

2008 2007 

Operating Revenues 
Electric 
Gas 
Other 

Total Operating Revenues 

(in tlrousnnrls) 

$ 250,080 $ 250,632 
107,807 100,010 

16,805 16,488 
374,692 367,130 

Operating Expenses 

Natural gas purchased 77,O I4 67,022 
Operation, maintenance and other 94,422 94, I08 
Fuel used in electric generation and purchased power 115,969 1 15,877 

Property and other taxes 9,146 10,734 
50 

Total Operating Expenses 325,151 3 18,893 

Depreciation and amortization 28,600 31,102 

Loss on sales of other assets,net 

Operating Income 49,541 48,237 

Other Income and Expenses, net 
Interest Expense 

3,626 3,402 
12,096 13,161 

Income Before Income Taxes 41,071 38,478 

Income Tax Expense 

Net Income 

14,401 14,263 

$ 26,670 $ 24,215 

See Notes to tlnandited Financial Statements 
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DUKE ENERGY KENTUCKY, INC. 

(UNAUDITED) 
BALANCE SHEETS 

ASSETS September 30, December 3 I ,  
2008 2007 

(in flrousands) 

Current Assets 
Cash and cash equivalents $ 82,807 $ 9,302 
Receivables (net of allowance for doubtful accounts of $399 at September .30,2008 17,613 

Inventow 41,790 27,391 

32,760 
and $3 15 at December 31,2007) 

Other 11,641 19,372 
Total current assets I(i8,998 73,678 

Investments and Other Assets 
Intangible assets 
Other 

Total investments and other assets 

1 1,852 7,064 
2,886 3,430 

14,738 10,494 

Property, Plant, and Equipment 
cost 1,535,987 1,499,357 
Less accumulated depreciation and amortization 637,950 6 17,530 

Net property, plant, and equipment 898,037 881,827 

Regulatory Assets and Deferred Debits 
Deferred debt expense 
Regulatory Assets 

Total regulatory assets and deferred debits 

5,154 5,445 
19,324 17,093 
24,478 22,538 

Total Assets $ 1,106,251 $ 988,537 

~~ ~ 

See Notes to Unaudited Financial Statements 
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BALANCE SHEETS 

LIABILITIES AND COMMON STOCKHOLDER’S EQUITY 
September 30, December 3 1, 

Current Liabilities 
Accounts payable 
Notes payable 
Taxes accrued 
Interest accrued 
Current maturities of long-term debt 
Other 

Total current liabilities 

(in fhorcsands) 

!3 85,622 $ 27,560 
27,470 

15,047 16,777 
1,826 3,553 

22,547 2 1,678 
10,410 12,806 

135,452 109,844 

Long-term Debt 315,638 265,334 

Deferred Credits and Other Liabilities 
Deferred income taxes 
Investment tax credit 
Accrued pension and other postretirement benefit costs 
Regulatory liabilities 
Asset retirement obligations 
Other 

Total deferred credits and other liabilities 

Commitments and Contingencies (See Note 9) 

161,150 153,3 I 5 

22,553 22,505 
40,053 33,901 

6,483 6,179 

4,780 5,581 

6,928 6,332 
227,813 24 1,947 

Common Stockholder’s Equity 
Common stock - $15 00 par value; l,OOO,OOO shares authorized and 585,333 shares 

outstanding at September 30,2008 and December 31,2007 8,780 8,780 
Paid-in capital 167,494 167,494 
Retained earnings 236,940 2 10,270 
Accumulated other comprehensive loss (998) 

Total common stockholder’s equity 413,214 385,546 

Total Liabilities and Common Stockholder’s Eqnity $ 1,106,251 $ 988,537 

See Notes to Unaudited Financial Statements 
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(in thousands) 

Accumulated Other 
Comprehensive lncome (Loss) 

Total 
Net Gains Common 
(Losses) 

Common Paid-in Retained on Cash Flow Stockholder’s 
Stock Capital Earnings Hedges Equity 

Balance at  December 31,2006 $ 8,780 $ 164,344 $ 176,965 $ (741) $ 349,348 

Net income 
Other comprehensive income, net of tax effect of $579 

Total comprehensive income 
Cash flow hedges 

Contribution from parent company for purchase of 
generating assets 
Pension- FAS 158 change in measurement date 

24,215 24,215 

387 387 
24,602 

3,150 
(164) 

Balance at  September 30,2007 $ 8,780 $ 167,494 $ 201,016 $ (354) $ 376,936 

Balance at  December 31,2007 $ 8,780 $ 167,494 $ 210,270 $ (998) $ 385,546 

Net income 
Other comprehensive income, net of tax effect of $628 

Total comprehensive income 
Cash flow hedges 

26,670 26,270 

998 998 
27,668 

Balance a t  September 30,2008 $ 8,780 $ 167,494 $ 236,940 $ - $ 413,214 

See Notes to Unaudited Financial Statements 
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DUKE ENERGY KENTUCKY, INC. 
STATEMENTS OF CASH FLOWS 

Nine Months Ended 
September 30, 

2008 2007 
(in tlrousands) 

Cash Flows from Operating Activities 
Net income 
Adjustments to reconcile net income to net cash provided by operating activities: 

Depreciation and amortization 
Losses on sales of equity investments and other assets 
Deferred income taxes 
Regulatory assethiabil?, amortization 
Contribution to company sponsored pension plan 
Accrued pension and other postretirement benefit costs 
(Increase) decrease in. 

Net reali7xd and unrealized mark-lo-market and hedging transactions 
Receivables 
Inventory 
Other current assets 

Increase (decrease) in. 
Accounts payable 
Taxes accrued 
Other current liabilities 

Regulatory assetlliabilty deferrals 
Other assets 
Other liabilities 

$ 26,670 

29,029 

1,166 
1,354 

1.680 

(141) 
18,347 

(1 2,903) 
12,301 

$ 24,215 

31,102 
50 

3,920 
2,972 

(9,696) 
2.870 

Net cash provided by operating activities 93,451 40,783 

Cash Flows from Investing Activities 
Capital expenditures 
Purchases of emission allowances 
Notes from affiliate, net 
Sale of emission allowances 
Other 

(41,150) (51,555) 
(342) 

(2,559) 

58 
149 52.3 

; (43,502 (51,374) 

Cash Plows from Financing Activities 
Redemption of long-term debt 
Issuance of long-term debt 
Notes payable and commercial paper 
Contribution from parent 
Other 

(21,531) ( I  ,099) 

(27,470) 10,205 
3,150 

72,656 

(93) (30) 

Net cash provided by financing activities 23,556 12,226 

Net increase in cash and cash equivalents 73,505 1,635 

Cash and cash equivalents a t  beginning of period 

Cash and cash equivalents at end of period 

9,302 6,593 

$ 82,807 $ 8,228 

~~ ~ 

Supplemental Disclosure of a s h  Flow Information 

Non-cash financing and investing activities: 
Allowance for funds used during construction (AFIIDC) - equity component 627 199 

See Notes to Unaudited Financial Statements 
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DTJKE ENERGY KENTUCKY, INC 
Notes to Unaudited Financial Statements - (Continued) 

1. Basis of Presentation 
Nature of Operations. Duke Energy Kentucky, a Kentucky corporation organized in 1901, is a combination electric and gas 

public utility company that provides service in northern Kentucky. Duke Energy Kentucky's principal lines of business include 
generation, transmission and distribution of electricity as well as the sale of andlor transportation of natural gas. Duke Energy 
Kentucky's common stock is wholly owned by Duke Energy Ohio, an Ohio corporation organized in 1837, which is wholly owned 
by Cinergy Corp. (Cinergy), a Delaware corporation organized in 1993 Cinergy is a wholly owned subsidiary of Duke Energy 
Corporation (Duke Energy) 

These statements reflect Duke Energy Kentucky's proportionate share of the East Bend generating station which is jointly 
owned with Dayton Power & Light 

These Unaudited Financial Statements reflect all normal recurring adjustments that are, in the opinion of management, 
necessary to fairly present Duke Energy Kentucky's financial position and results of operations. Amounts reported in the interim 
Unaudited Statements of Operations are not necessarily indicative of amounts expected for the respective annual periods due to 
the effects of seasonal temperature variations on energy consumption, regulatory rulings, the timing of maintenance on electric 
generating units, changing commodity prices, and other factors. 

makes estimates and assumptions that affect the amounts reported in the Unaudited Financial Statements and Notes. Although 
these estimates are based on management's best available knowledge at the time, actual results could differ. 

Reclassifications. Certain prior period amounts on the Balance Sheets have been reclassified in connection with the 
adoption of Financial Accounting Standards Board (FASB) Staff Position (FSP) No. FIN 39-1 ,"Amendment of FASB lnterpretation 
No 39, Offsetting of Amounts Related to Certain Contracts," (FSP No. FIN 39-1) on January 1, 2008, the effects of which require 
retrospective application to the Balance Sheets. 

Unbilled Revenue. Revenues on sales of electricity and gas are recognized when either the service is provided or the 
product is delivered. (Jnbilled revenues are estimated by applying an average revenue per kilowatt hour or per thousand cubic feet 
(Mc9 for all customer classes to the number of estimated kilowatt hours or Mcfs delivered but not billed. The amount of unbilted 
revenues can vary significantly period to period as a result of factors including seasonality, weather, customer usage patterns and 
customer mix The receivables for unbilled revenues for Duke Energy Kentucky ($17 million and $25 million at September 30, 
2008 and December 31, 2007, respectively) are included in the sales of accounts receivable to Cinergy Receivables Company, 
LLC (Cinergy Receivables) Duke Energy Kentucky sells, on a revolving basis, nearly all of their accounts receivable and related 
collections to Cinergy Receivables, a bankruptcy remote, special purpose entity that is a wholly-owned limited liability company of 
Cinergy. The securitization transaction was structured to meet the criteria for sale treatment under Statement of Financial 
Accounting Standards (SFAS) No 140, "Accounting for Transfers and Servicing of Financial Assets and Extinguishments of 
Liabilities-a replacement of FASB Statement No. 125," and, accordingly. Cinergy does not consolidate Cinergy Receivables and 
the transfers of receivables are accounted for as sales. 

Use of Estimates. To conform to generally accepted accounting principles (GAAP) in the United States (U SJ, management 

2. Inventory 
Inventory consists primarily of coal held for electric generation, materials and supplies; and natural gas held in storage for 

transmission and sales commitments. Inventory is recorded primarily using the average cost method 

Coal held for electric generation 
Materials and supplies 
Natural gas 

Total Inventory 

September 30, December 31, 
2008 2007 

(in thousands) 
$ 14,235 $ 9,010 

13,333 9,241 
14,221 9,140 

$ 41,789 $ 27,391 

3. Debt and Credit Facilities 
Available Credit Facilities and Restrictive Debt Covenants In March 2008, Duke Energy entered into an amendment to its 

$2.65 billion master credit facility whereby the borrowing capacity was increased by $550 million to $3.2 billion Duke Energy has 
the unilateral ability under the master credit facility to increase or decrease the borrowing sub limit of Duke Energy Kentucky, 
subject to maximum cap limitation, at any time At September 30, 2008, Duke Energy Kentucky had a borrowing sub limit under 
Duke Energy's master credit facility of $100 million. In October 2008, Duke Energy terminated the participation of one of the 
financial institutions supplying approximately $63 million of credit commitment under its master credit facility which reduced the 
total credit facility capacity under Duke Energy's master credit facility to approximately $3.14 billion. This termination reduced 
Duke Energy Kentucky's borrowing sub limit by approximately $2 million. The amount available to Duke Energy Kentucky under 
its sub limit to Duke Energy's master credit facility has been reduced by drawdowns of cash and borrowings through the money 
pool arrangement, as discussed below 

In September 2008, Duke Energy and its wholly-owned subsidiaries, including Duke Energy Kentucky, borrowed a total of 
approximately $1 billion under Duke Energy's master credit facility. Of the approximate $1 billion, Duke Energy Kentucky 
borrowed approximately $73 million. The loan, which is a revolving credit loan, bears interest at the bank prime rate and is due in 
September 2009; however, Duke Energy Kentucky has the ability under the master credit facility to renew the loan up through the 
date the master credit facility matures which is in June 2012. As Duke Energy Kentucky has the intent and ability to refinance this 
obligation on a long-term basis, either through renewal of the terms of the loan through the master credit facility, which has non- 
cancelable terms in excess of one-year, or through issuance of long-term debt to replace the amounts drawn under the master 
credit facility, Duke Energy Kentucky's borrowing is reflected as Long-Term Debt on the Balance Sheets at September 30, 2008 
These borrowings reduce Duke Energy Kentucky's available credit capacity under Duke Energy's Master Credit Facility, as 
discussed above. 

Duke Energy Kentucky receives support for its short-term borrowing needs through its participation with Duke Energy and 
other Duke Energy subsidiaries in a money pool arrangement. Under this arrangement, those companies with short-term funds 
may provide short-term loans to affiliates participating under this arrangement" The money pool is structured such that Duke 
Energy Kentucky separately manages its cash needs and working capital requirements. Accordingly, there is no net settlement of 
receivables and payables of Duke Energy Kentucky as it independently participates in the money pool As of September 30, 
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DUKE ENERGY KENTUCKY, INC 
Notes to {Jnaudited Financial Statements - (Continued) 

2008, Duke Energy Kentucky had net receivables of approximately $1 million, which are classified within Receivables in the 
accompanying Balance Sheets. As of December 31, 2007, Duke Energy Kentucky had net borrowings of approximately $27 
million, which are classified within Notes Payable in the accompanying Balance Sheets. The $27 million outflow and $1 1 million 
inflow in the money pool borrowings during the nine months ended September 30, 2008 and 2007, respectively, are reflected in 
Notes Payable to Affiliate within Net cash provided by (used in) financing activities on the Statement of Cash Flows. The $1 
million increase in the money pool receivables during the nine months ended September 30, 2008 is reflected in Other within Net 
cash used in investing activities on the Statements of Cash Flows. 

In September 2008, Duke Energy Kentucky and Duke Energy Indiana, Inc , a wholly owned subsidiary of Duke Energy, 
collectively entered into a $330 million letter of credit agreement with a syndicate of banks. Under this letter of credit agreement, 
Duke Energy Kentucky may request the issuance of letters of credit up to approximately $51 million on its behalf to support 
various series of variable rate demand bonds issued or to be issued on behalf of Duke Energy Kentucky. This credit facility, which 
is not part of Duke Energy's master credit facility, may not be used for any purpose other than to support variable rate demand 
bonds issued by Duke Energy Kentucky and Duke Energy Indiana, Inc 

Restrictive Debt Covenants. Duke Energy's credit agreement contains various financial and other covenants, including, 
but not limited to, a covenant regarding the debt-to-total capitalization ratio at Duke Energy and Duke Energy Kentucky to not 
exceed 65%. Failure to meet these covenants beyond applicable grace periods could result in accelerated due dates andlor 
termination of the agreements. As of September 30, 2008, Duke Energy and Duke Energy Kentucky were in compliance with all 
covenants that would impact Duke Energy Kentucky's ability to borrow funds under the debt and credit facilities. In addition, some 
credit agreements may allow for acceleration of payments or termination of the agreements due to nonpayment, or the 
acceleration of other significant indebtedness of the borrower or some of its subsidiaries. None of the debt or credit agreements 
contain material adverse change clauses 

4. Employee Benefit Obligations 
Duke Energy Kentucky participates in pension and other postretirement benefit plans sponsored by Cinergy. Duke Energy 

Kentucky's net periodic benefit costs as allocated by Cinergy were as follows: 

Qualified Pension Benefits 
Other Postretirement Benefits 

Nine Months Nine Months 
Ended Ended 

September 30, September 30, 
2008 2007 

(in thousands) 
$ 1,256 $ 1,704 
$ 410 $ 1,150 

Duke Energy's policy is to fund amounts for its U.S qualified and non-qualified pension plans on an actuarial basis to 
provide assets sufficient to meet benefit payments to be paid to plan participants Duke Energy did not make contributions to the 
legacy Cinergy qualified or non-qualified pension plans during the nine months ended September 30, 2008 and Duke Energy does 
not anticipate making contributions to the legacy Cinergy qualified or non-qualified pension plans during the remainder of 2008. 
During the nine months ended September 30, 2007, Duke Energy made qualified pension benefit contributions of approximately 
$350 million to the legacy Cinergy qualified pension plans, of which approximately $10 million of contributions were made by Duke 
Energy Kentucky. Additionally, Duke Energy Kentucky participates in Cinergy sponsored employee savings plans that cover 
substantially all Duke Energy Kentucky employees. Duke Energy Kentucky made its proportionate share of pre-tax employer 
matching contributions of approximately $708 thousand during the nine months ended September 30, 2008. Duke Energy 
Kentucky made its proportionate share of pre-tax employer matching contributions of approximately $322 thousand during the 
nine months ended September 30,2007 

5. Intangibles 

million and $7 million, respectively. 

were $4 million and $5 million, respectively. 

Rule (CAIR). See Note 9 for further discussion of the decision. 

The carrying amount of emission allowances in intangible assets as of September 30, 2008 and December 31, 2007 is $12 

The carrying values of emission allowances sold or consumed during the nine months ended September 30,2008 and 2007 

On July 11, 2008, the US.  Court of Appeals for the District of Columbia issued a decision vacating the Clean Air Interstate 

6. Related Party Transactions 
Duke Energy Kentucky engages in related party transactions which are generally performed at cost and in accordance with 

the applicable state and federal commission regulations. Balances due to or due from related parties included in the Balance 
Sheets as of September 30,2008 and December 31,2007 are as follows: 

September 30, December 31, 
2008 2007 

(in thousands) 
Current assets due from affiliated companies(a) $ 50 $ 3,660 
Current liabilities due to affiliate companies(') $58,713 $26,429 

(a) Balances exclude assets or liabilities associated with accrued pension and other postretirement benefits, Cinergy 
Receivables and money pool arrangements as discussed below 

Duke Energy Kentucky is allocated its proportionate share of corporate governance and other costs by a consolidated 
affiliate of Duke Energy and a consolidated affiliate of Cinergy Corporate governance and other shared services costs are 
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D'IJKE ENERGY KENTUCKY, INC 
Notes to TJnaudited Financial Statements - (Continued) 

primarily allocations of corporate costs, such as human resources, legal and accounting fees, as well as other third party costs. 
The expenses associated with certain allocated corporate governance and other service costs for Duke Energy Kentucky, which 
are recorded in Operation, maintenance and other within Operating Expenses on the Statements of Operations were $40 million 
and $36 million for the nine months ended September 30, 2008 and 2007, respectively. 

See Note 4 for detail on expense amounts allocated from Cinergy to Duke Energy Kentucky related to Duke Energy 
Kentucky's participation in Cinergy's qualified and non-qualified defined benefit pension plans and postretirement health care and 
insurance benefits. Additionally, Duke Energy Kentucky has been allocated accrued pension and other postretirement benefit 
obligations from Cinergy of approximately $23 million at September 30, 2008 and December 31, 2007 These amounts have been 
classified in the Balance Sheets as follows: 

Other current liabilities 
Accrued pension and other postretirement benefit costs 
Other deferred credits and other liabilities 
Net deferred tax liabilities to Duke Energy(a)(b) 

September 30, December 31, 
2008 2007 

(in thousands) 
$ 101 $ 101 
$ 22,553 $ 22,505 
$ -  $ 456 

$ (142,600) $(128,770) 

(a) 

(b) 

Balances exclude assets or liabilities associated with accrued pension and other post-retirement benefits, Cinergy 
Receivables and money pool arrangements. 
Of the balance at September 30, 2008, approximately $(141) million is classified as Deferred Income Taxes, approximately 
$(5) million is classified as Investment Tax credit, and approximately $3 million is classified as Other within Current Assets 
on the Balance Sheets Of the balance at December 31, 2007, approximately $(134) million is classified as Deferred Income 
Taxes, approximately $(6) million is classified as Investment Tax Credit, and approximately $1 million is classified as Other 
within Current Assets on the Balance Sheets 

As discussed in Note 1, certain trade receivables have been sold by Duke Energy Kentucky to Cinergy Receivables The 
proceeds obtained from the sales of receivables are largely cash, but do include a subordinated note from Cinergy Receivables 
for a portion of the purchase price This subordinated note is classified as Receivables in the Balance Sheets and was 
approximately $15 million and $29 million as of September 30, 2008 and December 31, 2007, respectively The interest income 
associated with the subordinated note, which is recorded in Other Income and Expenses, net on the Statements af Operations, 
was approximately $3 million and $4 million for the nine months ended September 30, 2008 and 2007. 

other Duke Energy subsidiaries The expenses associated with money pool activity, which are recorded in Interest Expense on 
the Statements of Operations, were insignificant for the nine months ended September 30, 2008 and $551 thousand for the nine 
months ended September 30, 2007. 

As discussed further in Note 3, Duke Energy Kentucky participates in a money pool arrangement with Duke Energy and 

7. Risk Management Instruments 
Duke Energy Kentucky has limited exposure to market price changes of fuel and emission allowance costs incurred for its 

retail customers due to the use of cost tracking and recovery mechanisms in the state of Kentucky. Duke Energy Kentucky does 
have exposure to the impact of market fluctuations in the prices of electricity, fuel and emission allowances associated with its 
generation output not utilized to serve native load or committed load. Exposure to interest rate risk exists as a result of the 
issuance of variable and fixed rate debt. Duke Energy Kentucky employs established policies and procedures to manage its risks 
associated with these market fluctuations using various commodity and financial derivative instruments, including swaps, futures, 
forwards and options. 

result of its issuance of variable and fixed rate debt. Duke Energy Kentucky manages its interest rate exposure by limiting its 
variable-rate exposures to a percentage of total capitalization and by monitoring the effects of market changes in interest rates. 
Duke Energy Kentucky also enters into interest rate swaps to manage and mitigate interest rate risk exposure. 

flows or financial position in 2008 and 2007 

Interest Rate (Fair Value or Cash Flow) Hedges. Changes in interest rates expose Duke Energy Kentucky to risk as a 

Duke Energy Kentucky's recognized interest rate derivative ineffectiveness was not material to its results of operations, cash 

See Note 10 for additional information related to the fair value of Duke Energy Kentucky's derivative instruments 

8. Regulatory Matters 

Regulatory Merger Approvals 

On April 3,2006, the merger between Duke Energy and Cinergy was consummated to create a newly formed company, 
Duke Energy Holding Corp (subsequently renamed Duke Energy Corporation). As a condition to the merger approval, the 
Kentucky Public Service Commission (KPSC) required that certain merger related savings be shared with consumers in Kentucky 
The commission also required Duke Energy Kentucky to meet additional conditions Key elements of these conditions include: 

The KPSC required that Duke Energy Kentucky provide $8 million in rate reductions to its customers over five years, 
ending when new rates are established in the next rate case after January 1, 2008. Approximately $2 million of the rate 
reduction was passed through to customers during both the nine months ended September 30, 2008 and 2007. 
The FERC approved the merger without conditions. 

Restrictions on the Ability of Duke Energy Kentucky to Make Dividends, Advances and Loans to Duke Energy 
Corporation. As a condition of approving the merger of Duke Energy and Cinergy, the state utility commission imposed 
conditions (the Merger Conditions) on the ability of Duke Energy Kentucky to transfer funds to Duke Energy through loans or 
advances, as well as restricted amounts available to pay dividends to Duke Energy. Duke Energy Kentucky is required to pay 
dividends sofely out of retained earnings and to maintain a minimum of 35% equity in its capital structure. 

9 



DUKE ENERGY KENTIJCKY, INC 
Notes to Unaudited Financial Statements - (Continued) 

Franchised Electric and Gas 

Kentucky. 

included, among other things, recovery of costs associated with an accelerated gas main replacement program. The approval 
authorized a tracking mechanism to recover certain costs including depreciation and a rate of return on the program's capital 
expenditures. The Kentucky Attorney General appealed to the Franklin Circuit Coiirt the KPSC's approval of the tracking 
mechanism as well as the KPSC's subsequent approval of annual rate adjustments under this tracking mechanism In 2005, both 
Duke Energy Kentucky and the KPSC requested that the court dismiss these cases 

In February 2005, Duke Energy Kentucky filed a gas base rate case with the KPSC requesting approval to continue the 
tracking mechanism and for a $14 million annual increase in base rates. A portion of the increase is attributable to recovery of the 
current cost of the accelerated gas main replacement program in base rates. In December 2005, the KPSC approved an annual 
rate increase of $8 million and re-approved the tracking mechanism through 201 1. In February 2006, the Kentucky Attorney 
General appealed the KPSC's order to the Franklin Circuit Court, claiming that the order improperly allows Duke Energy Kentucky 
to increase its rates for gas main replacement costs in between general rate cases, and also claiming that the order improperly 
allows Duke Energy Kentucky to earn a return on investment for the costs recovered under the tracking mechanism which permits 
Duke Energy Kentucky to recover its gas main replarmnent costs. 

In August 2007, the Franklin Circuit Court consolidated all the pending appeals and ruled that the KPSC lacks legal authority 
to approve the gas main replacement tracking mechanism, and any other annual rate adjustments under the tracking mechanism. 
To date, Duke Energy Kentucky has collected approximately $9 million in annual rate adjustments under the tracking mechanism 
and continues to utilize tracking mechanisms in its billed sales to customers. Duke Energy Kentucky and the KPSC appealed 
these cases to the Kentucky Court of Appeals. In November 2008, the Kentucky Court of Appeals ruled that the KPSC had no 
legal authority to approve tracker recovery of gas main replacement costs prior to legislation enacted in 2005 Duke Energy 
Kentucky is evaluating this ruling and cannot predict the outcome of these proceedings 

Duke Energy Kentucky Nectric Rate Case. In May 2006, Duke Energy Kentucky filed an application for an increase in its 
base electric rates of approximately $67 million in revenue, or approximately 28 percent, to be effective in January 2007 pursuant 
to the KPSC's 2003 Order approving the transfer of 1,100 MW of generating assets from Duke Energy Ohio to Duke Energy 
Kentucky. In the fourth quarter of 2006, the KPSC approved the settlement agreement resolving all the issues raised in the 
proceeding. Among other things, the settlement agreement provided for a $49 million increase in Duke Energy Kentucky's base 
electric rates and reinstitution of the fuel cost recovery mechanism, which had been frozen since 2001 The settlement agreement 
also provided for Duke Energy Kentucky to obtain KPSC approval for a back-up power supply plan. In January 2007, Duke Energy 
Kentucky filed a back-up power supply plan with the KPSC which was approved in March 2007. The back-up power supply plan 
included provisions for purchasing fixed-price products for backup power associated with planned outages using fixed price 
products, and from the Day-Ahead and Real-Time energy markets available from the Midwest Independent Transmission System 
Operator, Inc. (Midwest ISO) for forced outages. 

efficiency programs, consisting of nine residential and two commercial and industrial programs, and to true-up its gas and electric 
tracking mechanism for recovery of last revenues, program costs and shared savings. On February 11, 2008, Duke Energy 
Kentucky filed a motion to amend its energy efficiency programs and applied to reinstitute a low income Home Energy Assistance 
Program. The KPSC bifurcated the proposed Home Energy Assistance Program from the other energy efficiency programs. On 
May 14,2008, the KPSC approved the energy efficiency programs. On September 25,2008, the KPSC approved Duke Energy 
Kentucky's Home Energy Assistance program, making it available for customers at or below 150% of the federal poverty level. 
On November 17, 2008 Duke Energy Kentucky filed its annual report on its energy efficiency programs and application to true- up 
its gas and electric tracking mechanism for recovery of lost revenues, program costs, and shared savings The matter is under 
evaluation by the KPSC. Duke Energy Kentucky cannot predict the outcome of this filing 

KPSC for permission to create a regulatory asset to defer for future recovery $4.9 million for its expenses incurred to repair 
damage and restore service to its customers following extensive storm-related damage caused by Hurricane Ike on September 
14, 2008. This requested accounting order is currently under evaluation by the KPSC Duke Energy Kentucky cannot predict the 
outcome of this filing. 

Rate Related Information. The KPSC approves rates for retail electric and gas services within the Commonwealth of 

Duke Energy Kentucky Gas Rate Cases. In 2002, the KPSC approved Duke Energy Kentucky's gas base rate case which 

Energy Efficiency. On November 15, 2007, Duke Energy Kentucky filed its annual application to continue existing energy 

Application for the Establishment of a Regulatory Asset. On November 14, 2008, Duke Energy Kentucky petitioned the 

Other Matters 

2007, the Midwest IS0 filed its "Electric Tariff Filing Regarding Resource Adequacy" in compliance with the FERC's request that 
Midwest IS0  file Phase 11 of its long-term Resource Adequacy plan by December 2007. The proposal establishes a resource 
adequacy requirement in the form of planning reserve margin On March 26, 2008, the FERC ruled on the Midwest ISO's 
Resource Adequacy filing and ordered that the new tariff be effective March 27, 2008 This action established a Midwest ISO-wide 
resource adequacy requirement for the first Planning Year which begins June 2009. In the Order, the FERC clarified that States 
have the autharity to set their own Planning Reserve Margins, as long as they are not inconsistent with any reliability standard 
approved by the FERC. Duke Energy Kentucky does not believe the resource adequacy requirement will have a material impact 
on its results of operations, cash flows, or financial position 

Midwest /SO'S Establishment of an Ancillary Services Market On February 25, 2008. the FERC conditionally accepted the 
Midwest IS0 proposal to implement a day-ahead and real-time ancillary services market (ASM). including a scarcity pricing 
proposal By approving the ASM proposal, the FERC essentially approved the transfer and consolidation of Balancing Authority 
for the entire Midwest IS0 area. This will allow the Midwest IS0 to determine operating reserve requirements and procure 
operating reserves from all qualified resources from an organized market, in place of the current system of local management and 
procurement of reserves by the 24 Balancing Authorities. The Midwest IS0 delayed the ASM launch date, previously scheduled 
for September 9, 2008 to January 6, 2009 At this time, Duke Energy Kentucky does not believe the establishment of the Midwest 
Ancillary Services Market will have a material impact on its results of operations, cash flows, or financial position 

Midwest Independent Transmission System Operator, Inc (Midwest /SO) Resource Adequacy Filing On December 28, 
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9. Commitments and Contingencies 
Environmental 

Duke Energy Kentucky is subject to federal, state and local regulations regarding air and water quality, hazardous and solid 
waste disposal and other environmental matters. These regulations can be changed from time to time, imposing new obligations 
on Duke Energy Kentucky, 

Remediation activities. Duke Energy Kentucky is responsible far environmental remediation at various contaminated sites. 
These include some properties that are part of ongoing Duke Energy Kentucky operations, sites formerly owned or used by Duke 
Energy Kentucky entities, and sites owned by third parties. Remediation typically involves management of contaminated soils and 
may involve groundwater remediation. Managed in conjunction with relevant federal, state and local agencies, activities vary with 
site conditions and locations, remedial requirements, complexity and sharing of responsibility If remediation activities involve 
statutory joint and several liability provisions, strict liability, or cost recovery or contribution actions, Duke Energy Kentucky could 
potentially be held responsible for contamination caused by other parties. In some instances, Duke Energy Kentucky may share 
liability associated with contamination with other potentially responsible parties, and may also benefit from insurance policies or 
contractual indemnities that cover some or all cleanup costs. All of these sites generally are managed in the normal course of 
business or affiliate operations. Management, in the normal course of business, continually assesses the nature and extent of 
known or potential environmental-related contingencies and records liabilities when losses become probable and are reasonably 
estimable. 

Clean Water Act 376(b). The US. Environmental Protection Agency (EPA) finalized its cooling water intake structures rule 
in July 2004. The rule established aquatic protection requirements for existing facilities that withdraw 50 million gallons or more of 
water per day from rivers, streams, lakes, reservoirs, estuaries, oceans, or other U.S. waters for cooling purposes. Coal-fired 
generating facilities in which Duke Energy Kentucky is either a whole or partial owner are affected sources under that rule On 
January 25,2007, the US. Court of Appeals for the Second Circuit issued its opinion in Riverkeeper, lnc v €PA, Nos 04-6692- 
ag(L) et. al (2d Cir. 2007) remanding most aspects of EPA's rule back to the agency The court effectively disallowed those 
portions of the rule most favorable to industry, and the decision creates a great deal of uncertainty regarding future requirements 
and their timing. On April 14, 2008, the US. Supreme Court issued an order granting review of the case and briefs was filed on 
July 14, 2008. Oral argument is scheduled for December 2, 2008 A decision is not likely until 2009 If the Supreme Court upholds 
the lower court decisian, it is expected that costs will increase as a result of the court's decision, although Duke Energy Kentucky 
is unable to estimate its costs to comply. 

Clean Air lnferstate Rule (CAIR). The EPA finalized its CAlR in May 2005. The CAIR was to have limited total annual and 
summertime NO, emissions and annual SO2 emissions from electric generating facilities across the Eastern 1J S. through a two- 
phased cap-and-trade program. Phase 1 was to begin in 2009 for NO, and in 2010 for S02. Phase 2 was to begin in 201 5 for both 
NO, and SO2. On March 25, 2008, the US. Court of Appeals for the District of Columbia (D.C. Circuit) heard oral argument in a 
case involving multiple challenges to the CAlR On July 11, 2008, the D.C. Circuit issued its decision in North Carolina v €PA 
No. 05-1244 vacating the CAIR. The EPA filed a petition for rehearing on September 24. 2008 with the D.C Circuit asking the 
court to reconsider various parts of its ruling vacating CAIR. A decision is pending on that petition. Subsequent to the filing of the 
rehearing petitions, the D.C. Circuit ordered all Petitioners (including Duke Energy) to file briefs on the petition for rehearing. The 
D.C Circuit directed the parties to address whether any party is seeking vacatur of CAIR, and whether the Court should stay its 
mandate until the EPA promulgates a revised rule. Duke Energy has responded to the request accordingly. The D.C. Circuit's 
decision creates uncertainty regarding future NO, and SO2 emission reductions requirements and their timing. Although as a 
result of the decision there may be a delay in the timing of federal requirements to reduce emissions, it is expected that electric 
sector emission reductions at least as stringent as those imposed by CAlR will be required in the near future. through new federal 
rules andlor individual state requirements. CAlR remains in effect until the Court issues its mandate, which will not be before it 
decides whether to grant rehearing Duke Energy Kentucky's plan had been to spend approximately $10 million between 2008 
and 2012 to comply with Phase 1 of CAlR It has not been determined how the court's decision will affect these planned 
expenditures. Duke Energy Kentucky did not expect to incur any significant costs for camplying with Phase 2 of CAlR 

Duke Energy Kentucky is unable to estimate the costs to camply with any new rule the EPA or states may issue as a result 
of this decision. As discussed in Note 5, at September 30, 2008, Duke Energy Kentucky had emission allowances with a carrying 
amount of $12 million which could be impacted by the D.C. Circuit Court's decision to vacate CAIR. 

mercury emissions from coal-fired power plants across the US. through a two-phased cap-and-trade program beginning in 201 0. 
On February 8, 2008 the U.S. Court of Appeals for the District of Columbia issued its opinion in New Jersey v EPA, No 05-1097 
vacating the CAMR. The decision creates uncertainty regarding future mercury emission reduction requirements and their timing. 
The EPA and utilities have requested rehearing of the D C Circuit Court decision by the entire D C. Circuit panel (en banc 
review). The court has ordered briefing on whether it should accept the case for en banc review. Thus, the matter remains 
unsettled until the court decides whether to rehear the case. Barring reversal of the decision if reheard, there will be a delay in the 
implementation of federal mercury requirements for existing coal-fired power plants while EPA conducts a new rulemaking. Duke 
Energy Kentucky is unable to estimate the costs to comply with a new EPA rule, although it is expected that costs will increase as 
a result of the court's decision. 

Coal Combustion Product (CCP) Management. Duke Energy Kentucky currently estimates that it will spend approximately 
$19 million over the period 2008-2012 to install synthetic caps and liners at existing and new CCP landfills and to convert CCP 
handling systems from wet to dry systems. 

Extended Environmental Activities and Accruals. Included in Other Deferred Credits and Other Liabilities on the Balance 
Sheets were total accruals related to extended environmental-related activities of approximately $2 million as of September 30. 
2008 and December 31, 2007. These accruals represent Duke Energy Kentucky's provisions for costs associated with 
remediation activities at some of its current and former sites, as well as other relevant environmental contingent liabilities Duke 
Energy Kentucky believes that completion or resolution of these matters will have no material impact on its results of operations, 
cash flows or financial position. 

Litigation 

alleges that sources in 13 upwind states, including Kentucky, significantly contribute to North Carolina's non-attainment with 
certain ambient air quality standards In August 2005, the EPA issued a proposed response to the petition. The EPA praposed to 
deny the ozone portion of the petition based upon a lack of contribution to air quality by the named states The EPA also proposed 
to deny the particulate matter portion of the petition based upon the CAlR Federal Implementation Plan (FIP), that would address 

Clean Air Mercury Rule (CAMR). THE EPA finalized its CAMR in May 2005. The CAMR was to have limited total annual 

Section 726 Petitions. In March 2004. the state of North Carolina filed a petition under Section 126 of the CAA in which it 
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DUKE ENERGY KENTUCKY, INC 
Notes to TJnaudited Financial Statements - (Continued) 

the air quality concerns from neighboring states. On April 28, 2006, the EPA denied North Carolina’s petition based upon the final 
CAlR FIP described above. North Carolina has filed a legal challenge to the EPAs denial. Briefing in that case is under way. At 
this time, Duke Energy Kentucky cannot predict the outcome of this proceeding. 

Carbon Dioxide (Cod Litigafion. In July 2004, the states of Connecticut, New York, California, Iowa, New Jersey, Rhode 
Island, Vermont, Wisconsin and the City of New York brought a lawsuit in the US. District Court for the Southern District of New 
York against Cinergy, American Electric Power Company, Inc., American Electric Power Service Corporation, The Southern 
Company, Tennessee Valley Authority, and Xcel Energy Inc. A similar lawsuit was filed in the U.S District Court for the Southern 
District of New York against the same companies by Open Space Institute, Inc , Open Space Conservancy, Inc , and The 
Audubon Society of New Hampshire. These lawsuits allege that the defendants‘ emissions of C02 from the combustion of fossil 
fuels at electric generating facilities contribute to global warming and amount to a public nuisance. The complaints also allege that 
the defendants could generate the same amount of electricity while emitting significantly less GO2. The plaintiffs are seeking an 
injunction requiring each defendant to cap its COzemissians and then reduce them by a specified percentage each year for at 
least a decade. In September 2005, the District Court granted the defendants’ motion to dismiss the lawsuit The plaintiffs have 
appealed this ruling to the Second Circuit Court of Appeals Oral argument was held before the Second Circuit Court of Appeals 
on June 7, 2006. It is not possible to predict with certainty whether Duke Energy Kentucky will incur any liability or to estimate the 
damages, if any, that Duke Energy Kentucky might incur in connection with this matter. 

Hurricane Kafrina Lawsuit. In April 2006, Cinergy was named in the third amended complaint of a purported class action 
lawsuit filed in the US. District Court for the Southern District of Mississippi. Plaintiffs claim that Cinergy, along with numerous 
other utilities, oil companies, coal companies and chemical companies, are liable for damages relating to losses suffered by 
victims of Hurricane Katrina. Plaintiffs claim that defendants’ greenhouse gas emissions contributed to the frequency and intensity 
of storms such as Hurricane Katrina On August 30, 2007, the court dismissed the case The plaintiffs have filed their appeal to 
the Fiflh Circuit Court of Appeals, and oral arguments were heard on August 6, 2008. The second oral arguments were heard on 
November 3, 2008 It is not possible to predict with certainty whether Duke Energy Kentucky will incur any liability or to estimate 
the damages, if any, that Duke Energy Kentucky might incur in connection with this matter 

Other Litigation and Legal Proceedings. Duke Energy Kentucky is involved in other legal, tax and regulatory proceedings 
arising in the ordinary course of business, some of which involve substantial amounts. Duke Energy Kentucky believes that the 
final disposition of these proceedings will not have a material adverse effect on its results of operations, cash flows or financial 
position. 

Duke Energy Kentucky has exposure to certain legal matters that are described herein. As of September 30, 2008 and 
December 31,2007, Duke Energy Kentucky has recorded insignificant reserves for these proceedings and exposures. Duke 
Energy Kentucky expenses legal costs related to the defense of loss contingencies as incurred 

I O .  Fair Value of Financial Assets and Liabilities 
On January 1, 2008, Duke Energy Kentucky adopted SFAS No. 157, “Fair Value Measurements,” (SFAS No. 157). Duke 

Energy Kentucky’s adoption of SFAS No. 157 is currently limited to financial instruments and to non-financial derivatives as, 
in February 2008, the FASB issued FSP No. 157-2, which delayed the effective date of SFAS No. 157 for one year for 
nonfinancial assets and liabilities, except for items that are recognized or disclosed at fair value in the financial statements on a 
recurring basis. There was no cumulative effect adjustment to retained earnings for Duke Energy Kentucky as a result of the 
adoption of SFAS No. 157 

SFAS No. 157 defines fair value, establishes a framework for measuring fair value in GAAP in the 11 S. and expands 
disclosure requirements about fair value measurements. Under SFAS No. 157, fair value is considered to be the exchange price 
in an orderly transaction between market participants to sell an asset or transfer a liability at the measurement date. The fair value 
definition under SFAS No. 157 focuses on an exit price, which is the price that would be received by Duke Energy Kentucky to sell 
an asset or paid to transfer a liability versus an entry price, which would be the price paid to acquire an asset or received to 
assume a liability. Although SFAS No. 157 does not require additional fair value measurements, it applies to other accounting 
pronouncements that require or permit fair value measurements. 

prescribed by SFAS No. 157, which prioritizes the inputs to valuation techniques used to measure fair value into three levels: 

the ability to access. An active market for the asset or liability is one in which transactions for the asset or liability occur with 
sufficient frequency and volume to pravide ongoing pricing information. Duke Energy Kentucky does not adjust quoted market 
prices on Level 1 inputs for any blockage factor. 

for the asset or liability Level 2 inputs include, but are not limited to, quoted prices for similar assets or liabilities in an active 
market, quoted prices for identical or similar assets or liabilities in markets that are not active and inputs other than quoted market 
prices that are observable for the asset or liability, such as interest rate curves and yield curves observable at commonly quoted 
intervals, volatilities, credit risk and default rates 

Duke Energy Kentucky determines fair value of financial assets and liabilities based on the following fair value hierarchy, as 

Level 1 inputs - unadjusted quoted prices in active markets for identical assets or liabilities that Duke Energy Kentucky has 

Level 2 inputs - inputs other than quoted market prices included in Level 1 that are observable, either directly or indirectly. 

Level 3 inputs - unobservable inputs for the asset or liability. 
In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and Financial Liahilities- 

including an amendment of FASB Statement No 115’ (SFAS No. 159), which permits entities to elect to measure many financial 
instruments and certain other items at fair value. For Duke Energy Kentucky, SFAS No. 159 was effective as of January 1, 2008 
and had no impact on amounts presented for periods prior to the effective date. Duke Energy Kentucky does not currently have 
any financial assets or financial liabilities for which the provisions of SFAS No. 159 have been elected. However, in the future, 
Duke Energy Kentucky may elect to measure certain financial instruments at fair value in accordance with this standard. 

The following table provides the fair value measurement amounts for assets and liabilities recorded in Unrealized gains on 
mark-to-market and hedging transactions and Unrealized losses on mark-to-market and hedging transactions on Duke Energy 
Kentucky’s Balance Sheets at fair value at September 30, 2008: 
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Total Fair Value 
Amounts at 

September 30,2008 Level 1 Level 2 Level 3 

Description (in thousands) 
Derivatives Assets $ 364 $ 5 - 5 364 - 

Derivatives Liabilities 5 (2,668) $ $ (2,317) $ (351) - 

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

Derivatives (net) 

(in thousands) 
Balance at January 1, 2008 $ 0 

575 
(562) 

Balance at September 30,2008 $ 13 

Total gains included on balance sheet 
Net purchases, sales, issuances and settlements 

11. New Accounting Standards 

the impact of such adoption, if applicable, has been presented in the accompanying Financial Statements: 
The following new accounting standards were adopted by Duke Energy Kentucky subsequent to September 30, 2007 and 

SFAS No 757 Refer to Note 10 for a discussion of Duke Energy Kentucky’s adoption of SFAS No. 157. 
SFAS No 159 Refer to Note 10 for a discussion of Duke Energy Kentucky’s adoption of SFAS No. 159. 
FSP No. N N  39-1. Refer to Note 1 for a discussion of Duke Energy Kentucky’s adoption of FSP No. FIN 39-1. 
The followina new accountha standards have been issued. but have not vet been adoDted bv Duke Enerav Kentuckv as of - - r  

September 30, 20‘68: 
SFAS No 761. “Disc/osures about Derivative lnstruments and Heduinu Activities - an amendment to FASB Statement No 

733” (SFAS No 76;) In March 2008, the FASB issued SFAS No. 161, Ghich amends and expands the disclosure requirements 
for derivative instruments and hedging activities prescribed by SFAS No. 133, “Accounting for Derivative lnstruments and Hedging 
Activities.” SFAS No. 161 requires qualitative disclosures about objectives and strategies for using derivatives, quantitative 
disclosures about fair value amounts of and gains and losses on derivative instruments, and disclosures about credit-risk-related 
contingent features in derivative agreements. Duke Energy Kentucky will adopt SFAS No 161 as of January 1, 2009 and SFAS 
No. 161 encourages, but does not require, comparative disclosure for earlier periods at initial adoption. The adoption of SFAS No 
161 will not have any impact on Duke Energy Kentucky’s results of operations, cash flows or financial position. 

12. Income Taxes and Other Taxes 
The taxable income of Duke Energy Kentucky is reflected in Duke Energy’s US. federal and state income tax returns. Duke 

Energy Kentucky has a tax sharing agreement with Duke Energy, where the separate return method is used to allocate tax 
expenses and benefits to the subsidiaries whose investments or results of operations provide these tax expenses and benefits. 
The accounting for income taxes essentially represents the income taxes that Duke Energy Kentucky would incur if Duke Energy 
Kentucky were a separate company filing its own tax return as a C-Corporation. 

At September 30, 2008, Duke Energy Kentucky has approximately $229 thousand recorded for unrecognized tax benefits 
and no portion ot the total unrecognized tax benefits would, if recognized, affect the effective tax rate. It is reasonably possible 
that Duke Energy Kentucky will reflect an approximate $250 thousand reduction in unrecognized tax benefits within the next 
twelve months due to expected settlements. 

Duke Energy Kentucky has the following tax years open: 

Jurisdiction Tax Years 
Federal 2000andaffer 
State Closed through 2001, with the exception of any adjustments related to open federal years 

13. Subsequent Events 
For information on subsequent events related to intangibles, regulatory matters and commitments and contingencies, see 

Notes 5, 8 and 9, respectively. 
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DUKE ENERGY KENTUCKY, INC. 
STATEMENTS OF OPERATIONS 

Year To Date 
June 30, 

2008 2007 
(in tlroitsnrtds) 

Operating Revenues 
Electric 
Gas 

Total Operating Revenues 

$ 162,668 $ 162,619 
94,093 88,312 

256,761 250,931 

Operating Expenses 

Natural gas purchased 
Operation, maintenance and other 
Fuel used in electric generation and purchased power 
Depreciation and amortization 
Property and other taxes 
Loss on sales of other assets, oher net 

Total Operating Expenses 

69,660 61,241 
62,002 63,463 
67,314 66,969 
18,070 18,988 
6,064 6,847 

so 
223,110 217,558 

Operating Income 33,651 33,373 

Other Income and Expenses, net 
Interest Expense 

2,557 2,363 
8,198 8,611 

Income Before Income Taxes 28,010 27,125 

Income Tax Expense 

Net Income 

10,475 10,514 

$ 17,535 $ 16,611 

See Notes to Unaudited Financial Statements 
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DUKE ENERGY KENTUCKY, INC. 
BALANCE SHEETS 

ASSETS June 30, December 31, 
2008 2007 

(in thoiisands) 

Current Assets 
Cash and cash equivalents S 12,334 $ 9,302 
Receivables (net of allowance for doubtful accounts of $358 at June 30,2008 and 44,043 

Inventory 39,224 27,391 
Other 8,713 19,372 

Total current assets 90,002 IOO,108 

29,671 
$3  15 at December 31,2007) 

Investments and Other Assets 
Intangible assets 13,357 7,064 
Other 2,451 3,430 

Total investments and other assets 15,814 10,494 

Property, Plant, and Equipment 
Cost 
Less accumulated depreciation and amortization 

Net property, plant, and equipment 

1,521,607 1,499,357 
629,487 617,530 
892,120 881,827 

Regulatory Assets and Deferred Debits 
Deferred debt expense 
Regulatory Assets 

Total regulatory assets and deferred debits 

5.251 5,445 
18;549 17,093 
23,800 22,538 

Total Assets S 1,021,736 $ 1,014,967 

See Notes to Llnandited Financial Statements 
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DUKE ENERGY KENTUCKY, INC. 
BALANCE SHEETS 

LIABILITIES AND COMMON STOCKHOLDER’S EQUJTY 
December 31, June 30, 

2008 2007 
(in thousands) 

Current Liabilities 
Accounts payable 
Notes payable 
Taxes accrued 
Interest accrued 
Current maturities of long-term debt 
Other 

Total current liabilities 

5 79,914 $ 53,989 
7,663 27,470 

13,373 16,777 
3,357 3,553 
1,905 21,678 

13,488 12,807 
119,700 136,274 

Long-term Debt 264,254 265,334 

Deferred Credits and Other Liabilities 
Deferred income taxes 
Investment tax credit 
Accrued pension and other postretirement benefit costs 
Regulatory liabilities 
Asset retirement obligations 
Other 

Total deferred credits and other liabilities 

Commitments and Contingencies (See Note 9) 

152,300 153,315 
5,059 5,581 

23,231 22,505 
40,735 33,901 

6,395 6,179 
5,983 6,332 

227,813 233,703 

Common Stockholder’s Equity 
Common stock - $15.00 par value; 1,000,000 shares authorized and 585,333 shares 

outstanding at June 30,2008 and December 3 1,2007 8,780 8,780 
Paid-in capital 167,494 167,494 
Retained earnings 227,805 210,270 
Accumulated other comprehensive loss (998) 

Total common stockholder’s equity 404,079 385,546 

Total Liabilities and Common Stocltholder’s Equity 5 1,021,736 $ 1,014,967 

See Notes to Unaudited Financial Statements 
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DUKE ENERGY KENTUCKY, INC 
STATEMENTS OF CHANGES IN COMMON STOCKHOLDER’S EQUITY AND COMPREHENSIVE INCOME 

(in thousands) 

Accumulated Other 
Comprehensive Income (Loss) 

Total 
Net Gains Common 
(Losses) 

Common Paid-in Retained on Cash Flow Stockholder’s 
Stoclc Capital Earnings Hedges Equity 

Balance at  December 31,2006 $ 8,780 $ 164,344 $ 176,965 $ (741) $ 349,348 

Net income 
Other comprehensive income, net of tax effect of $579 

Total comprehensive income 
Cash flow hedges 

Contribution from parent company for purchase of 
generating assets 
Pension- FAS 158 change in measurement date 

16,611 16,611 

897 897 
17,508 

3,150 
(164) 

Balance a t  June 30,2007 $ 8,780 $ 167,494 $ 193,412 $ 156 $ 369,842 

Balance a t  December 31,2007 $ 8,780 $ 167,494 $ 210,270 $ (998) $ 385,546 

Net income 
Other comprehensive income, net of tax effect OF $628 

Total comprehensive income 
Cash flow hedges 

17,535 17,535 

998 998 
18,533 

Balance at  June 30,2008 $ 8,780 $ 167,494 $ 227,805 $ - $ 404,079 

See Notes to Unaudited Financial Statements 
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DIJKE ENERGY KENTIJCKY, INC. 
STATEMENTS OF CASH FLOWS 

Six Months Ended 
June 30, 

2008 2007 

Cash Flows from Operating Activities 
Net income 
Adjustments to reconcile net income to net cash provided by operating activities: 

Depreciation and amortization 
Losses on sales of equity investments and other assets 
Deferred income faxes 
Regulatory assethabilty amortization 
Contribution to company sponsored pension plan 
Accrued pension and other postretirement benefit costs 
(Increase) decrease in: 

Net realized and unrealized mark-to-market and hedging transactions 
Receivables 
inventory 
Other current assets 

(Increase) decrease in: 
Accounts payable 
Taxes accrued 
Other current liabilities 

Regulatory assetlliabiliy deferrals 
Other assets 

(in fltousnrrds) 

17,535 $ 16,611 

18,369 18,987 
50 

(1,938) 1,332 
903 3,523 

1,483 1,996 
(8,793) 

(423) (1,907) 
18,451 10,969 

(1 0,337) 1,683 
10,700 (21,435) 

20,394 8,972 
(3,404) 6,415 

484 72 1 
3,416 (9,236) 

914 2.311 
Other liabilities (2,465) 867 

Net cash provided by operating activities 74,082 33,066 

Cash Flows from Investing Activities 
Capital expenditures 
Purchases of Emission Allowances 
Sale of Emission Allowances 
Other 

(30,532) (30,900) 
(342) 

190 523 
GS 

Net cash used in investing activities (30,277) (30,719) 

Cash Flows from Financing Activities 
Redemption of long-term debt 
Notes payable and commercial paper 
Contribution from parent 
Other 

(20,886) (732) 
(1 9,807) (5,177) 

3,150 
(80) (30) 

Net cash used in financing activities (40,773) (2,789) 

Net increase (deerease) in cash and cash eqiiivalents 3,032 (442) 

Cash and cash equivalents a t  beginning of period 9,302 6,593 

Cash and cash equivalents a t  end of period $ 12,334 $ 6,lSI 

See Notes to Unaudited Financial Statements 
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DTJKE ENERGY KENTTJCKY, INC 
Notes to Unaudited Financial Statements 

1. Basis of Presentation 
Nature of Operations. Duke Energy Kentucky, a Kentucky corporation organized in 1901, is a combination electric and gas 

public utility company that provides service in northern Kentucky Duke Energy Kentucky's principal lines of business include 
generation, transmission and distribution of electricity as well as the sale of andlor transportation of natural gas. Duke Energy 
Kentucky's common stock is wholly owned by Duke Energy Ohio, an Ohio corporation organized in 1837, which is wholly owned 
by Cinergy Corp. (Cinergy), a Delaware corporation organized in 1993 Cinergy is a wholly owned subsidiary of Duke Energy 
Corporation (Duke Energy) 

These statements reflect Duke Energy Kentucky's proportionate share of the East Bend generating station which is jointly 
owned with Dayton Power & Light 

These Financial Statements reflect all normal recurring adjustments that are, in the opinion of management, necessary to 
fairly present Duke Energy Kentucky's financial position and results of operations. Amounts reported in the interim Statements of 
Operations are not necessarily indicative of amounts expected for the respective annual periods due to the effects of seasonal 
temperature variations on energy consumption. regulatory rulings, the timing of maintenance on electric generating units~'. 
changing commodity prices, and other factors. 

Use of Estimates. To conform to generally accepted accounting principles (GAAP) in the United States (US.), management 
makes estimates and assumptions that affect the amounts reported in the Financial Statements and Notes. Although these 
estimates are based on management's best available knowledge at the time, actual results could differ. 

Reclassifications. Certain prior period amounts on the Balance Sheets have been reclassified in connection with the 
adoption of Financial Accounting Standards Board (FASB) Staff Position (FSP) No. FIN 39-1 ,"Amendment of FASB lnterpretation 
No 39, Offsefting ofAmounts Re/ated to Cerfain Contracts," (FSP No. FIN 39-1) on January 1, 2008, the effects of which require 
retrospective application to the Balance Sheets 

Unbilled Revenue. Revenues on sales of electricity and gas are recognized when either the service is provided or the 
product is delivered Unbilled revenues are estimated by applying an average revenue per kilowatt hour or per thousand cubic feet 
(Mcf) for all customer classes to the number of estimated kilowatt hours or Mcfs delivered but not billed. The amount of unbilled 
revenues can vary significantly period to period as a result of factors including seasonality, weather, customer usage patterns and 
customer mix. The receivables for unbilled revenues for Duke Energy Kentucky ($15 million and $25 million at June 30, 2008 and 
December 31, 2007, respectively) are included in the sales of accounts receivable to Cinergy Receivables Company, LLC 
(Cinergy Receivables) Duke Energy Kentucky sells, on a revolving basis, nearly all of their accounts receivable and related 
collections to Cinergy Receivables, a bankruptcy remote, special purpose entity that is a wholly-owned limited liability company of 
Cinergy. The securitization transaction was structured to meet the criteria for sale treatment under Statement of Financial 
Accounting Standards (SFAS) No. 140, "Accounting for Transfers and Servicing of Financial Assets and Extinguishments of 
Liabilities-a replacement of FASB Statement No. 125," and, accordingly, Cinergy does not consolidate Cinergy Receivables and 
the transfers of receivables are accounted for as sales. 

2. Inventory 
Inventory consists primarily of coal held for electric generation; materials and supplies; and natural gas held in storage far 

transmission and sales commitments. Inventory is recorded primarily using the average cost method. 

Gas held in storage 
Fuel for use in electric generation 
Materials and supplies 

Total Inventory 

June 30, December 31, 
2008 2007 

(in thousands) 
$ 9,311 $ 9,140 

20.316 9,010 
9,597 9,241 

$ 39,224 $ 27,391 

3. Debt and Credit Facilities 
Money Pool Arrangement Duke Energy Kentucky receives support for its short-term borrowing needs through its 

participation with Duke Energy and other Duke Energy subsidiaries in a money pool arrangement Under this arrangement, those 
companies with short-term funds may provide short-term loans to affiliates participating under this arrangement. As of June 30, 
2008 and December 31, 2007, Duke Energy Kentucky had net borrowings of approximately $8 million and $27 million, 
respectively, which are classified within Notes payable in the accompanying Balance Sheets. During the six months ended .lune 
30, 2008 and 2007, the $19 million and $5 million change in the money pool, respectively, is reflected as a cash outflow in Notes 
payable and commercial paper, net within Net cash used in financing activities on the Statements of Cash Flows. 

Available Credit Facilities and Restrictive Debt Covenants In March 2008, Duke Energy entered into an amendment to its 
$2.65 billion master credit facility whereby the borrowing capacity was increased by $550 million to $3.2 billion Pursuant to the 
amendment, the borrowing sub limit of Duke Energy Kentucky did not change. Duke Energy Kentucky has a borrowing sub limit 
of $100 million under the master credit facility. 

facility is reduced by borrowings through the money pool arrangement, issuances of letters of credit and other borrowings. 

regarding the debt-to-total capitalization ratio at Duke Energy, Duke Energy Ohio and Duke Energy Kentucky to not exceed 65%. 
Failure to meet these covenants beyond applicable grace periods could result in accelerated due dates andlor termination of the 
agreements. As of June 30,2008, Duke Energy, Duke Energy Ohio and Duke Energy Kentucky were in compliance with those 
covenants. In addition, some credit agreements may allow for acceleration of payments or termination of the agreements due to 
nonpayment, or the acceleration of other significant indebtedness of the borrower or some of its subsidiaries. None of the debt or 
credit agreements contain material adverse change clauses. 

The amount available to Duke Energy Ohio and Duke Energy Kentucky under their sublimits to Duke Energy's master credit 

Duke Energy's credit agreement contains various financial and other covenants, including, but not limited to, a covenant 
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DUKE ENERGY KENTUCKY, INC 
Notes to Unaudited Financial Statements - (Continued) 

4. Employee Benefit Obligations 
Duke Energy Kentucky participates in pension and other postretirement benefit plans sponsored by Cinergy. Duke Energy 

Kentucky's net periodic benefit costs as allocated by Cinergy were as follows: 

Qualified Pension Benefits 
Other Postretirement Benefits 

Six Months Six Months 
Ended Ended 

June 30, June 30, 
2008 2007 

(in thousands) 

$ 636 $ 69 1 
$ 837 $ I ,305 

Duke Energy's policy is to fund amounts for its US. qualified plans on an actuarial basis to provide assets sufficient to meet 
benefit payments to be paid to plan participants. Duke Energy did not make contributions to the legacy Cinergy qualified or non- 
qualified pension plans during the six months ended June 30, 2008 and Duke Energy does not anticipate making contributions to 
the legacy Cinergy qualified or non-qualified pension plans during the remainder of 2008. During the six months ended June 30, 
2007, Duke Energy made qualified pension benefit contributions of approximately $350 million to the legacy Cinergy qualified 
pension plans, of which approximately $9 million represents contributions made by Duke Energy Kentucky Duke Energy 
Kentucky expensed pre-tax employer matching contributions of less than $1 million for each of the six months ended June 30. 
2008 and 2007. 

5. Intangibles 

The carrying amount of emission allowances in intangible assets as of June 30, 2008 and December 31, 2007 is $13 million 
and $7 million, respectively 

The carrying values of emission allowances sold or consumed during the six months ended June 30, 2008 and 2007 were $2 
million and $4 million, respectively. 

On July 1 1 ,  2008, the U S. Court of Appeals for the District of Columbia issued a decision vacating the Clean Air Interstate 
Rule (CAIR). See Note 9 for a discussion of the decision. Duke Energy Kentucky is currently evaluating the effect of the decision 
on the carrying value of its emission allowances. 

6. Related Party Transactions 
Duke Energy Kentucky engages in related party transactions which are generally performed at cost and in accordance with 

the applicable state and federal commission regulations, Balances due to or due from related parties included in the Balance 
Sheets as of June 30, 2008 and December 31, 2007 are as follows: 

Accounts Receivable") 
Accounts Payable'" 

June 30, December 31, 

(in thousands) 
2008 2007 

$ 1,420 $ 3,660 
$47,594 $26,429 

(a) Balances exclude assets or liabilities associated with accrued pension and other postretirement benefits, Cinergy 
Receivables and money pool arrangements as discussed below 

Duke Energy Kentucky is allocated its proportionate share of corporate governance and other costs by a consolidated 
affiliate of Duke Energy and a consolidated affiliate of Cinergy Corporate governance and other shared services costs are 
primarily allocations of corporate costs, such as human resources, legal and accounting fees, as well as other third party costs. 
The expenses associated with certain allocated corporate governance and other service costs for Duke Energy Kentucky, which 
are recorded in Operation, maintenance and other within Operating Expenses on the Statements of Operations were $24 million 
and $23 million for the six months ended June 30, 2008 and 2007, respectively. 

See Note 4 for detail on expense amounts allocated from Cinergy to Duke Energy Kentucky related to Duke Energy 
Kentucky's participation in Cinergy's qualified and non-qualified defined benefit pension plans and postretirement health care and 
insurance benefits Additionally, Duke Energy Kentucky has been allocated accrued pension and other postretirement benefit 
obligations from Cinergy of approximately $23 million at June 30, 2008 and December 31, 2007 These amounts have been 
classified in the Balance Sheets as follows: 

Other current liabilities 
Accrued pension and other postretirement benefit costs 
Other deferred credits and other liabilities 

June 30, December 31, 
2008 2007 

(in thousands) 
$ 101 $ 101 
$ 23,231 $ 22,505 
$ -  $ 456 

As discussed in Note I, certain trade receivables have been sold by Duke Energy Kentucky to Cinergy Receivables The 
proceeds obtained from the sales of receivables are largely cash, but do include a subordinated note from Cinergy Receivables 
for a portion of the purchase price This subordinated note is classified as Receivables in the Balance Sheets and was 
approximately $14 million and $29 million as of June 30, 2008 and December 31, 2007, respectively. The interest income 
associated with the subordinated note, which is recorded in Other Income and Expenses, net on the Statements of Operations, 
was approximately $2 million for each of the six months ended June 30, 2008 and 2007 
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DUKE ENERGY KENTUCKY, INC 
Notes to Unaudited Financial Statements - (Continued) 

As discussed further in Note 3, Duke Energy Kentucky participates in a money pool arrangement with Duke Energy and 
other Duke Energy subsidiaries. The expenses associated with money pool activity, which are recorded in Interest Expense on 
the Statements of Operations, were insignificant for the six months ended June 30, 2008 and 2007 

7. Risk Management Instruments 
Duke Energy Kentucky has limited exposure to market price changes of fuel and emission allowance costs incurred for its 

retail customers due to the use of cost tracking and recovery mechanisms in the state of Kentucky. Duke Energy Kentucky does 
have exposure to the impact of market fluctuations in the prices of electricity, fuel and emission allowances associated with its 
generation output not utilized to serve native load or committed load. Exposure to interest rate risk exists as a result of the 
issuance of variable and fixed rate debt. Duke Energy Kentucky employs established policies and procedures to manage its risks 
associated with these market fluctuations using various commodity and financial derivative instruments, including swaps, futures, 
forwards and options. 

result of its issuance of variable and fixed rate debt. Duke Energy Kentucky manages its interest rate exposure by limiting its 
variable-rate exposures to a percentage of total capitalization and by monitoring the effects of market changes in interest rates. 
Duke Energy Kentucky also enters into interest rate swaps to manage and mitigate interest rate risk exposure. 

flows or financial position in 2008 and 2007. 

Interest Rate (Fair Value or Cash Flow) Hedges. Changes in interest rates expose Duke Energy Kentucky to risk as a 

Duke Energy Kentucky's recognized interest rate derivative ineffectiveness was not material to its results of operations, cash 

See Note I O  for additional information related to the fair value of Duke Energy Kentucky's derivative instruments. 

8. Regulatory Matters 

Regulatory Merger Approvals 

On April 3, 2006, the merger between Duke Energy and Cinergy was consummated to create a newly formed company, 
Duke Energy Holding Corp (subsequently renamed Duke Energy Corporation). As a condition to the merger approval, the 
Kentucky Public Service Commission (KPSC) required that certain merger related savings be shared with consumers in Kentucky. 
The commission also required Duke Energy Kentucky to meet additional conditions. Key elements of these conditions include: 

The KPSC required that Duke Energy Kentucky provide $8 million in rate reductions to its customers over five years, 
ending when new rates are established in the next rate case after January 1, 2008. Approximately $1 million of the rate 
reduction was passed through to customers during both the six months ended June 30, 2008 and 2007. - The FERC approved the merger without conditions. 

Franchised Electric and Gas 

Rate Related lnformation The KPSC approves rates for retail electric and gas services within the Commonwealth of 
Kentucky. 

Duke Energy Kentucky Gas Rate Cases. In 2002, the KPSC approved Duke Energy Kentucky's gas base rate case which 
included, among other things, recovery of costs associated with an accelerated gas main replacement program. The approval 
authorized a tracking mechanism to recover certain costs including depreciation and a rate of return on the program's capital 
expenditures. The Kentucky Attorney General appealed to the Franklin Circuit Court the KPSC's approval of the tracking 
mechanism as well as the KPSC's subsequent approval of annual rate adjustments under this tracking mechanism. In 2005, both 
Duke Energy Kentucky and the KPSC requested that the court dismiss these cases. 

In February 2005, Duke Energy Kentucky filed a gas base rate case with the KPSC requesting approval to continue the 
tracking mechanism and for a $14 million annual increase in base rates. A portion of the increase is attributable to recovery of the 
current cost of the accelerated gas main replacement program in base rates. In December 2005, the KPSC approved an annual 
rate increase of $8 million and re-approved the tracking mechanism through 201 1, In February 2006, the Kentucky Attorney 
General appealed the KPSC's order to the Franklin Circuit Court, claiming that the order improperly allows Duke Energy Kentucky 
to increase its rates for gas main replacement costs in between general rate cases, and also claiming that the order improperly 
allows Duke Energy Kentucky to earn a return on investment for the costs recovered under the tracking mechanism which permits 
Duke Energy Kentucky to recover its gas main replacement costs. 

In August 2007, the Franklin Circuit Court consolidated all the pending appeals and ruled that the KPSC lacks legal authority 
to approve the gas main replacement tracking mechanism, and any other annual rate adjustments under the tracking mechanism. 
To date, Duke Energy Kentucky has collected approximately $9 million in annual rate adjustments under the tracking mechanism. 
Duke Energy Kentucky and the KPSC have appealed these cases to the Kentucky Court of Appeals and Duke Energy Kentucky 
continues to utilize tracking mechanisms in its billed rates to customers. At this time, Duke Energy Kentucky cannot predict the 
outcome of these proceedings. 

Duke Energy Kentucky E/ectric Rate Case. In May 2006, Duke Energy Kentucky filed an application for an increase in its 
base electric rates of approximately $67 million in revenue, or approximately 28 percent, to be effective in January 2007 pursuant 
to the KPSC's 2003 Order approving the transfer of 1,100 MW of generating assets from Duke Energy Ohio to Duke Energy 
Kentucky. In the fourth quarter of 2006, the KPSC approved the settlement agreement resolving all the issues raised in the 
proceeding. Among other things, the settlement agreement provided for a $49 million increase in Duke Energy Kentucky's base 
electric rates and reinstitution of the fuel cost recovery mechanism, which had been frozen since 2001. The settlement agreement 
also provided for Duke Energy Kentucky to obtain KPSC approval for a back-up power supply plan. In January 2007, Duke Energy 
Kentucky filed a back-up power supply plan with the KPSC which was approved in March 2007. The back-up power supply plan 
included provisions for purchasing fixed-price products for backup power associated with planned outages using fixed price 
products, and from the Day-Ahead and Real-Time energy markets available from the Midwest Independent Transmission System 
Operator, Inc (Midwest ISO) for forced outages. 
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DTJKE ENERGY KENTTJCKY, INC 
Notes to TJnaudited Financial Statements - (Continued) 

Energy €mciency On November 15, 2007, Duke Energy Kentucky filed its annual application to continue existing energy 
efficiency programs, consisting of nine residential and two commercial and industrial programs, and to true-up its gas and electric 
tracking mechanism for recovery of lost revenues, program costs and shared savings. On February 11, 2008, Duke Energy 
Kentucky filed a motion to amend its energy efficiency programs and applied to reinstitute a low income Home Energy Assistance 
Program The KPSC bifurcated the proposed Home Energy Assistance Program from the other energy efficiency programs On 
May 14, 2008, the KPSC approved the energy efficiency programs An order on the Home Energy Assistance Program is 
expected in the third quarter of 2008 

Other Matters 

Midwest lndependent Transmission System Operator, lnc (Midwest /SO) Resource Adequacy Filing On December 28. 
2007, the Midwest IS0 filed its "Electric Tariff Filing Regarding Resource Adequacy" in compliance with the FERC's request that 
Midwest IS0 file Phase /I of its long-term Resource Adequacy plan by December 2007. The proposal establishes a resource 
adequacy requirement in the form of planning reserve margin. On March 26, 2008, the FERC ruled on the Midwest ISOs 
Resource Adequacy filing and ordered that the new tariff be effective March 27, 2008. This action established a Midwest ISO-wide 
resource adequacy requirement for the first Planning Year which begins June 2009. In the Order, the FERC clarified that States 
have the authority to set their own Planning Reserve Margins, as long as they are not inconsistent with any reliability standard 
approved by the FERC. Duke Energy Kentucky does not believe the resource adequacy requirement will have a material impact 
on its results of operations, cash flows, or financial position. 

Midwest /SO'S Establishment of an Ancillary Services Market On February 25, 2008, the FERC conditionally accepted the 
Midwest IS0 proposal to implement a day-ahead and real-time ancillary services market (ASM), including a scarcity pricing 
proposal. By approving the ASM proposal, the FERC essentially approved the transfer and consolidation of Balancing Authority 
for the entire Midwest IS0 area. This will allow the Midwest IS0 to determine operating reserve requirements and procure 
operating reserves from all qualified resources from an organized market, in place of the current system of local management and 
procurement of reserves by the 24 Balancing Authorities. The Midwest IS0 delayed the ASM launch date, previously scheduled 
for September 9, 2008, indefinitely. At this time, Duke Energy Kentucky does not believe the establishment of the Midwest 
Ancillary Services Market will have a material impact on its results of operations, cash flows, or financial position. 

9. Commitments and Contingencies 
Environmental 

Duke Energy Kentucky is subject to federal, state and local regulations regarding air and water quality, hazardous and solid 
waste disposal and other environmental matters. These regulations can be changed from time to time, imposing new obligations 
on Duke Energy Kentucky. 

Remediation activities Duke Energy Kentucky is responsible for environmental remediation at various contaminated sites. 
These include some properties that are part of ongoing Duke Energy Kentucky operations, sites formerly owned or used by Duke 
Energy Kentucky entities, and sites owned by third parties. Remediation typically involves management of contaminated soils and 
may involve groundwater remediation. Managed in conjunction with relevant federal, state and local agencies, activities vary with 
site conditions and locations, remedial requirements, complexity and sharing of responsibility. If remediation activities involve 
statutory joint and several liability provisions, strict liability, or cost recovery or contribution actions, Duke Energy Kentucky could 
potentially be held responsible for contamination caused by other parties In some instances, Duke Energy Kentucky may share 
liability associated with contamination with other potentially responsible parties, and may also benefit from insurance policies or 
contractual indemnities that cover some or all cleanup costs. All of these sites generally are managed in the normal course of 
business or affiliate operations. Duke Energy Kentucky believes that completion or resolution of these matters will have no 
material adverse effect on its results of operations, cash flows or financial position. 

July 2004. The rule established aquatic protection requirements for existing facilities that withdraw 50 million gallons or more of 
water per day from rivers, streams, lakes, reservoirs, estuaries, oceans, or other I J S .  waters for cooling purposes. Coal-fired 
generating facilities in which Duke Energy Kentucky is either a whole or partial owner are affected sources under that rule. On 
January 25, 2007, the US. Court of Appeals for the Second Circuit issued its opinion in Riverkeeper, /nc v €PA, Nos. 04-6692- 
ag(L) et al. (2d Cir. 2007) remanding most aspects of EPAs rule back to the agency. The court effectively disallowed those 
portions of the rule most favorable to industry, and the decision creates a great deal of uncertainty regarding future requirements 
and their timing On April 14, 2008, the I1.S. Supreme Court issued an order granting review of the case and briefs was filed on 
July 14, 2008. A decision is not likely until 2009. If the Supreme Court upholds the lower court decision, it is expected that costs 
will increase as a result of the court's decision, although Duke Energy Kentucky is unable to estimate its costs to comply. 

Clean Air lnterstate Rule (CAlR) The EPA finalized its CAlR in May 2005. The CAlR was to have limited total annual and 
summertime nitrogen oxides (NO,) emissions and annual SOz emissions from electric generating facilities across the Eastern US. 
through a two-phased cap-and-trade program. Phase 1 was to begin in 2009 for NO, and in 2010 for SOz. Phase 2 was to begin 
in 2015 for both NO, and SO2. On March 25, 2008, the U.S. Court of Appeals for the District of Columbia (D.C. Circuit) heard oral 
argument in a case involving multiple challenges to the CAIR Nearly all aspects of the rule were challenged, but Duke Energy 
challenged only the portions pertaining to SOz allowance allocations. On July 11, 2008, the D.C. Circuit issued its decision in 
North Carolina v EPA No. 05-1244 vacating the CAIR. The EPA has until August 25, 2008 to appeal the decision. The D.C. 
Circuit's decision creates uncertainty regarding future NO, and SOZ emission reductions requirements and their timing. Although 
as a result of the decision there may be a delay in the timing of federal requirements to reduce emissions, it is expected that 
electric sector emission reductions at least as stringent as those imposed by CAlR will be required in the near future, through new 
federal rules and/or individual state requirements. CAIR remains in effect until the Court issues its mandate, which will not be 
before the period for petitions for rehearing runs. Duke Energy Kentucky's plan had been to spend approximately $10 million 
between 2008 and 2012 to comply with Phase 1 of CAlR at plants that Duke Energy Kentucky owns or partially owns but does not 
operate. It has not been determined how the court's decision will affect these planned expenditures. Duke Energy Kentucky did 
not expect to incur any significant costs for complying with Phase 2 of CAIR. 

Duke Energy Kentucky is unable to estimate the costs to comply with any new rule EPA may issue as a result of this 
decision. See Note 5 for a disclJssion of the carrying value of emission allowances. 

Clean Water Act 316(b) The I J S .  Environmental Protection Agency (EPA) finalized its cooling water intake structures rule in 
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DUKE ENERGY KENTUCKY, INC 
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Clean Air Mercury Rule (CAMR) THE EPA finalized its CAMR in May 2005. The CAMR was to have limited total annual 
mercury emissions from coal-fired power plants across the U S. through a two-phased cap-and-trade program beginning in 2010. 
On February 8, 2008 the US. Court of Appeals for the District of Columbia issued its opinion in New Jersey v €PA, No. 05-1097 
vacating the CAMR. The decision creates uncertainty regarding future mercury emission reduction requirements and their timing. 
The EPA and utilities have requested rehearing of the D.C. Circuit Court decision by the entire D C. Circuit panel (en banc 
review). The court has ordered briefing on whether it should accept the case for en banc review. Thus, the matter remains 
unsettled until the court decides whether to rehear the case. Barring reversal of the decision if reheard, there will be a delay in the 
implementation of federal mercury requirements for existing coal-fired power plants while EPA conducts a new rulemaking. Duke 
Energy Kentucky is unable to estimate the costs to comply with a new EPA rule, although it is expected that costs will increase as 
a result of the court's decision. 

Coal Combustion Product (CCP) Management Duke Energy Kentucky currently estimates that it will spend approximately 
$19 million over the period 2008-2012 to install synthetic caps and liners at existing and new CCP landfills and to convert CCP 
handling systems from wet to dry systems. 

Extended Environmental Activities and Accruals. Included in Other Deferred Credits and Other Liabilities on the Balance 
Sheets were total accruals related to extended environmental-related activities of approximately $2 million as of June 30, 2008 
and December 31, 2007. These accruals represent Duke Energy Kentucky's provisions for costs associated with remediation 
activities at some of its current and former sites, as well as other relevant environmental contingent liabilities. Duke Energy 
Kentucky believes that completion or resolution of these matters will have no material impact on its results of operations, cash 
flows or financial position. 

Litigation 
Section 126 Petitions In March 2004, the state of North Carolina filed a petition under Section 126 of the CAA in which it 

alleges that sources in 13 upwind states, including Kentucky, significantly contribute to North Carolina's non-attainment with 
certain ambient air quality standards. In August 2005, the EPA issued a proposed response to the petition. The EPA proposed to 
deny the ozone portion of the petition based upon a lack of contribution to air quality by the named states. The EPA also proposed 
to deny the particulate matter portion of the petition based upon the CAlR Federal Implementation Plan (FIP). that would address 
the air quality concerns from neighboring states. On April 28, 2006, the EPA denied North Carolina's petition based upon the final 
CAlR FIP described above. North Carolina has filed a legal challenge to the EPA's denial. 

Island, Vermont, Wisconsin and the City of New York brought a lawsuit in the I J S  District Court for the Southern District of New 
York against Cinergy, American Electric Power Company, Inc., American Electric Power Service Corporation, The Southern 
Company, Tennessee Valley Authority, and Xcel Energy Inc. A similar lawsuit was filed in the CI.S District Court for the Southern 
District of New York against the same companies by Open Space Institute, lnc., Open Space Conservancy, Inc., and The 
Audubon Society of New Hampshire. These lawsuits allege that the defendants' emissions of COz from the combustion of fossil 
fuels at electric generating facilities contribute to global warming and amount to a public nuisance. The complaints also allege that 
the defendants could generate the same amount of electricity while emitting significantly less COz The plaintiffs are seeking an 
injunction requiring each defendant to cap its COzemissions and then reduce them by a specified percentage each year for at 
least a decade. In September 2005, the District Court granted the defendants' motion to dismiss the lawsuit. The plaintiffs have 
appealed this ruling to the Second Circuit Court of Appeals. Oral argument was held before the Second Circuit Court of Appeals 
on June 7, 2006. It is not possible to predict with certainty whether Duke Energy Kentucky will incur any liability or to estimate the 
damages, if any, that Duke Energy Kentucky might incur in connection with this matter 

Hurricane Katrina Lawsuit In April 2006, Cinergy was named in the third amended complaint of a purported class action 
lawsuit filed in the U.S District Court for the Southern District of Mississippi. Plaintiffs claim that Cinergy, along with numerous 
other utilities, oil companies, coal companies and chemical companies, are liable for damages relating to losses suffered by 
victims of Hurricane Katrina. Plaintiffs claim that defendants' greenhouse gas emissions contributed to the frequency and intensity 
of storms such as Hurricane Katrina. On August 30, 2007, the court dismissed the case. The plaintiffs have filed their appeal to 
the Fiflh Circuit Court of Appeals, and oral arguments were heard on August 6, 2008. It is not possible to predict with certainty 
whether Duke Energy Kentucky will incur any liability or to estimate the damages, if any, that Duke Energy Kentucky might incur in 
connection with this matter. 

Other Litigation and Legal Proceedings Duke Energy Kentucky is involved in other legal, tax and regulatory proceedings 
arising in the ordinary course of business, some of which involve substantial amounts Duke Energy Kentucky believes that the 
final disposition of these proceedings will not have a material adverse effect on its results of operations, cash flows or financial 
position. 

Duke Energy Kentucky has exposure to certain legal matters that are described herein. As of June 30. 2008 and 
December 31,2007, Duke Energy Kentucky has recorded insignificant reserves for these proceedings and exposures. Duke 
Energy Kentucky expenses legal costs related to the defense of loss contingencies as incurred. 

Carbon Dioxide (Cod Litigation. In July 2004, the states of Connecticut, New York, California, Iowa, New Jersey, Rhode 
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I O .  Fair Value of Financial Assets and Liabilities 
On January 1, 2008, Duke Energy Kentucky adopted SFAS No. 157, "Fair Value Measurements," (SFAS No. 157). Duke 

Energy Kentucky's adoption of SFAS No 157 is currently limited to financial instruments and to non-financial derivatives as, 
in February 2008, the FASB issued FSP No. 157-2, which delayed the effective date of SFAS No. 157 for one year for 
nonfinancial assets and liabilities, except for items that are recognized or disclosed at fair value in the financial statements on a 
recurring basis. There was no cumulative effect adjustment to retained earnings for Duke Energy Kentucky as a result of the 
adoption of SFAS No. 157. 

SFAS No. 157 defines fair value, establishes a framework for measuring fair value in GAAP and expands disclosure 
requirements about fair value measurements. Under SFAS No. 157, fair value is considered to be the exchange price in an orderly 
transaction between market participants to sell an asset or transfer a liability at the measurement date. The fair value definition 
under SFAS No 157 fociises on an exit price, which is the price that would be received by Duke Energy Kentucky to sell an asset 
or paid to transfer a liability versus an entry price, which would be the price paid to acquire an asset or received to assume a 
liability. Although SFAS No 157 does not require additional fair value measurements, it applies to other accounting 
pronouncements that require or permit fair value measurements. 

prescribed by SFAS No. 157, which prioritizes the inputs to valuation techniques used to measure fair value into three levels: 
Duke Energy Kentucky determines fair value of financial assets and liabilities based on the following fair value hierarchy, as 

Level 1 inputs -unadjusted quoted prices in active markets for identical assets or liabilities that Duke Energy Kentucky has 
the ability to access. An active market for the asset or liability is one in which transactions for the asset or liability occur with 
sufficient frequency and volume to provide ongoing pricing information. Duke Energy Kentucky does not adjust quoted 
market prices on Level 1 inputs for any blockage factor 
Level 2 inputs -inputs other than quoted market prices included in Level 1 that are observable, either directly or indirectly, 
for the asset or liability Level 2 inputs include, but are not limited to, quoted prices for similar assets or liabilities in an active 
market, quoted prices for identical or similar assets or liabilities in markets that are not active and inputs other than quoted 
market prices that are observable for the asset or liability, such as interest rate curves and yield curves observable at 
commonly quoted intervals, volatilities, credit risk and default rates. 
Level 3 inputs - unobservable inputs for the asset or liability. 
In February 2007, the FASB issued SFAS No. 159, "The Fair Value Option for Financial Assets and Financial Liabilities- 

including an amendment of FASB Statement No 115' (SFAS No. 159), which permits entities to elect to measure many financial 
instruments and certain other items at fair value. For Duke Energy Kentucky, SFAS No. 159 was effective as of January 1, 2008 
and had no impact on amounts presented for periods prior to the effective date. Duke Energy Kentucky does not currently have 
any financial assets or financial liabilities for which the provisions of SFAS No 159 have been elected However, in the future, 
Duke Energy Kentucky may elect to measure certain financial instruments at fair value in accordance with this standard. 

The following table provides the fair value measurement amounts for assets and liabilities recorded in Unrealized gains on 
mark-to-market and hedging transactions and Unrealized losses on mark-to-market and hedging transactions on Duke Energy 
Kentucky's Balance Sheets at fair value at June 30, 2008. 

Total Fair Value 
Amounts at 

June 30,2008 Level 1 Level 2 Level 3 

Description 
Derivatives Assets $ 646 $ - (in thousands) 

- $ $ 646 

- Derivatives Liabilities $ 1,740 $ I $ 1,740 $ 

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

Derivatives (net) 

(in thousands) 
Balance at January 1,2008 $ 0 

Total gains included on balance sheet 646 
Balance at June 30,2008 $ 646 
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11. New Accounting Standards 
The following new accounting standards were adopted by Duke Energy Kentucky subsequent to June 30, 2007 and the 

SFAS No 157 Refer to Note 10 for a discussion of Duke Energy Kentucky's adoption of SFAS No 157. 
SFAS No I59 Refer to Note 10 for a discussion of Duke Energy Kentucky's adoption of SFAS No 159 
FSP No FllV 39-1. Refer to Note 1 for a discussion of Duke Energy Kentucky's adoption of FSP No. FIN 39-1 
The following new accounting standards have been issued, but have not yet been adopted by Duke Energy Kentucky as of 

June 30,2008: 
SFAS No 161, "Disclosures about Derivative lnsfruments and Hedging Activities - an amendment to FASB Statement No 

133" (SFAS No 161) In March 2008, the FASB issued SFAS No 161, which amends and expands the disclosure requirements 
for derivative instruments and hedging activities prescribed by SFAS No. 133, "Accounting for Derivative lnstruments and Hedging 
Activities." SFAS No. 161 requires qualitative disclosures about objectives and strategies for using derivatives, quantitative 
disclosures about fair value amounts of and gains and losses on derivative instruments, and disclosures about credit-risk-related 
contingent features in derivative agreements. Duke Energy Kentucky will adopt SFAS No. 161 as of January 1, 2009 and SFAS 
No. 161 encourages, but does not require, comparative disclosure for earlier periods at initial adoption. The adoption of SFAS No. 
161 will not have any impact on Duke Energy Kentucky's results of operations, cash flows or financial position 

impact of such adoption, if applicable, has been presented in the accompanying Financial Statements: 

12. Income Taxes and Other Taxes 
The taxable income of Duke Energy Kentucky is reflected in Duke Energy's U.S. federal and state income tax returns. Duke 

Energy Kentucky has a tax sharing agreement with Duke Energy, where the separate return method is used to allocate tax 
expenses and benefits to the subsidiaries whose investments or results of operations provide these tax expenses and benefits. 
The accounting for income taxes essentially represents the income taxes that Duke Energy Kentucky would incur if Duke Energy 
Kentucky were a separate company filing its own tax return as a C-Corporation. 

At June 30,2008, Duke Energy Kentucky has approximately $233 thousand recorded for unrecognized tax benefits and no 
portion of the total unrecognized tax benefits would, if recognized, affect the effective tax rate. It is reasonably possible that Duke 
Energy Kentucky will reflect an approximate $250 thousand reduction in unrecognized tax benefits within the next twelve months 
due to expected settlements. 

During the six months ended June 30, 2008, Duke Energy Kentucky recognized net interest income of approximately $158 
thousand At June 30. 2008, Duke Energy Kentucky had approximately $464 thousand of interest receivable, which reflects all 
interest related to income taxes, and no accrued penalties in the Balance Sheets. 

Duke Energy Kentucky has the following tax years open: 

Jurisdiction Tax Years 
Federal 2000and after 
State Closed through 2001 ~ with the exception of any adjustments related to open federal years 

13. Subsequent Events 
For information on subsequent events related to intangibles, regulatory matters and commitments and contingencies, see 

Notes 5, 8 and 9. respectively 
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DUKE ENERGY KENTUCKY, INC. 
STATEMENTS OF OPERATIONS 

Quarters Ended 
March 31, 

2008 2007 
(in thousands) 

Operating Revenues 
Electric 
Gas 

Total Operating Revennes 

Xi 81,721 ii; 79,646 
72,758 67,161 

154,479 146,807 

Operating Expenses 

Natural gas purchased 55,916 48,176 
Operation, maintenance and other 31,280 30,604 
Fuel used in electric generation and purchased power 33,357 30,707 
Depreciation and amortization 8,044 9,361 

Total Operating Expenses 131,710 122,887 
Property and other taxes 3,113 3,439 

Operating Income 22,7G9 23,920 

Other Income and Expenses, net 
Interest Expense 

1,416 1,249 
4,220 4,250 

Income Before Income Taxes 19,965 20.9 19 

Income Tax Expense 7,451 8,010 

See Notes to Unaudited Financial Statements 
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DUKE ENERGY KENTUCKY, INC. 
BALANCE SHEETS 

ASSETS March 31, December 3 1, 
2008 2007 

(in thousands) 

Current Assets 
Cash and cash equivalents $ 15,455 $ 9,302 
Receivables (net of allowance for doubtful accounts of $ 3  18 at March 3 I ,  2008 and 44,043 

Inventory 24,820 27,391 
Other 11,986 I 9,372 

Total current assets 90,484 100,108 

38,223 
$3 I5 at December 31,2007) 

Investments and Other Assets 
Intangible assets 
Other 

Total investments and other assets 

6,046 7,064 
2,172 3,430 
8,218 10,494 

Property, Plant, and Equipment 
Cost 
Less accumulated depreciation and amortization 

Net property, plant, and equipment 

1,506,822 1,499,357 
621,350 6 17,530 
885,472 88 1,827 

Regulatory Assets and Deferred Debits 
Deferred debt expense 
Regulatory Assets 

Total regulatory assets and deferred debits 

5,368 5,445 
20,108 17,093 
25,476 22,538 

Total Assets $ 1,009,650 $ 1,014,967 

See Notes to Unaudited Financial Statements 
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DUKE ENERGY KENTUCKY, INC. 
BALANCE SHEETS 

LIABILITIES AND COMMON STOCKHOLDER’S EQUITY 
March 31, December 31, 

2008 2007 
(in thousands) 

Current Liabilities 
Accounts payable 
Notes payable 
Taxes accrued 
lnterest accrued 
Current maturities of long-term debt 
Other 

Total current liabilities 

$ 58,278 $ 53,989 
485 27,470 

23,595 16,777 

21,907 2 1,678 
1,884 3,553 

13,887 12,807 
120,036 136,274 

Long-term Debt 264,683 265,334 

Deferred Credits and Other Liabilities 
Deferred income taxes 
Investment tax credit 
Accrued pension and other postretirement benefit costs 
Regulatory liabilities 
Asset retirement obligations 
Other 

Total deferred credits and other liabilities 

151,293 153,3 I5 
5,320 5,581 

22,702 22,505 
33,093 33,901 

6.309 6,179 
7,156 6,332 

225,813 227,813 

Common Stocltholder’s Equity 
Common stock- $15 00 par value, 1,000,000 shares authorized and 585,333 shares 

8,780 8,780 
Paid-in capital 167,494 167,494 

222,784 210,270 Retained earnings 
Accumulated other comprehensive loss (998) 

399,058 385,546 

outstanding at March 3 I ,  2008 and December 3 I ,  2007 

Total common stockholder’s equity 

Total Liabilities and Common Stockholder’s Equity S 1,009,650 $ 1,014,967 

See Notes to Ilnaudited Financial Statements 
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DIJKE ENERGY KENTUCKY 
STATEMENTS OF CHANGES IN COMMON STOCKHOLDER’S EQUITY AND COMPREHENSIVE INCOME 

(in thousands) 

Accumnlated Other 
Comarehensive Income (Loss) 

Total 
Net Gains Common 
(Losses) 

Common Paid-in Retained on Cash Flow Stockholder’s 
Stock Capital Earnings Hedges Equity 

Balance at  December 31,2006 $ 8,780 $ 164,344 $ 176,965 $ (741) $ 349,348 

Net income 
Other comprehensive income, net of tax effect of $179 

Total comprehensive income 
Cash flow hedges 

12,909 12,909 

276 276 
13,185 

Adoption of SFAS No. 158 - measurement (416) (416) 

Balance at  March 31,2007 $ 8,780 $ 164,344 $ 189,458 $ (465) $ 362,117 

Balance a t  December 31,2007 $ 8,780 $ 167,494 $ 210,270 $ (998) $ 385,546 

Net income 
Other comprehensive income, net of tax effect of $628 

Total comprehensive income 
Cash flow hedges 

12,514 12,514 

998 998 
13.512 

Balance at  March 31,2008 $ 8,780 $ 167,434 $ 222,784 $ - $ 399,058 

See Notes to Unaudited Financial Statements 
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DUKE ENERGY KENTIJCKY, INC. 
STATEMENTS OF CASH FLDWS 

Three Months Ended 
March 31, 

2008 2007 
(in lhousands) 

Cash Flows from Operating Activities 
Net income 
Adjustments to reconcile net income to net cash provided by operating activities: 

Depreciation and amortization 
Losses on sales of equity investments and other assets 
Deferred income taxes 
Regulatory asetlliability amortization 
Accrued pension and other postretirement benefit costs 
(Increase) decrease in: 

Net realized and unrealized mark-to-market and hedging transactions 
Receivables 
lnventory 
Other current assets 

(Increase) decrease in. 
Accounts payable 
Taxes accrued 
Other current liabilities 

Regulatory assetlliabilty deferrals 
Other assets 

12,514 

8,192 

(2,735) 
452 
584 

1,158 
3,900 
6,822 
4,451 

(554) 
6,818 
(835) 

7,859 
1,169 

$! 12,909 

9,361 
50 

371 
1,762 
1.081 

(1,784) 
2,970 
6,004 
2.448 

Other liabilities (2,133) 

Net cash provided by operating activities 47,662 41,285 

Cash Flows from Investing Activities 
Capital expenditures (14,025) ( 12,178) 

Net cash used in investing activities (14,025) (12,178) 

Cash Flows from Financing Activities 
Redemption of long-term debt (440) (371) 

Other (59) 
Notes payable and commercial paper (26,985) (24,992) 

Net cash used in financing activities (27,484) (25,363) 

Net increase in cash and cash equivalents 6,153 3,744 

Cash and cash eqaivalents a t  beginning of period 9,302 6,593 

Cash and cash equivalents a t  end of period $ 15,455 $ 10,337 

See Notes to llnaudited Financial Statements 
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DUKE ENERGY KENTUCKY 
Notes to TJnaudited Financial Statements 

1. Basis of Presentation 

public utility company that provides service in northern Kentucky. Duke Energy Kentucky's principal lines of business include 
generation, transmission and distribution of electricity as well as the sale of andlor transportation of natural gas. Duke Energy 
Kentucky's common stock is wholly owned by Duke Energy Ohio, an Ohio corporation organized in 1837, which is wholly owned 
by Cinergy Corp. (Cinergy), a Delaware corporation organized in 1993. Cinergy is a wholly owned subsidiary of Duke Energy 
Corporation (Duke Energy) 

These statements reflect Duke Energy Kentucky's proportionate share of the East Bend generating station which is jointly 
owned with Dayton Power & Light. 

These Financial Statements reflect all normal recurring adjustments that are, in the opinion of management, necessary to 
fairly present Duke Energy Kentucky's financial position and results of operations. Amounts reported in the interim Statements of 
Operations are not necessarily indicative of amounts expected for the respective annual periods due to the effects of seasonal 
temperature variations on energy consumption, regulatory rulings, the timing of maintenance on electric generating units, changes 
in mark-to-market valuations, changing commodity prices, and other factors. 

Use of Estimates. To conform to generally accepted accounting principles (GAAP) in the United States (LLS,), management 
makes estimates and assumptions that affect the amounts reported in the Financial Statements and Notes. Although these 
estimates are based on management's best available knowledge at the time, actual results could differ. 

Reclassifications. Certain prior period amounts on the Balance Sheets have been reclassified in connection with the 
adoption of Financial Accounting Standards Board (FASB) Staff Position (FSP) No FIN 39-1 ,"Amendment of FASB Interpretation 
No 39, Offsetting of Amounts Related to Certain Contracts," (FSP No. FIN 39-1) on January 1, 2008, the effects of which require 
retrospective application to the Balance Sheets 

Unbilled Revenue. Revenues on sales of electricity and gas are recognized when either the service is provided or the 
praduct is delivered. llnbilled revenues are estimated by applying an average revenue per kilowatt hour or per thousand cubic feet 
(Mcf) for all customer classes to the number of estimated kilowatt hours or Mcfs delivered but not billed. The amount of unbilled 
revenues can vary significantly period to period as a result of factors including seasonality, weather, customer usage patterns and 
customer mix. The receivables for unbilled revenues for Duke Energy Kentucky ($21 million and $25 million at March 31, 2008 
and December 31, 2007, respectively) are included in the sales of accounts receivable to Cinergy Receivables Company. LLC 
(Cinergy Receivables) 

Nature of Operations. Duke Energy Kentucky, a Kentucky corporation organized in 1901, is a combination electric and gas 
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DTJKE ENERGY KENTTJCKY 
Notes to Unaudited Financial Statements - (Continued) 

2. Inventory 
Inventory consists primarily of coal held for electric generation; materials and supplies; and natural gas held in storage for 

transmission and sales commitments. Inventory is recorded primarily using the average cost method. 

Gas held in storage 
Fuel for use in electric generation 
Materials and supplies 

Total Inventory 

March 31, December 31, 
2008 2007 

(in thousands) 
$ 3,442 $ 9,140 

11,936 9,010 
9,442 9,241 

$ 24,820 $ 27,391 

3. Debt and Credit Facilities 
Duke Energy Kentucky receives support for its short-term borrowing needs through its participation with Duke Energy and 

other Duke Energy subsidiaries in a money pool arrangement, which allows Duke Energy Kentucky to better manage its cash and 
working capital requirements. Under this arrangement, those companies with short-term funds may provide short-term loans to 
affiliates participating under this arrangement" As of March 31, 2008 and December 31, 2007, Duke Energy Kentucky was in a 
payable position of less than $500 thousand and $27 million, respectively, classified within Notes payable in the accompanying 
Balance Sheets. During the three months ended March 31,2008 and 2007, the $27 million and $25 million change in the money 
pool, respectively, is reflected as a cash outflow in Notes payable and commercial paper, net within Net cash used in financing 
activities on the Statements of Cash Flows. 

Available Credit Facilities and Restrictive Debt Covenants In March 2008, Duke Energy entered into an amendment to its 
$2.65 billion master credit facility whereby the borrowing capacity was increased by $550 million to $3.2 billion. Pursuant to the 
amendment, the borrowing sub limit of Duke Energy Kentucky did not change. Duke Energy Kentucky has a borrowing sub limit 
of $100 million under the master credit facility. 

The issuance of commercial paper, letters of credit and other borrowings reduces the amount available under the credit 
facility. 

Duke Energy's credit agreement contains various financial and other covenants, including, but not limited to, a covenant 
regarding the debt-to-total capitalization ratio at Duke Energy, Duke Energy Ohio and Duke Energy Kentucky to not exceed 65%. 
Failure to meet these covenants beyond applicable grace periods could result in accelerated due dates andlor termination of the 
agreements As of March 31, 2008, Duke Energy Kentucky was in compliance with those covenants. In addition, some credit 
agreements may allow for acceleration of payments or termination of the agreements due to nonpayment, or the acceleration of 
other significant indebtedness of the borrower or some of its subsidiaries. None of the debt or credit agreements contain material 
adverse change clauses 

While Duke Energy Kentucky has plans to refund and refinance its tax exempt auction rate bonds, which had an outstanding 
balance of $77 million at March 31, 2008, the timing of such refinancing transactions is uncertain and subject to market conditions. 

4. Employee Benefit Obligations 
Duke Energy Kentucky participates in pension and other postretirement benefit plans sponsored by Cinergy. Duke Energy 

Kentucky's net periodic benefit costs as allocated by Cinergy were as follows: 

Qualified Pension Benefits 
Other Postretirement Benefits 

Three Months Three Months 
Ended Ended 

March 31, March 31, 
2008 2007 

(in thousands) 
$ 266 $ 747 
$ 318 $ 346 

Duke Energy's policy is to fund amounts for its US. qualified and non-qualified pension plans on an actuarial basis to 
provide assets sufficient to meet benefit payments to be paid to plan participants. Duke Energy did not make contributions to the 
legacy Cinergy qualified or non-qualified pension plans during the three months ended March 31, 2008 or 2007. Duke Energy 
does not anticipate making contributions to the legacy Cinergy qualified or non-qualified pension plans during 2008. Duke Energy 
Kentucky expensed pre-tax employer matching contributions of less than $1 million for each of the three months ended March 31, 
2008 and 2007. 

5. Intangibles 

The carrying amount of emission allowances in intangible assets as of March 31, 2008 and December 31, 2007 is $6 million 

The carrying values of emission allowances sold or consumed during the three months ended March 31,2008 and 2007 
and $7 million, respectively. 

were $1 million and $3 million, respectively. 
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DUKE ENERGY KENTTJCKY 
Notes to Unaudited Financial Statements - (Continued) 

6. Related Party Transactions 
Duke Energy Kentucky engages in related party transactions. These transactions are generally performed at cost and in 

accordance with the applicable state and federal commission regulations Balances due to or due from related parties included in 
the Balance Sheets as of March 31,2008 and December 31,2007 are as follows: 

Accounts Receivable(') 
Accounts Payable") 

March 31, December 31, 

(in thousands) 
2008 2007 

$ 1,019 $ 3,660 
$30,933 $26,429 

(a) Balances exclude assets or liabilities associated with accrued pension and other postretirement benefits, Cinergy 
Receivables and money pool arrangements as discussed below. 

Duke Energy Kentucky is allocated its proportionate share of corporate governance and other costs by a consolidated 
affiliate of Duke Energy and a consolidated affiliate of Cinergy. Corporate governance and other shared services costs are 
primarily allocations of corporate costs, such as human resources, legal and accounting fees, as well as other third party costs 
The expenses associated with certain allocated corporate governance and other service costs for Duke Energy Kentucky, which 
are recorded in Operation, maintenance and other within Operating Expenses on the Statements of Operations were $12 million 
and $1 1 million for the three months ended March 31, 2008 and 2007. respectively 

See Note 4 for detail on expense amounts allocated from Cinergy to Duke Energy Kentucky related to Duke Energy 
Kentucky's participation in Cinergy's qualified and non-qualified defined benefit pension plans and postretirement health care and 
insurance benefits. Additionally, Duke Energy Kentucky has been allocated accrued pension and other postretirement benefit 
obligations from Cinergy of approximately $23 million at March 31, 2008 and December 31, 2007 These amounts have been 
classified in the Balance Sheets as follows: 

Other current liabilities 
Accrued pension and other postretirement benefit costs 
Other deferred credits and other liabilities 

March 31, December 31, 
2008 2007 

(in thousands) 
$ 101 $ 101 
$ 22,702 $22,505 
$ 492 $ 456 

Additionally, certain trade receivables have been sold by Duke Energy Kentucky to Cinergy Receivables, an unconsolidated 
entity formed by Cinergy. The proceeds obtained from the sales of receivables are largely cash but do include a subordinated note 
from Cinergy Receivables for a portion of the purchase price. This subordinated note is classified by Duke Energy Kentucky as 
Receivables in the Balance Sheets and was approximately $27 million and $29 million as of March 31, 2008 and December 31, 
2007, respectively. The interest income associated with Cinergy Receivables for Duke Energy Kentucky, which is recorded in 
Other Income and Expenses, net on the Statements of Operations, was approximately $1 million for the three months ended 
March 31,2008 and 2007. 

2008 and December 31, 2007, Duke Energy Kentucky was in a payable position of less than $500 thousand and $27 million, 
respectively, classified within Notes payable in the accompanying Balance Sheets. See Note 3 for further discussion of the 
money pool arrangement. 

Duke Energy Kentucky participates in a money pool with Duke Energy and other Duke Energy subsidiaries. As of March 31, 

7. Risk Management Instruments 
Duke Energy Kentucky has limited exposure to market price changes of fuel and emission allowance costs incurred for its 

retail customers due to the use of cost tracking and recovery mechanisms in the state of Kentucky. Duke Energy Kentucky does 
have exposure to the impact of market fluctuations in the prices of electricity, fuel and emission allowances associated with its 
generation output not utilized to serve native load or committed load (off-system, wholesale power sales). Exposure to interest 
rate risk exists as a result of the issuance of variable and fixed rate debt. Duke Energy Kentucky employs established policies and 
procedures to manage its risks associated with these market fluctuations using various commodity and financial derivative 
instruments, including swaps, futures, forwards and options. 

Interest Rate (Fair Value or Cash Flow) Hedges. Changes in interest rates expose Duke Energy Kentucky to risk as a 
result of its issuance of variable and fixed rate debt. Duke Energy Kentucky manages its interest rate exposure by limiting its 
variable-rate exposures to a percentage of total capitalization and by monitoring the effects of market changes in interest rates. 
Duke Energy Kentucky also enters into interest rate swaps to manage and mitigate interest rate risk exposure. 

flows or financial position in 2008 and 2007. 
Duke Energy Kentucky's recognized interest rate derivative ineffectiveness was not material to its results of operations, cash 

See Note 10 for additional information related to the fair value of Duke Energy Kentucky's derivative instruments. 

8. Regulatory Matters 
Regulatory Merger Approvals. On April 3,2006, the merger between Duke Energy and Cinergy was consummated to 

create a newly formed company, Duke Energy Holding Corp. (subsequently renamed Duke Energy Corporation) As a condition to 
the merger approval, the Kentucky Public Service Commission (KPSC) required that certain merger related savings be shared 
with consumers in Kentucky The commissions also required Duke Energy Kentucky to meet additional conditions Key elements 
of these conditions include: 

The KPSC required that Duke Energy Kentucky provide $8 million in rate reductions to its customers over five years, 
ending when new rates are established in the next rate case after January 1, 2008 Approximately $1 million of the rate 
reduction was passed through to customers during both the three months ended March 31, 2008 and 2007 - The FERC approved the merger without conditions 
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DUKE ENERGY KENTIJCKY 
Notes to IJnaudited Financial Statements - (Continued) 

Franchised Electric and Gas. Rate Related Information. The KPSC approves rates for retail electric and gas services 
within the Commonwealth of Kentucky. The FERC approves rates for electric sales to wholesale customers served under cost- 
based rates. 

Duke Energy Kentucky Gas Rate Cases. In 2002, the KPSC approved Duke Energy Kentucky's gas base rate case which 
included, among other things, recovery of costs associated with an accelerated gas main replacement program. The approval 
authorized a tracking mechanism to recover certain costs including depreciation and a rate of return on the program's capital 
expenditures. The Kentucky Attorney General appealed to the Franklin Circuit Court the KPSC's approval of the tracking 
mechanism as well as the KPSC's subsequent approval of annual rate adjustments under this tracking mechanism. In 2005, both 
Duke Energy Kentucky and the KPSC requested that the court dismiss these cases. 

In February 2005, Duke Energy Kentucky filed a gas base rate case with the KPSC requesting approval to continue the 
tracking mechanism and for a $14 million annual increase in base rates. A portion of the requested increase is attributable to 
recovery of the current cost of the accelerated main replacement program in base rates. In December 2005, the KPSC approved 
an annual rate increase of $8 million and re-approved the tracking mechanism through 2011. In February 2006, the Kentucky 
Attorney General appealed the KPSC's order to the Franklin Circuit Court, claiming that the order improperly allows Duke Energy 
Kentucky to increase its rates for gas main replacement costs in between general rate cases, and also claiming that the order 
improperly allows Duke Energy Kentucky to earn a return on investment for the costs recovered under the tracking mechanism 
which permits Duke Energy Kentucky to recover its gas main replacement costs. 

In August 2007, the Franklin Circuit Court consolidated all the pending appeals and ruled that the KPSC lacks legal authority 
to approve the gas main replacement tracking mechanism, and any other annual rate adjustments under the tracking mechanism 
To date, Duke Energy Kentucky has collected approximately $9 million in annual rate adjustments under the tracking mechanism 
Duke Energy Kentucky and the KPSC have appealed these cases to the Kentucky Court of Appeals and Duke Energy Kentucky 
continues to utilize tracking mechanisms in its billed rates to customers. At this time, Duke Energy Kentucky cannot predict the 
outcome of these proceedings 

Duke Energy Kentucky Electric Rate Case In May 2006, Duke Energy Kentucky filed an application for an increase in its 
base electric rates of approximately $67 million in revenue, or approximately 28 percent, to be effective in January 2007 pursuant 
to the KPSC's 2003 Order approving the transfer of 1,100 MW of generating assets from Duke Energy Ohio to Duke Energy 
Kentucky. In the fourth quarter of 2006, the KPSC approved the settlement agreement resolving all the issues raised in the 
proceeding. Among other things, the settlement agreement provided for a $49 million increase in Duke Energy Kentucky's base 
electric rates and reinstitution of the fuel cost recovery mechanism, which had been frozen since 2001 The settlement agreement 
also provided for Duke Energy Kentucky to obtain KPSC approval for a back-up power supply plan. In January 2007, Duke Energy 
Kentucky filed a back-up power supply plan with the KPSC which was approved in March 2007. The back-up power supply plan 
included provisions for purchasing fixed-price products for backup power associated with planned outages using fixed price 
products, and from the Day-Ahead and Real-Time energy markets available from the Midwest Independent Transmission System 
Operator, Inc. (Midwest ISO) for forced outages. 

efficiency programs, consisting of nine residential and two commercial and industrial programs, and to true-up its gas and electric 
tracking mechanism for recovery of lost revenues, program costs and shared savings On February 11, 2008, Duke Energy 
Kentucky filed a motion to amend its energy efficiency programs and applied to reinstitute a low income Home Energy Assistance 
Program. By Order dated May 14, 2008, the KPSC approved Duke Energy Kentucky's application to continue its energy efficiency 
program offerings. The Home Energy Assistance Program matter remains pending. 

Midwest /SO Resource Adequacy Filing On December 28, 2007, the Midwest IS0 filed its "Electric Tariff Filing Regarding 
Resource Adequacy" in compliance with the FERC's request that Midwest IS0 file Phase II of its long-term Resource Adequacy 
plan by December 2007. The proposal establishes a resource adequacy requirement in the form of planning reserve margin On 
March 26, 2008, the FERC ruled on the Midwest ISO's Resource Adequacy filing and ordered that the new tariff be effective 
March 27, 2008. This action established a Midwest ISO-wide resource adequacy requirement for the first Planning Year. In the 
Order, the FERC clarified that States have the authority to set their own planning reserve margins, as long as they are consistent 
with any FERC-approved reliability standard. The FERC also rejected the use of power purchase agreements or seller's choice 
contracts as capacity resources if the contracts do not specify resources. Duke Energy Kentucky does not believe the Midwest 
IS0 resource adequacy requirement will have a material impact on its results of operations, cash flows, or financial position. 

Midwest /SO'S Estab/ishment of an Anci//ary Services Market On February 25, 2008, the FERC conditionally accepted the 
Midwest IS0 proposal to implement a day-ahead and real-time ancillary services market (ASM), including a scarcity pricing 
praposal. The FERC's conditional approval is based upon the "cost benefits" verification By approving the ASM proposal, the 
FERC essentially approved the transfer and consolidation Balancing Authority responsibility in the Midwest IS0 so that it will 
become the North American Electric Reliability Council-certified Balancing Authority for the entire Midwest I S 0  Balancing 
Authority Area. This transfer will allow the Midwest IS0 to determine operating reserve requirements and procure operating 
reserves from all qualified resources from an organized market, in place of the current system of local management and 
procurement of reserves by the 24 Balancing Authorities. The FERC also approved the adoption of conduct and impact mitigation 
tests that are the same as those now used in the Midwest ISO's energy market These tests, along with a comprehensive package 
of market mitigation measures, will ensure that ancillary services market rates are just and reasonable as the region moves from 
cost-based rates to market-based rates The Order also maintained the proposed ASM launch date of June 1, 2008 On March 21, 
2008, MISO informed the FERC that it was delaying the ASM launch date until September 9, 2008. At this time, Duke Energy 
Kentucky does not believe the establishment of the Midwest Ancillary Services Market will have a material impact on its results of 
operations, cash flows, or financial position 

Environmental 
Duke Energy Kentucky is subject to federal, state and local regulations regarding air and water quality, hazardous and solid 

waste disposal and other environmental matters. These regulations can be changed from time to time, imposing new obligations 
on Duke Energy Kentucky. 

Remediation activities Duke Energy Kentucky is responsible for environmental remediation at various contaminated sites 
These include some properties that are part of ongoing Duke Energy Kentucky operations, sites formerly owned or used by Duke 
Energy Kentucky entities, and sites owned by third parties. Remediation typically involves management of contaminated sails and 
may involve groundwater remediation. Managed in conjunction with relevant federal, state and local agencies, activities vary with 
site conditions and locations, remedial requirements, complexity and sharing of responsibility. If remediation activities involve 
statutory joint and several liability provisions, strict liability, or cost recovery or contribution actions, Duke Energy Kentucky could 

Energy Efficiency On November 15, 2007, Duke Energy Kentucky filed its annual application to continue existing energy 

9. Commitments and Contingencies 
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Dl JKE ENERGY KENTUCKY 
Notes to Unaudited Financial Statements - (Continued) 

potentially be held responsible for contamination caused by other parties. In some instances, Duke Energy Kentucky may share 
liability associated with contamination with other potentially responsible parties, and may also benefit from insurance policies or 
contractual indemnities that cover some or all cleanup costs. All of these sites generally are managed in the normal course of 
business or affiliate operations. Duke Energy Kentucky believes that completion or resolution of these matters will have no 
material adverse effect on its results of operations, cash flows or financial position. 

J ~ l y  2004 The rule established aquatic protection requirements for existing facilities that withdraw 50 million gallons or more of 
water per day from rivers, streams, lakes, reservoirs, estuaries, oceans, or other U S. waters for cooling purposes Coal-fired 
generating facilities in which Duke Energy Kentucky is either a whole or partial owner are affected sources under that rule. On 
January 25, 2007, the U S Court of Appeals for the Second Circuit issued its opinion in Riverkeeper, lnc v €PA, Nos. 04-6692- 
ag(L) et. al. (2d Cir 2007) remanding most aspects of EPA's rule back to the agency The court effectively disallowed those 
portions of the rule most favorable to industry, and the decision creates a great deal of uncertainty regarding future requirements 
and their timing. Duke Energy Kentucky is still unable to estimate costs to comply with the EPA's rule, although it is expected that 
costs will increase as a result of the court's decision The magnitude of any such increase cannot be estimated at this time. On 
April 14, 2008, the 1J.S Supreme Court issued an order granting review of the case A decision is not likely until 2009 after briefs 
are submitted and oral argument occurs. 

nitrogen oxides (NO,) emissions and annual sulfur dioxide (SOz) emissions from electric generating facilities across the Eastern 
U S  through a two-phased cap-and-trade program. Phase 1 begins in 2009 for NO, and in 2010 for SO2 Phase 2 begins in 2015 
for both NO, and SOz. Duke Energy Kentucky currently estimates that it will spend approximately $10 million between 2008 and 
2012 to comply with Phase I of CAlR at plants that Duke Energy Ohio owns or partially owns but does not operate. Duke Energy 
Kentucky currently estimates that it will not incur any significant costs for complying with Phase 2 of CAlR 

On March 25, 2008, the US. Court of Appeals for the District of Columbia heard oral arguments in a case involving multiple 
challenges to the CAIR. Nearly all aspects of the rule were challenged, but Duke Energy challenged only the portions pertaining to 
sulfur dioxide allowance allocations. A decision is expected in the summer of 2008. The outcome and any resulting consequences 
cannot be estimated at this time 

Clean Air Mercury Rule (CAMR) THE EPA finalized its CAMR in May 2005. The CAMR was to have limited total annual 
mercury emissions from coal-fired power plants across the 1J S through a two-phased cap-and-trade program beginning in 2010. 
On February 8, 2008 the 1J.S. Court of Appeals for the District of Columbia issued its opinion in New Jersey v €PA, No. 05-1097 
vacating the CAMR. The decision creates uncertainty regarding future mercury emission reduction requirements and their timing. 
The EPA and utilities have requested rehearing of the D C. Circuit Court decision by the entire D.C. Circuit panel (en banc 
review). The court has ordered briefing on whether it should accept the case for en banc review. Thus, the matter remains 
unsettled until the court decides whether to rehear the case Barring reversal of the decision if reheard, there will be a delay in the 
implementation of federal mercury requirements for existing coal-fired power plants while EPA conducts a new rulemaking. Duke 
Energy Kentucky is unable to estimate the costs to comply with a new EPA rule, although it is expected that costs will increase as 
a result of the court's decision 

million over the period 2008-2012 to install synthetic caps and liners at existing and new CCP landfills and to convert CCP 
handling systems from wet to dry systems 

Extended Environmental Activities and Accruals Included in Other Deferred Credits and Other Liabilities on the Balance 
Sheets were total accruals related to extended environmental-related activities of approximately $2 million as of March 31, 2008 
and December 31, 2007. These accruals represent Duke Energy Kentucky's provisions for costs associated with remediation 
activities at some of its current and former sites, as well as other relevant environmental contingent liabilities. Duke Energy 
Kentucky believes that completion or resolution of these matters will have no material impact on its results of operations, cash 
flows or financial position. 

Litigation 
Section 126 Petitions In March 2004, the state of North Carolina filed a petition under Section 126 of the CAA in which it 

alleges that sources in 13 upwind states, including Kentucky, significantly contribute to North Carolina's non-attainment with 
certain ambient air quality standards. In August 2005, the EPA issued a proposed response to the petition. The EPA proposed to 
deny the ozone portion of the petition based upon a lack of contribution to air quality by the named states. The EPA also proposed 
to deny the particulate matter portion of the petition based upon the CAlR Federal Implementation Plan (FIP), that would address 
the air quality concerns from neighboring states. On April 28, 2006, the EPA denied North Carolina's petition based upon the final 
CAlR FIP described above. North Carolina has filed a legal challenge to the EPA's denial. 

Island, Vermont, Wisconsin and the City of New York brought a lawsuit in the U S. District Court for the Southern District of New 
York against Cinergy, American Electric Power Company, Inc., American Electric Power Service Corporation, The Southern 
Company, Tennessee Valley Authority, and Xcel Energy Inc. A similar lawsuit was filed in the U.S. District Court for the Southern 
District of New York against the same companies by Open Space Institute, Inc., Open Space Conservancy, Inc , and The 
Audubon Society of New Hampshire. These lawsuits allege that the defendants' emissions of COP from the combustion of fossil 
fuels at electric generating facilities contribute to global warming and amount to a public nuisance The complaints also allege that 
the defendants could generate the same amount of electricity while emitting significantly less COP. The plaintiffs are seeking an 
injunction requiring each defendant to cap its C0,emissions and then reduce them by a specified percentage each year for at 
least a decade. In September 2005, the District Court granted the defendants' motion to dismiss the lawsuit. The plaintiffs have 
appealed this ruling to the Second Circuit Court of Appeals. Oral argument was held before the Second Circuit Court of Appeals 
on June 7, 2006. It is not possible to predict with certainty whether Duke Energy Kentucky will incur any liability or to estimate the 
damages, if any, that Duke Energy Kentucky might incur in connection with this matter 

Hurricane Katrina Lawsuit In April 2006. Cinergy was named in the third amended complaint of a purported class action 
lawsuit filed in the 1J.S District Court for the Southern District of Mississippi Plaintiffs claim that Cinergy, along with numerous 
other utilities, oil companies, coal companies and chemical companies, are liable for damages relating to losses suffered by 
victims of Hurricane Katrina. Plaintiffs claim that defendants' greenhouse gas emissions contributed to the frequency and intensity 
of storms such as Hurricane Katrina. In October 2006, Cinergy was served with this lawsuit. On August 30, 2007, the C O U ~ ~  
dismissed the case. The plaintiffs have filed their notice of appeal to the Fifth Circuit Court of Appeals Briefing is ongoing in the 
Fiflh Circuit It is not possible to predict with certainty whether Duke Energy Kentucky will incur any liability or to estimate the 
damages, if any, that Duke Energy Kentucky might incur in connection with this matter. 

Clean Water Act 316(b) The U S. Environmental Protection Agency (EPA) finalized its cooling water intake structures rule in 

Clean Airlnterstate Rule (CAIR) The EPA finalized its CAlR in May 2005. The CAlR limits total annual and summertime 

Coal Combustion Product (CCP) Management Duke Energy Ohio currently estimates that it will spend approximately $14 

Carbon Dioxide (Cod Litigafion. In July 2004, the states of Connecticut, New York, California, Iowa, New Jersey, Rhode 
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Other Litigation and Legal Proceedings Duke Energy Kentucky is involved in other legal, tax and regulatory proceedings 
arising in the ordinary course of business, some of which involve substantial amounts. Duke Energy Kentucky believes that the 
final disposition of these proceedings will not have a material adverse effect on its results of operations, cash flows or financial 
position. 

Duke Energy Kentucky has exposure to certain legal matters that are described herein. As of March 31, 2008 and 
December 31,2007, Duke Energy Kentucky has recorded immaterial reserves for these proceedings and exposures. Duke 
Energy Kentucky expenses legal costs related to the defense of loss contingencies as incurred. 

Other Commitments and Contingencies 

recognized on the Balance Sheets 
Other Duke Energy Kentucky enters into various commitments to purchase or sell power or capacity that may or may not be 

10. Fair Value of Financial Assets and Liabilities 
On January 1, 2008, Duke Energy Kentucky adopted SFAS No 157, "Fair Value Measurements," (SFAS No. 157). Duke 

Energy Kentucky's adoption of SFAS No. 157 is currently limited to financial instruments and to non-financial derivatives as, 
in February 2008, the FASB issued FSP No. 157-2, which delayed the effective date of SFAS No. 157 for one year for 
nonfinancial assets and liabilities, except for items that are recognized or disclosed at fair value in the financial statements on a 
recurring basis. There was no cumulative effect adjustment to retained earnings for Duke Energy Kentucky as a result of the 
adoption of SFAS No. 157. 

SFAS No. 157 defines fair value, establishes a framewark for measuring fair value in GAAP and expands disclosure 
requirements about fair value measurements. Under SFAS No. 157, fair value is considered to be the exchange price in an orderly 
transaction between market participants to sell an asset or transfer a liability at the measurement date. The fair value definition 
under SFAS No. 157 focuses on an exit price, which is the price that would be received by Duke Energy Kentucky to sell an asset 
or paid to transfer a liability versus an entry price, which would be the price paid to acquire an asset or received to assume a 
liability. Although SFAS No 157 does not require additional fair value measurements, it applies to other accounting 
pronouncements that require or permit fair value measurements. 

prescribed by SFAS No. 157, which prioritizes the inputs to valuation techniques used ta measure fair value into three levels: 
Duke Energy Kentucky determines fair value of financial assets and liabilities based on the following fair value hierarchy, as 

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

Level 2 inputs - inputs other than quoted market prices included in Level 1 that are observable, either directly or indirectly, 
for the asset or liability. Level 2 inputs include, but are not limited to, quoted prices for similar assets or liabilities in an active 
market, quoted prices for identical or similar assets or liabilities in markets that are not active and inputs other than quoted 
market prices that are observable for the asset or liability, such as interest rate curves and yield curves observable at 
commonly quoted intervals, volatilities, credit risk and default rates. 

Level 3 inputs - unobservable inputs for the asset or liability 

In February 2007, the FASB issued SFAS No. 159, "Tbe Fair Value Option for Financial Assets and Financial Liabilities- 
including an amendment ofFASi3 Statement No. 115' (SFAS No. 159), which permits entities to elect to measure many financial 
instruments and certain other items at fair value. For Duke Energy Kentucky, SFAS No. 159 was effective as of January 1, 2008 
and had no impact on amounts presented for periods prior to the effective date. Duke Energy Kentucky does not currently have 
any financial assets or financial liabilities for which the provisions of SFAS No. 159 have been elected. However, in the future, 
Duke Energy Kentucky may elect to measure certain financial instruments at fair value in accordance with this standard. 

The following table provides the fair value measurement amaunts for assets and liabilities recorded on Duke Energy 
Kentucky's Balance Sheets at fair value at March 31, 2008: 

Total Fair Value 
Amounts at 

March 31,2008 Level 1 Level 2 Level 3 

Description 
Derivatives Assets $ 290 $ - 

(in thousands) 
- 31 8 $ (28) $ 

- Derivatives Liabilities $ 3,074 $ ._ $ 3,074 $ 

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

Derivatives (net) 

(in thousands) 
- Balance at January 1,2008 $ 

Total pre-tax gain included in other 
comprehensive Income 318 

Balance at March 31,2008 $ 318 
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DTJKE ENERGY KENTUCKY 
Notes to Unaudited Financial Statements - (Continued) 

I?. New Accounting Standards 
The following new accounting standards were adopted by Duke Energy Kentucky subsequent to March 31, 2007 and the 

impact of such adoption, if applicable, has been presented in the accompanying Consolidated Financial Statements: 
SFAS No 157 Refer to Note 10 for a discussion of Duke Energy Ohio's adoption of SFAS No. 157. 
SFAS No. 159 Refer to Note 10 for a discussion of Duke Energy Ohio's adoption of SFAS No. 159. 
FSP No FIN 39-7. Refer to Note 1 for a discussion of Duke Energy Ohio's adoption of FSP No. FIN 39-1 
The following new accounting standards have been issued, but have not yet been adopted by Duke Energy Ohio as of 

March 31,2008: 
SFAS No 161, "Disclosures about Derivative lnstruments and Hedging Activities - an amendment to FASB Statement No 

133" (SFAS No. 761) In March 2008, the FASB issued SFAS No. 161, which amends and expands the disclosure requirements 
for derivative instruments and hedging activities prescribed by SFAS No. 133, "Accounting for Derivative lnstruments and Hedging 
Activities," SFAS No. 161 requires qualitative disclosures about objectives and strategies for using derivatives, quantitative 
disclosures about fair value amounts of and gains and losses an derivative instruments, and disclosures about credit-risk-related 
contingent features in derivative agreements. Duke Energy Kentucky will adopt SFAS No. 161 as of January 1,2009 and SFAS 
No. 161 encourages, but does not require, comparative disclosure for earlier periods at initial adoption. The adoption of SFAS No. 
161 will not have any impact on Duke Energy Kentucky's results of operations, cash flows or financial position 

12. Income Taxes and Other Taxes 
The taxable income of Duke Energy Kentucky is reflected in Duke Energy's 11 S. federal and state income tax returns. Duke 

Energy Kentucky has a tax sharing agreement with Duke Energy, where the separate return method is used to allocate tax 
expenses and benefits to the subsidiaries whose investments or results of operations provide these tax expenses and benefits. 
The accounting for income taxes essentially represents the income taxes that Duke Energy Kentucky would incur if Duke Energy 
Kentucky were a separate company filing its own tax return as a C-Corporation. 

At March 31,2008, Duke Energy Kentucky has approximately $238 thousand recorded for unrecognized tax benefits and no 
portion of the total unrecognized tax benefits would, if recognized, affect the effective tax rate. It is reasonably possible that Duke 
Energy Kentucky will reflect an approximate $250 thousand reduction in unrecognized tax benefits within the next twelve months 
due to expected settlements 

thousand. At March 31, 2008, Duke Energy Kentucky had approximately $321 thousand of interest receivable, which reflects all 
interest related to income taxes, and no accrued penalties. 

During the three months ended March 31 ~ 2008, Duke Energy Kentucky recognized net interest income of approximately $16 

Duke Energy Kentucky has the following tax years open: 

Jurisdiction Tax Years 
Federal 2000andafter 
State Closed through 2001, with the exception of any adjustments related to open federal years 

13. Subsequent Events 
For information on subsequent events related to regulatory matters and commitments and contingencies, see Notes 8 and 9, 

respectively. 

13 



Duke Energy Kentucky, Inc. 

Financial Statements 

(Unaudited) 

June 30,2008 



DUKE ENERGY KENTUCKY, INC. 
STATEMENTS OF OPERATIONS 

Year To Date 
June 30, 

2008 2007 
(in tlioicsnnds) 

Operating Revenues 
Electric 
Cas 

Total Operating Revenues 

$ 162,668 $ 162,619 
94,093 88,312 

256,761 250,93 1 

Operating Expenses 

Natural gas purchased 69,660 61,241 
Operation, maintenance and other 62,002 63,463 
Fuel used in electric generation and purchased power 67,314 66,969 
Depreciation and amortization 18,070 18,988 
Property and other taxes 6,064 6,847 
Loss on sales of other assets, oUier net 50 

Total Operating Expenses 223,l IO 217,558 

Operating Income 33,651 33,373 

Other Income and Expenses, net 
Interest Expense 

2,557 2,363 
8,198 8,611 

~~ ___ - 

Income Before Income Taxes 28,010 27,125 

Income Tax Expense 

Net Income 

10,475 10,514 

$ 17,535 $ 16,611 

~ -~ 

See Notes to Unaudited Financial Statements 
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DUKE ENERGY KENTUCKY, INC. 
BALANCE SHEETS 

ASSETS June 30, December 31, 
2008 2007 

(in thousands) 

Current Assets 
Cash and cash equivalents $ 12,334 $ 9,302 
Receivables (net of allowance for doubtful accounts of $358 at June 30,2008 and 44,043 

Inventory 39,224 27,391 
Other 8,773 19,372 

29,671 
$3 15 at December 31,2007) 

Total cnrrent assets 90,002 100,108 

Investments and Other Assets 
Intangible assets 
Other 

Total investments and other assets 

13,357 7,064 
2,457 3,430 

15,814 10,494 

Property, Plant, and Equipment 
Cost 
Less accumulated depreciation and amortization 

Net property, plant, and equipment 

1,521,607 1,499,357 
G17,530 629,487 

892,120 881,827 

Regulatory Assets and Deferred Debits 
Deferred debt expense 
Regulatory Assets 

Total regulatory assets and deferred debits 

5,251 5,445 
18,549 17,093 
23,800 22,538 

Total Assets $ 1,021,736 $ 1,014,967 

See Notes to Unaudited Financial Statements 
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DUKE ENERGY KENTUCKY, INC. 
BALJANCE SHEETS 

LIABILITIES AND COMMON STOCKHOLDER’S EQUITY 
June 30, December 31, 

2008 2007 
(in fhousands) 

Current Liabilities 
Accounts payable 
Notes payable 
Taxes accrued 
Interest accrued 
Current maturities of long-term debt 
Other 

Total current liabilities 

S 79,914 $ 53,989 
7,663 27,470 

13,373 16,777 
3,357 3,553 
1,905 21,678 

13,488 12,807 
119,700 136,274 

Long-term Debt 264,254 265,334 

Deferred Credits and Other Liabilities 
Deferred income taxes 
Investment tax credit 
Accrued pension and other postretirement benefit costs 
Regulatory liabilities 
Asset retirement obligations 
Other 

Total deferred credits and other liabilities 

Commitments and Contingencies (See Note 9) 

152,300 153,315 
5,059 5,581 

23,231 22,505 
40,735 33,901 

6,395 6,179 
5,983 6,332 

227,813 233,703 

Common Stockholder’s Equity 
Common stock - $ I  5.00 par value; l,000,000 shares authorized and 585,333 shares 

8,780 8,780 
Paid-in capital 167,494 167,494 
Retained eaniings 227,805 210,270 
Accumulated other comprehensive loss (998) 

Total common stockholder’s equity 404,079 385,546 

outstanding at June 30,2008 and December 3 I ,  2007 

Total Liabilities and Common Stockholder’s Equity S 1,021,736 $ 1,014,967 

See Notes to Unaudited Financial Statements 
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DUKE ENERGY KENTUCKY, INC 
STATEMENTS OF CHANGES IN COMMON STOCKHOLDER’S EQUITY AND COMPREHENSIVE INCOME 

(in thousands) 

Accumulated Other 
- Comprehensive Income (Loss) 

Net Gains 
(Losses) 

Total 
Common 

Common Paid-in Retained on Cash Flow Stockholder’s 
Stock Capital Earnings Hedges Equity 

Balance at  December 31,2006 $ 8,780 $ 164,344 $ 176,965 $ (741) $ 349,348 

Net income 
Other comprehensive income, net of tax effect of $579 

Total comprehensive income 
Cash flow hedges 

Contribution from parent company for purchase of 
generating assets 
Pension- FAS 158 change in measurement date 

16,611 16,611 

897 897 
17,508 

Balance at  June 30,2007 $ 8,780 $ 167,494 $ 193,412 $ 156 $ 369,842 

Balance at  December 31,2007 $ 8,780 $ 167,494 $ 210,270 $ (998) $ 385,546 

Net income 
Other comprehensive ineome, net of tax effect of $628 

Total comprehensive income 
Cash flow hedges 

17,535 17,535 

998 998 
18,533 

Balance at  June 30,2008 $ 8,780 $ 167,494 $ 227,805 $ .. $ 404,079 

See Notes to Unaudited Financial Statements 
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DUKE ENERGY KENTUCKY, INC. 
STATEMENTS OF CASH FLOWS 

Six Months Ended 
June 30, 

2008 2007 
(in ilrorisnnds) 

Cash Flows from Operating Activities 
Net income 
Adjustments to reconcile net income to net cash provided by operating activities. 

Depreciation and amortization 
Losses on sales of equity investments and otlier assets 
Deferred income taxes 
Regulatory assetlliabilty amortization 
Contribution to company sponsored pension plan 
Accrued pension and other postretirement benefit costs 
(Increase) decrease in: 

Net realized and unrealized mark-to-market and hedging transactions 
Receivables 
Inventory 
Other current assets 

(Increase) decrease in:  
Accounts payable 
Taxes accrued 
Other current liabilities 

Regulatory asset/l iabil ty deferrals 
Other assets 
Other liabilitics 

$ 17,535 

18,369 

(1,938) 
903 

1,483 

(423) 
18,451 

( 10,337) 
10,700 

20,394 
(3,404) 

484 
3,416 

914 
(2,465) 

$ 16,611 

18,987 
50 

1,332 
3,523 

1,996 
(8,793) 

(1,907) 
10,969 
1,683 

(21,435) 

8,972 
6,415 

721 

2,311 
867 

(9,236) 

Net cash provided by operating activities 74,082 33,066 

Cash Flows from Investing Activities 
Capital expenditures 
Purchases of Emission Allowances 
Sale of Emission Allowances 
Other 

(30,532) (30,900) 
(342) 

190 523 
65 

Net cash used in investing activities (30,277) (30,719) 

Cash Flows from Financing Activities 
Redemption of long-term debt 
Notes payable and commercial paper 
Contribution from parent 
Other 

Net cash used in financing activities (40,773) (2,789) 

Net increase (decrease) i n  cash and cash equivalents 3,032 (442) 

Cash and cash equivalents a t  beginning of period 9,302 6,593 

Cash and cash equivalents a t  end of period $ 12,334 $ 6,151 

See Notes to Unaudited Financial Statements 
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DIJKE ENERGY KENTUCKY, INC 
Notes to Unaudited Financial Statements 

1. Basis of Presentation 
Nature of Operations. Duke Energy Kentucky, a Kentucky corporation organized in 1901, is a combination electric and gas 

public utility company that provides service in northern Kentucky. Duke Energy Kentucky's principal lines of business include 
generation, transmission and distribution of electricity as well as the sale of andlor transportation of natural gas. Duke Energy 
Kentucky's common stock is wholly owned by Duke Energy Ohio, an Ohio corporation organized in 1837, which is wholly owned 
by Cinergy Corp (Cinergy), a Delaware corporation organized in 1993 Cinergy is a wholly owned subsidiary of Duke Energy 
Corporation (Duke Energy) 

These statements reflect Duke Energy Kentucky's proportionate share of the East Bend generating station which is jointly 
owned with Dayton Power & Light. 

These Financial Statements reflect all normal recurring adjustments that are, in the opinion of management, necessary to 
fairly present Duke Energy Kentucky's financial position and results of operations Amounts reported in the interim Statements of 
Operations are not necessarily indicative of amounts expected for the respective annual periods due to the effects of seasonal 
temperature variations on energy consumption, regulatory rulings, the timing of maintenance on electric generating units'. 
changing commodity prices, and other factors. 

Use of Estimates. To conform to generally accepted accounting principles (GAAP) in the United States ((1,s ), management 
makes estimates and assumptions that affect the amounts reported in the Financial Statements and Notes. Although these 
estimates are based on management's best available knowledge at the time, actual results could differ. 

Reclassifications. Certain prior period amounts on the Balance Sheets have been reclassified in connection with the 
adoption of Financial Accounting Standards Board (FASB) Staff Position (FSP) No FIN 39-1 ,"Amendment of FASB interpretation 
No 39, Offsetting ofAmounts Related to Certain Contracts," (FSP No. FIN 39-1) on January 1, 2008, the effects of which require 
retrospective application to the Balance Sheets 

Unbilled Revenue. Revenues on sales of electricity and gas are recognized when either the service is provided or the 
product is delivered. Unbilled revenues are estimated by applying an average revenue per kilowatt hour or per thousand cubic feet 
(Mcf) for all customer classes to the number of estimated kilowatt hours or Mcfs delivered but not billed. The amount of unbilled 
revenues can vary significantly period to period as a result of factors including seasonality, weather, customer usage patterns and 
customer mix. The receivables for unbilled revenues for Duke Energy Kentucky ($1 5 million and $25 million at June 30, 2008 and 
December 31, 2007, respectively) are included in the sales of accounts receivable to Cinergy Receivables Company, LLC 
(Cinergy Receivables). Duke Energy Kentucky sells, on a revolving basis, nearly all of their accounts receivable and related 
collections to Cinergy Receivables, a bankruptcy remote, special purpose entity that is a wholly-owned limited liability company of 
Cinergy. The securitization transaction was structured to meet the criteria for sale treatment under Statement of Financial 
Accounting Standards (SFAS) No. 140, "Accounting for Transfers and Servicing of Financial Assets and Extinguishments of 
Liabilities-a replacement of FASB Statement No. 125," and, accordingly, Cinergy does not consolidate Cinergy Receivables and 
the transfers of receivables are accounted for as sales 

2. Inventory 
Inventory consists primarily of coal held for electric generation; materials and supplies; and natural gas held in storage for 

transmission and sales commitments Inventory is recorded primarily using the average cost method 

Gas held in storage 
Fuel for use in electric generation 
Materials and supplies 

Total Inventory 

June 30, December 31, 
2008 2007 

(in thousands) 
$ 9,311 $ 9,140 

20,316 9,010 
9,597 9,241 

$ 39,224 $ 27,391 

3. Debt and Credit Facilities 
Money Pool Arrangement Duke Energy Kentucky receives support for its short-term harrowing needs through its 

participation with Duke Energy and other Duke Energy subsidiaries in a money pool arrangement. Under this arrangement, those 
companies with short-term funds may provide short-term loans to affiliates participating under this arrangement. As of June 30, 
2008 and December 31, 2007, Duke Energy Kentucky had net borrowings of approximately $8 million and $27 million, 
respectively, which are classified within Notes payable in the accompanying Balance Sheets. During the six months ended June 
30, 2008 and 2007, the $19 million and $5 million change in the money pool, respectively, is reflected as a cash outflow in Notes 
payable and commercial paper, net within Net cash used in financing activities on the Statements of Cash Flows. 

Available Credit Facilities and Restrictive Debt Covenants In March 2008, Duke Energy entered into an amendment to its 
$2,65 billion master credit facility whereby the borrowing capacity was increased by $550 million to $3 2 billion Pursuant to the 
amendment, the borrowing sub limit of Duke Energy Kentucky did not change Duke Energy Kentucky has a borrowing sub limit 
of $100 million under the master credit facility 

facility is reduced by borrowings through the money pool arrangement, issuances of letters of credit and other borrowings. 

regarding the debt-to-total capitalization ratio at Duke Energy, Duke Energy Ohio and Duke Energy Kentucky to not exceed 65%. 
Failure to meet these covenants beyond applicable grace periods could result in accelerated due dates andlor termination of the 
agreements As of June 30, 2008, Duke Energy, Duke Energy Ohio and Duke Energy Kentucky were in compliance with those 
covenants. In addition, some credit agreements may allow for acceleration of payments or termination of the agreements due to 
nonpayment, or the acceleration of other significant indebtedness of the borrower or some of its subsidiaries. None of the debt or 
credit agreements contain material adverse change clauses. 

The amount available to Duke Energy Ohia and Duke Energy Kentucky under their sublimits to Duke Energy's master credit 

Duke Energy's credit agreement contains various financial and other covenants, including, but not limited to, a covenant 
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DTJKE ENERGY KENTUCKY, INC 
Notes to IJnaudited Financial Statements - (Continued) 

4. Employee Benefit Obligations 
Duke Energy Kentucky participates in pension and other postretirement benefit plans sponsored by Cinergy. Duke Energy 

Kentucky's net periodic benefit costs as allocated by Cinergy were as follows: 

Qualified Pension Benefits 
Other Postretirement Benefits 

Six Months Six Months 
Ended Ended 

2008 2007 
June 30, June 30, 

(in thousands) 
$ 837 $ 1,305 
$ 636 $ 691 

Duke Energy's policy is to fund amounts for its U S. qualified plans on an actuarial basis to provide assets sufficient to meet 
benefit payments to be paid to plan participants. Duke Energy did not make contributions to the legacy Cinergy qualified or non- 
qualified pension plans during the six months ended June 30, 2008 and Duke Energy does not anticipate making contributions to 
the legacy Cinergy qualified or non-qualified pension plans during the remainder of 2008 During the six months ended June 30, 
2007, Duke Energy made qualified pension benefit contributions of approximately $350 million to the legacy Cinergy qualified 
pension plans, of which approximately $9 million represents contributions made by Duke Energy Kentucky. Duke Energy 
Kentucky expensed pre-tax employer matching contributions of less than $1 million for each of the six months ended June 30, 
2008 and 2007. 

5. Intangibles 

The carrying amount of emission allowances in intangible assets as of June 30. 2008 and December 31, 2007 is $13 million 
and $7 million, respectively. 

The carrying values of emission allowances sold or consumed during the six months ended June 30. 2008 and 2007 were $2 
million and $4 million, respectively. 

On July 1 1 ,  2008, the 11,s. Court of Appeals for the District of Columbia issued a decision vacating the Clean Air Interstate 
Rule (CAIR). See Note 9 for a discussion of the decision. Duke Energy Kentucky is currently evaluating the effect of the decision 
on the carrying value of its emission allowances 

6. Related Patty Transactions 
Duke Energy Kentucky engages in related party transactions which are generally performed at cost and in accordance with 

the applicable state and federal commission regulations. Balances due to or due from related parties included in the Balance 
Sheets as of June 30,2008 and December 31, 2007 are as follows: 

June 30, 
2008 

December 31, 
2007 

Accounts Receivable(') 
Accounts Payable") 

(in thousands) 
$ 1,420 $ 3,660 
$47,594 $26,429 

(a) Balances exclude assets or liabilities associated with accrued pension and other postretirement benefits, Cinergy 
Receivables and money pool arrangements as discussed below. 

Duke Energy Kentucky is allocated its proportionate share of corporate governance and other costs by a consolidated 
affiliate of Duke Energy and a consolidated affiliate of Cinergy Corporate governance and other shared services costs are 
primarily allocations of corporate costs, such as human resources, legal and accounting fees, as well as other third party costs 
The expenses associated with certain allocated corporate governance and other service costs for Duke Energy Kentucky, which 
are recorded in Operation, maintenance and other within Operating Expenses on the Statements of Operations were $24 million 
and $23 million for the six months ended June 30, 2008 and 2007, respectively 

See Note 4 for detail on expense amounts allocated from Cinergy to Duke Energy Kentucky related to Duke Energy 
Kentucky's participation in Cinergy's qualified and non-qualified defined benefit pension plans and postretirement health care and 
insurance benefits Additionally, Duke Energy Kentucky has been allocated accrued pension and other postretirement benefit 
obligations from Cinergy of approximately $23 million at June 30, 2008 and December 31, 2007 These amounts have been 
classified in the Balance Sheets as follows: 

Other current liabilities 
Accrued pension and other postretirement benefit costs 
Other deferred credits and other liabilities 

June 30, December 31, 
2008 2007 

(in thousands) 
$ 101 $ 101 
$ 23,231 $ 22,505 
$ -  $ 456 

As discussed in Note I, certain trade receivables have been sold by Duke Energy Kentucky to Cinergy Receivables The 
proceeds obtained from the sales of receivables are largely cash, but do include a subordinated note from Cinergy Receivables 
for a portion of the purchase price. This subordinated note is classified as Receivables in the Balance Sheets and was 
approximately $14 million and $29 million as of June 30, 2008 and December 31, 2007, respectively. The interest income 
associated with the subordinated note, which is recorded in Other Income and Expenses, net on the Statements of Operations, 
was approximately $2 million for each of the six months ended June 30, 2008 and 2007. 
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DUKE ENERGY KENTTJCKY, INC 
Notes to T Jnaudited Financial Statements - (Continued) 

As discussed further in Note 3, Duke Energy Kentucky participates in a money pool arrangement with Duke Energy and 
other Duke Energy subsidiaries. The expenses associated with money pool activity, which are recorded in Interest Expense on 
the Statements of Operations, were insignificant for the six months ended June 30, 2008 and 2007. 

7. Risk Management Instruments 
Duke Energy Kentucky has limited exposure to market price changes of fuel and emission allowance costs incurred for its 

retail customers due to the use of cost tracking and recovery mechanisms in the state of Kentucky Duke Energy Kentucky does 
have exposure to the impact of market fluctuations in the prices of electricity, fuel and emission allowances associated with its 
generation output not utilized to serve native load or committed load. Exposure to interest rate risk exists as a result of the 
issuance of variable and fixed rate debt. Duke Energy Kentucky employs established policies and procedures to manage its risks 
associated with these market fluctuations using various commodity and financial derivative instruments, including swaps, futures, 
forwards and options. 

Interest Rate (Fair Value or Cash Flow) Hedges. Changes in interest rates expose Duke Energy Kentucky to risk as a 
result of its issuance of variable and fixed rate debt Duke Energy Kentucky manages its interest rate exposure by limiting its 
variable-rate exposures to a percentage of total capitalization and by monitoring the effects of market changes in interest rates. 
Duke Energy Kentucky also enters into interest rate swaps to manage and mitigate interest rate risk exposure 

flows or financial position in 2008 and 2007. 
Duke Energy Kentucky's recognized interest rate derivative ineffectiveness was not material to its results of operations, cash 

See Note 10 for additional information related to the fair value of Duke Energy Kentucky's derivative instruments 

8. Regulatory Matters 

Regulatory Merger Approvals 

On April 3, 2006, the merger between Duke Energy and Cinergy was consummated to create a newly formed company, 
Duke Energy Holding Carp. (subsequently renamed Duke Energy Corporation) As a condition to the merger approval, the 
Kentucky Public ServirR Commission (KPSC) required that certain merger related savings be shared with consumers in Kentucky. 
The commission also required Duke Energy Kentucky to meet additional conditions. Key elements of these conditions include: 

* The KPSC required that Duke Energy Kentucky provide $8 million in rate reductions to its customers over five years, 
ending when new rates are established in the next rate case after January 1 ,  2008. Approximately $1 million of the rate 
reduction was passed through to customers during both the six months ended June 30, 2008 and 2007. 
The FERC approved the merger without conditions. 

Franchised Electric and Gas 

Rate Related Information. The KPSC approves rates for retail electric and gas services within the Commonwealth of 
Kentucky. 

Duke €nergy Kentucky Gas Rate Cases. In 2002, the KPSC approved Duke Energy Kentucky's gas base rate case which 
included, among other things, recovery of costs associated with an accelerated gas main replacement program The approval 
authorized a tracking mechanism to recover certain costs including depreciation and a rate of return on the program's capital 
expenditures. The Kentucky Attorney General appealed to the Franklin Circuit Court the KPSC's approval of the tracking 
mechanism as well as the KPSC's subsequent approval of annual rate adjustments under this tracking mechanism. In 2005, both 
Duke Energy Kentucky and the KPSC requested that the court dismiss these cases. 

In February 2005, Duke Energy Kentucky filed a gas base rate case with the KPSC requesting approval to continue the 
tracking mechanism and for a $14 million annual increase in base rates. A portion of the increase is attributable to recovery of the 
current cost of the accelerated gas main replacement program in base rates. In December 2005, the KPSC approved an annual 
rate increase of $8 million and re-approved the tracking mechanism through 201 1, In February 2006, the Kentucky Attorney 
General appealed the KPSC's order to the Franklin Circuit Court, claiming that the order improperly allows Duke Energy Kentucky 
to increase its rates for gas main replacement costs in between general rate cases, and also claiming that the order improperly 
allows Duke Energy Kentucky to earn a return on investment for the costs recovered under the tracking mechanism which permits 
Duke Energy Kentucky to recover its gas main replacement costs. 

In August 2007, the Franklin Circuit Court consolidated all the pending appeals and ruled that the KPSC lacks legal authority 
to approve the gas main replacement tracking mechanism, and any other annual rate adjustments under the tracking mechanism. 
To date, Duke Energy Kentucky has collected approximately $9 million in annual rate adjustments under the tracking mechanism. 
Duke Energy Kentucky and the KPSC have appealed these cases to the Kentucky Court of Appeals and Duke Energy Kentucky 
continues to utilize tracking mechanisms in its billed rates to customers. At this time, Duke Energy Kentucky cannot predict the 
outcome of these proceedings. 

Duke €nergy Kentucky Electric Rate Case In May 2006, Duke Energy Kentucky filed an application for an increase in its 
base electric rates of approximately $67 million in revenue, or approximately 28 percent, to be effective in January 2007 pursuant 
to the KPSC's 2003 Order approving the transfer of 1,100 MW of generating assets from Duke Energy Ohio to Duke Energy 
Kentucky. In the fourth quarter of 2006, the KPSC approved the settlement agreement resolving all the issues raised in the 
proceeding. Among other things, the settlement agreement provided for a $49 million increase in Duke Energy Kentucky's base 
electric rates and reinstitution of the fuel cost recovery mechanism, which had been frozen since 2001 The settlement agreement 
also provided for Duke Energy Kentucky to obtain KPSC approval for a back-up power supply plan. In January 2007, Duke Energy 
Kentucky filed a back-up power supply plan with the KPSC which was approved in March 2007. The back-up power supply plan 
included provisions for purchasing fixed-price products for backup power associated with planned outages using fixed price 
products, and from the Day-Ahead and Real-Time energy markets available from the Midwest Independent Transmission System 
Operator, Inc. (Midwest ISO) for forced outages 
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DTJKE ENERGY KENTUCKY, INC 
Notes to TJnaudited Financial Statements - (Continued) 

Energy Efficiency On November 15, 2007, Duke Energy Kentucky filed its annual application to continue existing energy 
efficiency programs, consisting of nine residential and two commercial and industrial programs, and to true-up its gas and electric 
tracking mechanism for recovery of lost revenues, program costs and shared savings. On February 11, 2008, Duke Energy 
Kentucky filed a motion to amend its energy efficiency programs and applied to reinstitute a low income Home Energy Assistance 
Program The KPSC bifurcated the proposed Home Energy Assistance Program from the other energy efficiency programs On 
May 14,2008, the KPSC approved the energy efficiency programs An order on the Home Energy Assistance Program is 
expected in the third quarter of 2008 

Other Matters 

Midwest Independent Transmission System Operator, lnc (Midwest /SO) Resource Adequacy Filing On December 28, 
2007, the Midwest IS0 filed its "Electric Tariff Filing Regarding Resource Adequacy" in compliance with the FERC's request that 
Midwest I S 0  file Phase II of its long-term Resource Adequacy plan by December 2007 The proposal establishes a resource 
adequacy requirement in the form of planning reserve margin. On March 26. 2008, the FERC ruled on the Midwest ISOs 
Resource Adequacy filing and ordered that the new tariff be effective March 27, 2008. This action established a Midwest ISO-wide 
resource adequacy requirement for the first Planning Year which begins June 2009. In the Order, the FERC clarified that States 
have the authority to set their own Planning Reserve Margins, as long as they are not inconsistent with any reliability standard 
approved by the FERC. Duke Energy Kentucky does not believe the resource adequacy requirement will have a material impact 
on its results of operations, cash flows, or financial position. 

Midwest /SO'S Establishment of an Ancillary Sewices Market. On February 25, 2008, the FERC conditionally accepted the 
Midwest IS0 proposal to implement a day-ahead and real-time ancillary services market (ASM), including a scarcity pricing 
proposal. By approving the ASM proposal, the FERC essentially approved the transfer and consolidation of Balancing Authority 
for the entire Midwest IS0 area This will allow the Midwest IS0 to determine operating reserve requirements and procure 
operating reserves from all qualified resources from an organized market, in place of the current system of local management and 
procurement of reserves by the 24 Balancing Authorities. The Midwest IS0 delayed the ASM launch date, previously scheduled 
for September 9, 2008, indefinitely. At this time, Duke Energy Kentucky does not believe the establishment of the Midwest 
Ancillary Services Market will have a material impact on its results of operations, cash flows, or financial position 

9. Commitments and Contingencies 
Environmental 

Duke Energy Kentucky is subject to federal, state and local regulations regarding air and water quality, hazardous and solid 
waste disposal and other environmental matters. These regulations can be changed from time to time, imposing new obligations 
on Duke Energy Kentucky. 

Remediation activities Duke Energy Kentucky is responsible for environmental remediation at various contaminated sites. 
These include some properties that are part of ongoing Duke Energy Kentucky operations, sites formerly owned or used by Duke 
Energy Kentucky entities, and sites owned by third parties. Remediation typically involves management of contaminated soils and 
may involve groundwater remediation. Managed in conjunction with relevant federal, state and local agencies, activities vary with 
site conditions and locations, remedial requirements, complexity and sharing of responsibility. If remediation activities involve 
statutory joint and several liability provisions, strict liability, or cost recovery or contribution actions, Duke Energy Kentucky could 
potentially be held responsible for contamination caused by other parties. In some instances, Duke Energy Kentucky may share 
liability associated with contamination with other potentially responsible parties, and may also benefit from insurance policies or 
contractual indemnities that cover some or all cleanup costs. All of these sites generally are managed in the normal course of 
business or affiliate operations. Duke Energy Kentucky believes that completion or resolution of these matters will have no 
material adverse effect on its results of operations, cash flows or financial position. 

July 2004. The rule established aquatic protection requirements for existing facilities that withdraw 50 million gallons or more of 
water per day from rivers, streams, lakes, reservoirs, estuaries, oceans, or other US. waters for cooling purposes. Coal-fired 
generating facilities in which Duke Energy Kentucky is either a whole or partial owner are affected sources under that rule. On 
January 25, 2007, the US. Court of Appeals for the Second Circuit issued its opinion in Riverkeeper, lnc v €PA, Nos. 04-6692- 
ag(L) et. ai. (2d Cir. 2007) remanding most aspects of EPA's rule back to the agency. The court effectively disallowed those 
portions of the rule most favorable to industry, and the decision creates a great deal of uncertainty regarding future requirements 
and their timing. On April 14, 2008, the US. Supreme Court issued an order granting review of the case and briefs was filed on 
July 14, 2008. A decision is not likely until 2009. If the Supreme Court upholds the lower court decision, it is expected that costs 
will increase as a result of the court's decision, although Duke Energy Kentucky is unable to estimate its costs to comply. 

Clean Air interstate Rule (CAIR) The EPA finalized its CAR in May 2005. The CAIR was to have limited total annual and 
summertime nitrogen oxides (NO,) emissions and annual SO2 emissions from electric generating facilities across the Eastern U S  
through a two-phased cap-and-trade program. Phase 1 was to begin in 2009 for NO, and in 2010 for SO2. Phase 2 was to begin 
in 201 5 for both NO, and SO2. On March 25, 2008, the U S.  Court of Appeals for the District of Columbia (D C. Circuit) heard oral 
argument in a case involving multiple challenges to the CAIR. Nearly all aspects of the rule were challenged, but Duke Energy 
challenged only the portions pertaining to SO2 allowance allocations. On July 11, 2008, the D.C Circuit issued its decision in 
Norfh Carolina v. EPA No 05-1244 vacating the CAIR. The EPA has until August 25, 2008 to appeal the decision. The D.C 
Circuit's decision creates uncertainty regarding future NO, and SO2 emission reductions requirements and their timing. Although 
as a result of the decision there may be a delay in the timing of federal requirements to reduce emissions, it is expected that 
electric sector emission reductions at least as stringent as those imposed by CAlR will be required in the near future, through new 
federal rules andlor individual state requirements CAlR remains in effect until the Court issues its mandate, which will not be 
before the period for petitions for rehearing runs Duke Energy Kentucky's plan had been to spend approximately $10 million 
between 2008 and 2012 to comply with Phase 1 of CAlR at plants that Duke Energy Kentucky owns or partially owns but does not 
operate. It has not been determined how the court's decision will affect these planned expenditures. Duke Energy Kentucky did 
not expect to incur any significant costs for complying with Phase 2 of CAIR. 

Duke Energy Kentucky is unable to estimate the costs to comply with any new rule EPA may issue as a result of this 
decision. See Note 5 for a discussion of the carrying value of emission allowances. 

Clean Water Act 316(b). The US. Environmental Protection Agency (EPA) finalized its cooling water intake structures rule in 
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DTJKE ENERGY KENTTJCKY, INC 
Notes to Unaudited Financial Statements - (Continued) 

Clean Air Mercury Rub  (CAMR) THE EPA finalized its CAMR in May 2005. The CAMR was to have limited total annual 
mercury emissions from coal-fired power plants across the U.S. through a two-phased cap-and-trade program beginning in 201 0. 
On February 8, 2008 the US. Court of Appeals for the District of Columbia issued its opinion in New Jersey v €PA, No. 05-1097 
vacating the CAMR. The decision creates uncertainty regarding future mercury emission reduction requirements and their timing. 
The EPA and utilities have requested rehearing of the D.C. Circuit Court decision by the entire D C.  Circuit panel (en banc 
review). The court has ordered briefing on whether it should accept the case for en hanc review. Thus, the matter remains 
unsettled until the court decides whether to rehear the case. Barring reversal of the decision if reheard, there will be a delay in the 
implementation of federal mercury requirements for existing coal-fired power plants while EPA conducts a new rulemaking. Duke 
Energy Kentucky is unable to estimate the costs to comply with a new EPA rule, although it is expected that costs will increase as 
a result of the court's decision 

Coal Combustion Product (CCP) Management Duke Energy Kentucky currently estimates that it will spend approximately 
$19 million over the period 2008-2012 to install synthetic caps and liners at existing and new CCP landfills and to convert CCP 
handling systems from wet to dry systems. 

Extended Environmental Activities and Accruals Included in Other Deferred Credits and Other Liabilities on the Balance 
Sheets were total accruals related to extended environmental-related activities of approximately $2 million as of June 30, 2008 
and December 31, 2007. These accruals represent Duke Energy Kentucky's provisions for costs associated with remediation 
activities at some of its current and former sites, as well as other relevant environmental contingent liabilities. Duke Energy 
Kentucky believes that completion or resolution of these matters will have no material impact on its results of operations, cash 
flows or financial position. 

Litigation 

alleges that sources in 13 upwind states, including Kentucky, significantly contribute to North Carolina's non-attainment with 
certain ambient air quality standards. In August 2005, the EPA issued a propased response to the petition The EPA proposed to 
deny the ozone portion of the petition based upon a lack of contribution to air quality by the named states The EPA also proposed 
to deny the particulate matter portion of the petition based upon the CAlR Federal Implementation Plan (FIP), that would address 
the air quality concerns from neighboring states. On April 28, 2006, the EPA denied North Carolina's petition based upon the final 
CAlR FIP described above. North Carolina has filed a legal challenge to the EPAs denial. 

Island, Vermont, Wisconsin and the City of New York brought a lawsuit in the U.S. District Court for the Southern District of New 
York against Cinergy, American Electric Power Company, Inc., American Electric Power Service Corporation, The Southern 
Company, Tennessee Valley Authority, and Xcel Energy lnc. A similar lawsuit was filed in the U.S. District Court for the Southern 
District of New York against the same companies by Open Space Institute, Inc., Open Space Conservancy, Inc., and The 
Audubon Society of New Hampshire. These lawsuits allege that the defendants' emissions of COP from the combustion of fossil 
fuels at electric generating facilities contribute to global warming and amount to a public nuisance. The complaints also allege that 
the defendants could generate the same amount of electricity while emitting significantly less COP. The plaintiffs are seeking an 
injunction requiring each defendant to cap its COP emissions and then reduce them by a specified percentage each year for at 
least a decade. In September 2005, the District Court granted the defendants' motion to dismiss the lawsuit. The plaintiffs have 
appealed this ruling to the Second Circuit Court of Appeals. Oral argument was held before the Second Circuit Court of Appeals 
on June 7, 2006. It is not possible to predict with certainty whether Duke Energy Kentucky will incur any liability or to estimate the 
damages, if any, that Duke Energy Kentucky might incur in connection with this matter 

Hurricane Katrina Lawsuit In April 2006, Cinergy was named in the third amended complaint of a purported class action 
lawsuit filed in the 1J S. District Court for the Southern District of Mississippi. Plaintiffs claim that Cinergy, along with numerous 
other utilities, oil companies, coal companies and chemical companies, are liable for damages relating to losses suffered by 
victims of Hurricane Katrina. Plaintiffs claim that defendants' greenhouse gas emissions contributed to the frequency and intensity 
of storms such as Hurricane Katrina. On August 30, 2007, the court dismissed the case. The plaintiffs have filed their appeal to 
the Fifth Circuit Court of Appeals, and oral arguments were heard on August 6, 2008 It is not possible to predict with certainty 
whether Duke Energy Kentucky will incur any liability or to estimate the damages, if any, that Duke Energy Kentucky might incur in 
connection with this matter 

Other Litigation and Legal Proceedings Duke Energy Kentucky is involved in other legal, tax and regulatory proceedings 
arising in the ordinary course of business, some of which involve substantial amounts Duke Energy Kentucky believes that the 
final disposition of these proceedings will not have a material adverse effect on its results of operations, cash flows or financial 
position. 

Duke Energy Kentucky has exposure to certain legal matters that are described herein. As of June 30, 2008 and 
December 31, 2007, Duke Energy Kentucky has recorded insignificant reserves for these proceedings and exposures. Duke 
Energy Kentucky expenses legal costs related to the defense of loss contingencies as incurred. 

Section 126 Petitions In March 2004, the state of North Carolina filed a petition under Section 126 of the CAA in which it 

Carbon Dioxide (Cod Litigation. In July 2004, the states of Connecticut, New York, California, Iowa, New Jersey, Rhode 
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DUKE ENERGY KENTUCKY, INC 
Notes to TJnaudited Financial Statements - (Continued) 

10. Fair Value of Financial Assets and Liabilities 
On January 1, 2008, Duke Energy Kentucky adopted SFAS No. 157, "Fair Value Measurements," (SFAS No. 157). Duke 

Energy Kentucky's adoption of SFAS No. 157 is currently limited to financial instruments and to non-financial derivatives as, 
in February 2008, the FASB issued FSP No. 157-2, which delayed the effective date of SFAS No. 157 for one year for 
nonfinancial assets and liabilities, except for items that are recognized or disclosed at fair value in the financial statements on a 
recurring basis. There was no cumulative effect adjustment to retained earnings for Duke Energy Kentucky as a result of the 
adoption of SFAS No. 157. 

SFAS No. 157 defines fair value, establishes a framework for measuring fair value in GAAP and expands disclosure 
requirements about fair value measurements. Under SFAS No. 157, fair value is considered to be the exchange price in an orderly 
transaction between market participants to sell an asset or transfer a liability at the measurement date. The fair value definition 
under SFAS No. 157 focuses on an exit price, which is the price that would be received by Duke Energy Kentucky to sell an asset 
or paid to transfer a liability versus an entry price, which would be the price paid to acquire an asset or received to assume a 
liability. Although SFAS No. 157 does not require additional fair value measurements, it applies to other accounting 
pronouncements that require or permit fair value measurements 

prescribed by SFAS No. 157, which prioritizes the inputs to valuation techniques used to measure fair value into three levels: 
Duke Energy Kentucky determines fair value of financial assets and liabilities based on the following fair value hierarchy, as 

Level 1 inputs -unadjusted quoted prices in active markets for identical assets or liabilities that Duke Energy Kentucky has 
the ability to access. An active market for the asset or liability is one in which transactions for the asset or liability occur with 
sufficient frequency and volume to provide ongoing pricing information. Duke Energy Kentucky does not adjust quoted 
market prices on Level 1 inputs for any blockage factor 
Level 2 inputs - inputs other than quoted market prices included in Level 1 that are observable, either directly or indirectly, 
for the asset or liability. Level 2 inputs include, but are not limited to, quoted prices for similar assets or liabilities in an active 
market, quoted prices for identical or similar assets or liabilities in markets that are not active and inputs other than quoted 
market prices that are observable for the asset or liability, such as interest rate curves and yield curves observable at 
commonly quoted intervals, volatilities, credit risk and default rates 
Level 3 inputs - unobservable inputs for the asset or liability. 
In February 2007, the FASB issued SFAS No. 159, "The Fair Value Option for Financial Assets and Financial Liabilities- 

including an amendment of FASB Statement No 1 1 5  (SFAS No. 159), which permits entities to elect to measure many financial 
instruments and certain other items at fair value For Duke Energy Kentucky, SFAS No 159 was effective as of January 1, 2008 
and had no impact on amounts presented for periods prior to the effective date. Duke Energy Kentucky does not currently have 
any financial assets or financial liabilities for which the provisions of SFAS No. 159 have been elected However, in the future, 
Duke Energy Kentucky may elect to measure certain financial instruments at fair value in accordance with this standard. 

The following table provides the fair value measurement amounts for assets and liabilities recorded in Unrealized gains on 
mark-to-market and hedging transactions and Unrealized losses on mark-to-market and hedging transactions on Duke Energy 
Kentucky's Balance Sheets at fair value at June 30, 2008: 

Total Fair Value 
Amounts at 

June 30,2008 Level 1 Level 2 Level 3 

Description (in thousands) 
Derivatives Assets $ 646 $ - $ - $ 646 

- Derivatives Liabilities $ 1,740 $ - $ 1,740 $ 

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

Derivatives (net) 

(in thousands) 
Balance at January 1 ,  2008 $ 0 

646 
Balance at June 30,2008 $ 646 

Total gains included on balance sheet 
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DUKE ENERGY KENTTJCKY, INC 
Notes to Unaudited Financial Statements - (Continued) 

11. New Accounting Standards 
The following new accounting standards were adopted by Duke Energy Kentucky subsequent to June 30, 2007 and the 

SFAS No 157 Refer to Note 10 for a discussion of Duke Energy Kentucky’s adoption of SFAS No. 157. 
SFAS No 159 Refer to Note 10 for a discussion of Duke Energy Kentucky’s adoption of SFAS No. 159 
FSP No. FIN 39-1. Refer to Note 1 for a discussion of Duke Energy Kentucky’s adoption of FSP No. FIN 39-1. 
The following new accounting standards have been issued, but have not yet been adopted by Duke Energy Kentucky as of 

June 30, 2008: 
SFAS No 76 I ,  “Disclosures about Derivative Instruments and Hedging Activities - an amendment to FASB Statement No 

133‘’ (SFAS No 761) In March 2008, the FASB issued SFAS No. 161, which amends and expands the disclosure requirements 
for derivative instruments and hedging activities prescribed by SFAS No. 133, “Accounting for Derivative Instruments and Hedging 
Activities.” SFAS No. 161 requires qualitative disclosures about objectives and strategies for using derivatives, quantitative 
disclosures about fair value amounts of and gains and losses on derivative instruments, and disclosures about credit-risk-related 
contingent features in derivative agreements. Duke Energy Kentucky will adopt SFAS No. 161 as of January 1, 2009 and SFAS 
No. 161 encourages, but does not require, comparative disclosure for earlier periods at initial adoption. The adoption of SFAS No. 
161 will not have any impact on Duke Energy Kentucky’s results of operations, cash flows or financial position. 

impact of such adoption, if applicable, has been presented in the accompanying Financial Statements: 

12. Income Taxes and Other Taxes 
The taxable income of Duke Energy Kentucky is reflected in Duke Energy’s U S federal and state income tax returns. Duke 

Energy Kentucky has a tax sharing agreement with Duke Energy, where the separate return method is used to allocate tax 
expenses and benefits to the subsidiaries whose investments or results of operations provide these tax expenses and benefits. 
The accounting for income taxes essentially represents the income taxes that Duke Energy Kentucky would incur if Duke Energy 
Kentucky were a separate company filing its own tax return as a C-Corporation 

At June 30, 2008, Duke Energy Kentucky has approximately $233 thousand recorded for cmrecognized tax benefits and no 
portion of the total unrecognized tax benefits would, if recognized, affect the effective tax rate. It is reasonably possible that Duke 
Energy Kentucky will reflect an approximate $250 thousand reduction in unrecognized tax benefits within the next twelve months 
due to expected settlements 

During the six months ended June 30, 2008, Duke Energy Kentucky recognized net interest income of approximately $158 
thousand. At June 30, 2008, Duke Energy Kentucky had approximately $464 thousand of interest receivable, which reflects all 
interest related to income taxes, and no accrued penalties in the Balance Sheets 

Duke Energy Kentucky has the following tax years open: 

Jurisdiction Tax Years 
Federal 2000 and after 
State Closed through 2001, with the exception of any adjustments related to open federal years 

13. Subsequent Events 
For information on subsequent events related to intangibles, regulatory matters and commitments and contingencies, see 

Notes 5, 8 and 9, respectively. 
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DUKE ENERGY KENTUCKY, INC. 
STATEMENTS OF OPERATIONS 

Year To Date 
December 31, 

2007 2006 
(in thousands) 

Operating Revenues 
Electric 
Gas 

Total Operating Revenues 

S 351,846 $ 267,917 
140,838 136,535 
492,684 404,452 

Operating Expenses 
Fuel used in electric generation and purchased power 153,883 116,314 
Operation, maintenance and other 127,129 1 15,806 
Natural gas purchased 94,931 92,105 
Depreciation and amortization 39,869 37,750 
Property and otlier taxes 11,589 10,067 

Total Operating Expenses 427,401 372,042 

Operating Income 65,283 32,410 

Other Income and Expenses, net 4,052 2,104 
lnterest Expense 17,414 15,776 

Income Before lncome Taxes 51,921 18,738 

Income Tax Expense 18,452 8,015 

S 33,469 $ 10,723 Net Income 

See Notes to Financial Statements 
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DIJKE ENERGY KENTUCKY, INC. 
BALANCE SHEETS 

ASSETS December 31, December 31, 
2007 2006 

(in thousands) 

Current Assets 
Cash and cash equivalents S 9,302 $ 6,593 
Receivables (net of allowance fbr doubtful accounts of $3 I5 at December 3 I ,  2007 32,768 

Inventory 27,391 29,002 
Other 19,372 11,127 

Total current assets 100,108 79,490 

44,043 
and $242 at December 31,2006) 

Investments and Other Assets 
Intangible assets 
Other 

Total investments and other assets 

7,064 12,470 
3,430 1,541 

10,494 14,011 

Property, Plant, and Equipment 
cos t  
L,ess accumulated depreciation and amortization 

Net property, plant, and equipment 

1,499,357 I ,45 1,463 
617,530 599,625 
881,827 85 1.838 

Regulatory Assets and Deferred Debits 
Deferred debt expense 
Regulatory Assets 

Total regulatory assets and deferred debits 

5,445 5,827 
17,093 29,167 
22,538 34,994 

Total Assets S 1,014,967 $ 980,333 

See Notes to Financial Statements 
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DUKE ENERGY KENTUCKY, INC. 
BALANCE SHEETS 

L,IABILITIES AND COMMON STOCKHOLDER’S EQUITY 
December31, December 31, 

2007 2006 
(in /hoicsandsJ 

Current Liabilities 
Accounts payable 
Notes payable 
Taxes accrued 
Interest accrued 
Current maturities of long-term debt 
Other 

Total current liabilities 

$ 53,989 $ 45,122 
27,470 42,603 
16,777 6,603 
3,553 2,808 

21,678 1,318 
12,807 11,128 

136,274 109,582 

Long-term Debt 265,334 283, I92 

Deferred Credits and Other Liabilities 
Deferred income taxes 
Investment tax credit 
Accrued pension and other postretirement benefit costs 
Regulatory liabilities 
Asset retirement obligations 
Other 

Total deferred credits and other liabilities 

Commitments and Contingencies mote  14) 

153,315 149,016 
5,581 6,634 

22,505 36,497 
33,901 29,432 

6,179 8,266 
6,332 8,366 

227,813 238,211 

Common Stockholder’s Equity 
Common stock - $1 5 00 par value; 1,000,000 shares authorized and 585,333 shares 

outstanding at December 31,2007 and December 31,2006 8,780 8,780 
Paid-in capital 167,494 164,344 

176,965 Retained earnings 

Total common stockholder’s equity 385,546 349,348 

210,270 
Accumulated other comprehensive loss (998) (741) 

Total Liabilities and Common Stockholder’s Equity $ 1,014,967 $ 980,333 

See Notes to Financial Statements 
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DUKE ENERGY KENTUCKY 
STATEMENT OF CHANGES IN COMMON STOCKHOLDER’S EQUITY AND COMPREHENSIVE INCOME 

(in thousands) 

Accumulated Other 
Comprehensive Income (Loss) 

Minimum Total 
Net (Losses) Pension Common 

Common Paid-in Retained on Cash Flow Liability Stockholder’s 
Stock Capital Earnings Hedges Adjustment Equity 

Balance a t  December 31,2005 $ 8,780 $ 23,760 $ 166,242 $ - $ (2,323) $ 196,459 

Net income 
Other comprehensive income, net of tax effect of ($1,011) 

Minimum pension liability adjustment 
Cash flow hedges 

Total comprehensive income 

10,723 

(767) 

10,723 

Contribution from parent company for reallocation of 523 523 

Adjustment due to SFAS No. 158 adoption 3,090 3,090 
Contribution from parent company for purchase of 140,06 1 

taxes 

140,06 1 
generating assets 

Balance a t  December 31,2006 $ 8,780 $ 164,344 $ 176,965 $ (741) $ - $ 349,348 

Net income 
Other comprehensiveincome, net of tax effect of ($146) 

Total comprehensive income 
Cash flow hedges 

33,469 

(257) 

33,469 

(257) 
33,212 

Capital contribution from parent 3,150 3,150 
Adjustment due to SFAS No. 158 adoption ( 164) (164) 

Balance at  December 31,2007 $ 8,780 $ 167,494 $ 210,270 $ (998) $ - $ 385,546 

See Notes to Financial Statements 
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DUKE ENERGY KENTUCKY, INC. 
STATEMENTS OF CASH FLOWS 

Twelve Months Ended 
December 31, 

2007 2006 
(in thousands) 

Cash Flows from Operating Activities 
Net income 
Adjustments to reconcile net income to net cash provided by operating activities: 

Depreciation and amortization 
Losses (gains) on sales of other assets 
Deferred income taxes 
Regulatory assetlliabiliy amortization 
Contribution to company sponsored pension plan 
Accrued pension and postretirement benefit costs 
(Increase) decrease in: 

Net realized and unrealized mark-to-market and hedging transactions 
Receivables 
Inventory 
Other current assets 

Increase (decrease) in. 

Accounts payable 
Taxes accrued 
Other current liabilities 

Regulatory assetAiabilky deferrals 
Other assets 
Other liabilities 

$ 33,469 

40,475 
50 

4,701 
1,889 

(9,696) 
3,931 

(27) 
(9,057) 
1,611 

(6,909) 

9,686 
7,362 
3,499 

(4,187) 
5,308 

(4,639) 

$ 10,723 

37,750 

8,481 
3,969 

(2,330) 
4.1 13 

( 1  04) 

1,653 
4,684 

(1,556) 
2,849 

Net cash provided by operating activities 77,466 60,885 

Cash Flows from Investing Activities 
Capital expenditures 
Purchases of emission allowances 
Sale of emission allowances 

(64,199) (65,096) 
(343) (23,289) 
343 4,748 

Net cash used in investing activities (64,199) (83,637) 

Cash Flows from Financing Activities 
Issuance of long-term debt 3,067 194, I26 
Redemption of long-term debt (1,492) (76,939) 

Contribution from parent 3,150 523 
Notes payable and commercial paper (15,133) (93,454) 

Other ( 150) (4,787) 

( I  0,558) 19,469 

Net increase (decrease) in  cash and cash equivalents 2,709 (3,283) 

Cash and cash equivalents at beginning of period 6,593 9,876 

Cash and cash equivalents at end of period $ 9,302 $ 6,593 

Net cash (used in) provided by financing activities 

Supplemental Disclosure of Gish Flow Information 
Cash paid during the period for: 

Interest (net of amount capitalized) 
Income taxes 

Non-cash financing and investing activities: 
Equity contribution from parent company for acquisition of net generating assets 
Allowance for funds used during construction (AFUDC) - equity component 
Accrued capital expenditures 

$ 16,669 $ 13,913 
$ (515) $ 5,950 

- $ 140,061 $ 
$ 219 $ 626 
$ 2,885 $ 3,001 

SCC Notes to Financial Statements 
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Notes to Financial Statements 

1. Summary of Significant Accounting Policies 

Nature of Operations 

Duke Energy Kentucky, a Kentucky corporation organized in 1901, is a combination electric and gas public utility company 
that provides service in northern Kentucky. Duke Energy Kentucky’s principal lines of business include generation, transmission 
and distribution of electricity as well as the sale of and/or transportation of natural gas. Duke Energy Kentucky’s common stock is 
wholly owned by Duke Energy Ohio, an Ohio corporation organized in 1837, which is wholly owned by Cinergy Corp. (Cinergy), a 
Delaware corporation organized in 1993 

On April 3, 2006, Duke Energy Corporation (Old Duke Energy) and Cinergy merged into wholly owned subsidiaries of Duke 
Energy Holding Corp. (Duke Energy HC), resulting in Duke Energy HC becoming the parent entity. In connection with the closing 
of the merger transactions, Duke Energy HC changed its name to Duke Energy Corporation (New Duke Energy) and Old Duke 
Energy converted into a limited liability company named Duke Power Company LLC (subsequently renamed Duke Energy 
Carolinas LLC effective October 1, 2006). As a result of the merger transactions, each outstanding share of Cinergy common 
stock was converted into 1.56 shares of common stock of New Duke Energy, which resulted in the issuance of approximately 313 
million shares of Duke Energy common stock See Note 2 for additional information regarding the merger Both Old Duke Energy 
and New Duke Energy are referred to as Duke Energy herein. Duke Energy is a public registrant trading on the New York Stock 
Exchange under DUK. 

The assets and liabilities of Duke Energy Kentucky were not adjusted to reflect their fair values as of the merger date since 
push-down accounting is not required by generally accepted accounting principles in the lJnited States (GAAP). 

These statements reflect Duke Energy Kentucky‘s proportionate share of the East Bend generating station which is jointly 
owned with Dayton Power 8. Light. 

Use of Estimates. To conform with GAAP, management makes estimates and assumptions that affect the amounts 

Cash and Cash Equivalents. All highly liquid investments with remaining maturities of three months or less at the date of 

Inventory Inventory consists primarily of coal held for electric generation, materials and supplies, and natural gas held in 

reported in the Financial Statements and Notes Although these estimates are based on management’s best available knowledge 
at the time, actual results could differ. 

purchase are considered cash equivalents 

storage for transmission and sales commitments. Inventory is recorded primarily using the average cost method. 

Components of Inventory 

Inventory 
Gas held in storage 
Fuel for use in electric generation 
Materials and supplies 

Total Inventory 

December 31, December 31, 
2007 2006 

(in thousands) 

$ 9,140 $ 10,988 
9,010 9,074 
9,241 8,940 

$ 27,391 $ 29,002 

Cost-Based Regulation. Duke Energy Kentucky accounts for certain of its regulated operations under the provisions of 
SFAS No. 71, “Accounting for the Effects of Certain Types of Regulation” (SFAS No 71). The economic effects of regulation can 
result in a regulated company recording assets for costs that have been or are expected to be approved for recovery from 
customers in a future period or recording liabilities for amounts that are expected to be returned to customers in the rate-setting 
process in a period different from the period in which the amounts would be recorded by an unregulated enterprise Accordingly, 
Duke Energy Kentucky records assets and liabilities that result from the regulated ratemaking process that would not be recorded 
under GAAP for non-regulated entities Management continually assesses whether regulatory assets are probable of future 
recovery by considering factors such as applicable regulatory changes, recent rate orders applicable to other regulated entities 
and the status of any pending or potential deregulation legislation Additionally, management continually assesses whether any 
regulatory liabilities have been incurred Based on this continual assessment, management believes the existing regulatory 
assets are probable of recovery and that no regulatory liabilities, other than those recorded, have been incurred These regulatory 
assets and liabilities are primarily classified in the Balance Sheets as Regulatory Assets and Deferred Debits, and Deferred 
Credits and Other Liabilities Duke Energy Kentucky periodicaily evaluates the applicability of SFAS No 71, and considers factors 
such as regulatory changes and the impact of competition If cost-based regulation ends or competition increases, Duke Energy 
Kentucky may have to reduce its asset balances to reflect a market basis less than cost and write-off their associated regulatory 
assets and liabilities (For further information see Note 3 ) 

designated and qualifying for the normal purchases and normal sales exception under SFAS No. 133, “Accounting for Derivative 
lnsfruments and Hedging Activities” as amended, (SFAS No. 133), are recorded on the Balance Sheet at their fair value. 

Accounting for Risk Management and Hedging Activities and Financial Instruments. All derivative instruments not 
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For each of Duke Energy Kentucky's contracts that are derivatives, the accounting model and presentation of gains and 
losses, or revenue and expense in the Statements of Operations is shown below. 

Duke Energy Kentucky 
Classification of Contract Accounting Model Presentation of Gains & Losses or Revenue & Expense 

Non-trading derivatives: 
Undesignated Mark-to-market'" Net basis in the related Statement of Operations category for 

interest rate and commodity derivatives 
(a) An accounting term used by Duke Energy Kentucky to refer to derivative contracts for which an asset or liability is 
recognized at fair value and the change in the fair value of that asset or liability is recognized in the Statements of Operations. As 
this term is not explicitly defined within GAAP, Duke Energy Kentucky's application of this term could differ from that of other 
companies. 

Equity and Comprehensive Income as Accumulated Other Comprehensive Loss (AOCI) until earnings are affected by the hedged 
item. Duke Energy Kentucky discontinues hedge accounting prospectively when it has determined that a derivative no longer 
qualifies as an effective hedge, or when it is no longer probable that the hedged forecasted transaction will occur. When hedge 
accounting is discontinued because the derivative no longer qualifies as an effective hedge, the derivative is subject to the Mark- 
to-Market model of accounting (MTM Model) prospectively. Gains and losses related to discontinued hedges that were previously 
accumulated in AOCl will remain in AOCl until the underlying contract is reflected in earnings; unless it is probable that the 
hedged forecasted transaction will not occur at which time associated deferred amounts in AOCl are immediately recognized in 
current earnings. 

Valuation Quoted market prices or prices obtained through external sources are used to measure a contract's fair value. 
Property, Plant and Equipment. Property, plant and equipment are stated at the lower of historical cost less accumulated 

depreciation or fair value, if impaired. Duke Energy Kentucky capitalizes all construction-related direct labor and material costs, as 
well as indirect construction costs. Indirect costs include general engineering, taxes and the cost of funds used during 
construction The cost of renewals and betterments that extend the useful life of property, plant and equipment are also 
capitalized. The cost of repairs, replacements and major maintenance projects, which do not extend the useful life or increase the 
expected output of property, plant and equipment, is expensed as incurred. Depreciation is generally computed over the asset's 
estimated useful life using the straight-line method. The composite weighted-average depreciation rate was 2.6% for 2007 and 
2006. Also, see "Allowance for Funds Used During Construction (AFUDC)," discussed below. 

When Duke Energy Kentucky retires its regulated property, plant and equipment, it charges the original cost plus the cost of 
retirement, less salvage value, to accumulated depreciation and amortization. When it sells entire regulated operating units, the 
cost is removed from the property account and the related accumulated depreciation and amortization accounts are reduced. Any 
gain or loss is recorded in earnings, unless otherwise required by the applicable regulatory body. 

Duke Energy Kentucky recognizes asset retirement obligations (ARO's) in accordance with SFAS No. 143, "Accounting For 
Asset Retirement Obligations" (SFAS No. 143), for legal obligations associated with the retirement of long-lived assets that result 
from the acquisition, construction, development and/or normal use of the asset and FIN No. 47, "Accounting for Conditional Asset 
Retirement Obligations" (FIN 47), for conditional ARO's. The term conditional asset retirement obligation as used in SFAS No. 143 
and FIN 47 refers to a legal obligation to perform an asset retirement activity in which the timing and (or) method of settlement are 
conditional on a future event that may or may not be within the control of the entity. The obligation to perform the asset retirement 
activity is unconditional even though uncertainty exists about the timing and (or) method of settlement Thus, the timing and (or) 
method of settlement may be conditional on a future event. Both SFAS No 143 and FIN 47 require that the fair value of a liability 
for an ARO be recognized in the period in which it is incurred, if a reasonable estimate of fair value can be made. The fair value of 
the liability is added to the carrying amount of the associated asset. This additional carrying amount is then depreciated over the 
estimated useful life of the asset. See Note 6 for further information. 

Loss Contingencies. Duke Energy Kentucky is involved in certain legal and environmental matters that arise in the normal 
course of business. Loss contingencies are accounted for under SFAS No. 5, "Accounting for Contingencies," (SFAS No. 5) 
Under SFAS No. 5, contingent losses are recorded when it is determined that it is probable that a loss has occurred and the 
amount of the loss can be reasonably estimated. When a range of the probable loss exists and no amount within the range is a 
better estimate than any other amount, Duke Energy Kentucky records a loss contingency at the minimum amount in the range. 
Unless otherwise required by GAAP, legal fees are expensed as incurred. See Note 14 for further information. 

Environmental Expenditures. Duke Energy Kentucky expenses environmental expenditures related to conditions caused 
by past operations that do not generate current or future revenues. Environmental expenditures related to operations that 
generate current or future revenues are expensed or capitalized, as appropriate. Liabilities are recorded on an undiscounted basis 
when the necessity for environmental remediation becomes probable and the costs can be reasonably estimated, or when other 
potential environmental liabilities are reasonably estimable and probable 

service is provided or the product is delivered. Unbilled revenues are estimated by applying an average revenue per kilowatt hour 
or per thousand cubic feet (Mc9 for all customer classes to the number of estimated kilowatt hours or Mcfs delivered but not 
billed. The amount of unbilled revenues can vary significantly period to period as a result of factors including seasonality, weather, 
customer usage patterns and customer mix. The receivables for unbilled revenues for Duke Energy Kentucky ($25 million and 
$22 million at December 31, 2007 and 2006, respectively) are included in the sales of accounts receivable to Cinergy Receivables 
Company, LLC (Cinergy Receivables) See Note 10 for additional information. 

Allowance for Funds Used During Construction (AFUDC). AFIJDC, which represents the estimated debt and equity costs 
of capital funds necessary to finance the construction of new regulated facilities, consists of two components, an equity 
component and an interest component. The equity component is a non-cash item. AFUDC is capitalized as a component of 
Property, Plant and Equipment cost, with offsetting credits to the Statements of Operations After construction is completed, Duke 
Energy Kentucky is permitted to recover these costs through inclusion in the rate base and in the depreciation provision The total 
amount of AFUDC included within income from continuing operations in the Statements of Operations was less than $500 
thousand in 2007 The total amount of AFUDC included within income from continuing operations in the Statements of Operations 
for 2006 was $1 million 

Changes in the fair value of a derivative, to the extent effective, are included in the Statements of Common Stockholder's 

Revenue Recognition and Unbilled Revenue. Revenues on sales of electricity and gas are recognized when either the 
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Accounting For Purchases and Sales of Emission Allowances. Duke Energy Kentucky recognizes emission allowances 
in earnings as they are consumed or sold. Any gains or losses on sales of recoverable emission allowances are returned to 
customers via Profit Sharing Mechanism riders included in the rate structure of the regulated entity and are deferred as a 
regulatory asset or liability. Purchases and sales of emission allowances are presented gross as investing activities on the 
Statements of Cash Flows. 

agreement with Duke Energy, where the separate return method is used to allocate tax expenses or benefits to the subsidiaries 
whose investments or results of operations provide these tax expenses or benefits The accounting for income taxes essentially 
represents the income taxes that Duke Energy Kentucky would incur if Duke Energy Kentucky were a separate company filing its 
own tax return as a C-Corporation. The current tax sharing agreement Duke Energy Kentucky has with Duke Energy is 
substantially the same as the tax sharing agreement between Duke Energy Kentucky and Cinergy prior to the merger. 

Management evaluates and records contingent tax liabilities and related interest based on the probability of ultimately 
sustaining the tax deductions or income positions Management assesses the probabilities of successfully defending the tax 
deductions or income positions based upon statutory, judicial or administrative authority 

Management evaluates and records uncertain tax positions in accordance with FIN 48, "Accounting For Uncertainty in 
lncome Taxes - an lnterpretation of FASE Statement 109," (FIN 48), which was adopted by Duke Energy Kentucky on January 1, 
2007. Duke Energy Kentucky records unrecognized tax benefits for positions taken or expected to be taken on tax returns, 
including the decision to exclude certain income or transactions from a return, when a more-likely-than-not threshold is met for a 
tax position and management believes that the position will be sustained upon examination by the taxing authorities. Management 
evaluates each position based solely on the technical merits and facts and circumstances of the position, assuming the position 
will be examined by a taxing authority having full knowledge of all relevant information In accordance with FIN 48, Duke Energy 
Kentucky records the largest amount of the unrecognized tax benefit that is greater than 50% likely of being realized upon 
settlement or effective settlement. Management considers a tax position effectively settled for the purpose of recognizing 
previously unrecognized tax benefits when the following conditions exist: (i) the taxing authority has completed its examination 
procedures, including all appeals and administrative reviews that the taxing authority is required and expected to perform for the 
tax positions, (ii) Duke Energy Kentucky does not intend to appeal or litigate any aspect of the tax position included in the 
completed examination, and (iii) it is remote that the taxing authority would examine or reexamine any aspect of the tax position 
See Note 5 for further information. 

Duke Energy Kentucky records, as it relates to taxes, interest expense as Interest Expense and interest income and 
penalties in Other Income and Expenses, net, in the Statements of Operations. 

Reclassifications and Revisions. Certain prior period amounts have been reclassified to conform to the presentation for 
the current period. 

New Accounting Standards. The following new accounting standards were adopted by Duke Energy Kentucky during the 
year ended December 31, 2007 and the impact of such adoption, if applicable, has been presented in the accompanying Financial 
Statements: 

SFAS No 155, "Accounting for Certain Hybrid Financial Instruments-an amendment of FASE Statements No 133 and 140" 
(SFAS No. 155). In February 2006, the FASB issued SFAS No. 155, which amends SFAS No. 133, "Accounting for Derivative 
Instruments and Hedging Activities" and SFAS No. 140, "Accounting for Transfers and Servicing of Financial Assets and 
Extinguishments of Liabilities." SFAS No. 155 allows financial instruments that have embedded derivatives to be accounted for at 
fair value at acquisition, at issuance, or when a previously recognized financial instrument is subject to a remeasurement (new 
basis) event, on an instrument-by-instrument basis, in cases in which a derivative would otherwise have to be bifurcated. SFAS 
No. 155 was effective for Duke Energy Kentucky for all financial instruments acquired, issued, or subject to remeasurement after 
January 1, 2007, and for certain hybrid financial instruments that have been bifurcated prior to the effective date, for which the 
effect is to be reported as a cumulative-effect adjustment to beginning retained earnings The adoption of SFAS No 155 did not 
have a material impact on Duke Energy Kentucky's results of operations, cash flows or financial position. 

SFAS No 156, "Accounting for Servicing of Financial Assets-an amendment of FASE Statement No 140" (SFAS No. 156) 
In March 2006, the FASB issued SFAS No. 156, which amends SFAS No 140. SFAS No 156 requires recognition of a servicing 
asset or liability when an entity enters into arrangements to service financial instruments in certain situations. Such servicing 
assets or servicing liabilities are required to be initially measured at fair value, if practicable. SFAS No 156 also allows an entity to 
subsequently measure its servicing assets or servicing liabilities using either an amortization method or a fair value method. SFAS 
No. 156 was eRective for Duke Energy Kentucky as of January 1 ~ 2007, and must be applied prospectively, except that where an 
entity elects to remeasure separately recognized existing arrangements and reclassify certain available-for-sale securities to 
trading securities, any effects must be reported as a cumulative-effect adjustment to retained earnings The adoption of SFAS 
No. 156 did not have a material impact on Duke Energy Kentucky's results of operations, cash flows or financial position. 

SFAS No 158, "Employer's Accounting for Defined Benefit Pension and Other Postretirement Plans, an amendment of 
FASE Statements No 87, 88, 106, and 132(R)" (SFAS No. 158). In October 2006, the FASB issued SFAS No. 158, which 
changes the recognition and disclosure provisions and measurement date requirements for an employer's accounting for defined 
benefit pension and other postretirement plans. The recognition and disclosure provisions require an employer to (1) recognize 
the funded status of a benefit plan-measured as the difference between plan assets at fair value and the benefit obligation-in its 
statement of financial position, (2) recognize as a component of other comprehensive loss, net of tax, the gains or losses and prior 
service costs or credits that arise during the period but are not recognized as components of net periodic benefit cost, and 
(3) disclose in the notes to financial statements certain additional information. SFAS No. 158 does not change the amounts 
recognized in the income statement as net periodic benefit cost. Duke Energy Kentucky recognized the funded status of its 
defined benefit pension and other postretirement plans and provided the required additional disclosures as of December 31, 2006 
The adoption of SFAS No. 158 recognition and disclosure provisions resulted in an increase in regulatory assets of approximately 
$22 million and an increase in liabilities of approximately $22 million as of December 31, 2006. The adoption of SFAS No. 158 did 
not have a material impact on Duke Energy Kentucky's results of operations or cash flows 

Under the measurement date requirements of SFAS No. 158, an employer is required to measure defined benefit plan 
assets and obligations as of the date of the employer's fiscal year-end statement of financial position (with limited exceptions). 
Historically, Duke Energy Kentucky has measured its plan assets and obligations up to three months prior to the fiscal year-end, 
as allowed under the authoritative accounting literature. Duke Energy Kentucky adopted the change in measurement date 
effective January 1, 2007 by remeasuring plan assets and benefit obligations as of that date, pursuant to the transition 
requirements of SFAS No. 158 In the first quarter of 2007, the changes in plan assets and plan obligations between the 
September 30, 2006 and December 31, 2006 measurement dates not related to net periodic benefit cost was required to be 
recognized, net of tax, as a separate adjustment of the opening balance of accumulated other comprehensive income (loss) 

Income Taxes. As a result of Duke Energy's merger with Cinergy in 2006, Duke Energy Kentucky entered into a tax sharing 
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(AOCI) and regulatory assets. This adjustment was not material. During the second quarter of 2007, Duke Energy Kentucky 
completed these calculations. The finalization of these actuarial calculations resulted in an immaterial adjustment to AOCI and 
regulatory assets. 

The adoption of SFAS No 158 did not have a material impact on Duke Energy Kentucky's results of operations or cash 
flows. 

FIN 48. In July 2006, the FASB issued FIN 48, which provides guidance on accounting for income tax positions about which 
Duke Energy Kentucky has concluded there is a level of uncertainty with respect to the recognition of a tax benefit in Duke Energy 
Kentucky's financial statements. FIN 48 prescribes the minimum recognition threshold a tax position is required to meet. Tax 
positions are defined very broadly and include not only tax deductions and credits but also decisions not to file in a particular 
jurisdiction, as well as the taxability of transactions. Duke Energy Kentucky adopted FIN 48 effective January 1, 2007. See Note 5 
for additional information. 

May, 2007, the FASB staff issued FSP No. FIN 48-1 which clarifies the conditions under FIN 48 that should be met for a tax 
position to be considered effectively settled with the taxing authority. Duke Energy Kentucky's adoption of FIN 48 as of January 
1, 2007 was consistent with the guidance in this FSP. 

The following new accounting standard was adopted by Duke Energy Kentucky during the year ended December 31, 2006 
and the impact of such adoption, if applicable, has been presented in the accompanying Financial Statements: 

Staff Accounting Bulletin (SAB) No 108, "Considering the Effects of Prior Year Misstatements When Quantifying 
Misstatements in Current YearFinancial Statements" (SAB No 108). In September 2006, the SEC issued SAB No 108, which 
provides interpretive guidance on how the effects of the carryover or reversal of prior year misstatements should be considered in 
quantifying a current year misstatement. Traditionally, there have been two widely-recognized approaches for quantifying the 
effects of financial statement misstatements. The income statement approach focuses primarily on the impact of a misstatement 
on the income statement-including the reversing effect of prior year misstatements-but its use can lead to the accumulation of 
misstatements in the balance sheet The balance sheet approach, on the other hand, focuses primarily on the effect of correcting 
the period-end balance sheet with less emphasis on the reversing effects of prior year errors on the income statement. The SEC 
staff believes that registrants should quantify errors using both a balance sheet and an income statement approach (a "dual 
approach) and evaluate whether either approach results in quantifying a misstatement that, when all relevant quantitative and 
qualitative factors are considered, is material 

SAB No. 108 was effective for Duke Energy Kentucky's year ending December 31, 2006. SAB No. 108 permits existing 
public companies to initially apply its provisions either by (i) restating prior financial statements as if the "dual approach" had 
always been used or (ii), under certain circumstances, recording the cumulative effect of initially applying the "dual approach" as 
adjustments to the carrying values of assets and liabilities as of January 1, 2006 with an offsetting adjustment recorded to the 
opening balance of retained earnings. Duke Energy Kentucky has historically used a dual approach for quantifying identified 
financial statement misstatements. Therefore, the adoption of SAB No 108 did not have a material impact on Duke Energy 
Kentucky's results of operations, cash flows or financial position. 

December 31,2007: 

defines fair value, establishes a framework for measuring fair value in GAAP, and expands disclosures about fair value 
measurements. SFAS No 157 does not require any new fair value measurements The application of SFAS No 157 may change 
Duke Energy Kentucky's current practice for measuring and disclosing fair values under other accounting pronouncements that 
require fair value measurements For Duke Energy Kentucky, SFAS No 157 is effective as of January I ,  2008 and must be 
applied prospectively except in certain cases To date, no matters have been identified regarding implementation of SFAS 157 
that would have any material impact on Duke Energy Kentucky's results of operations or financial position. 

FASB issued SFAS No. 159, which permits entities to choose to measure many financial instruments and certain other items at 
fair value. For Duke Energy Kentucky, SFAS No 159 is effective as of January 1,2008 and will have no impact on amounts 
presented for periods prior to the effective date. Duke Energy Kentucky does not currently have any financial assets or financial 
liabilities for which the provisions of SFAS no. 159 have been elected. However, in the future, Duke Energy Kentucky may elect to 
measure certain financial instruments at the fair value in accordance with the standard 

FASB Staff Position (FSP) No FIN 48- 1 ,  Definition of "Settlement" in FASB Interpretation No 48 (FSP No FlN 48-1) In 

The following new accounting standards have been issued, but have not yet been adopted by Duke Energy Kentucky as of 

SFAS No 157, "Fair Value Measurements" (SFAS No 157). In September 2006, the FASB issued SFAS No. 157, which 

SFAS No 159, "The Fair Value Option for Financial Assets and Financial Liabilifies" (SFAS No 159). In February 2007, the 

2. Duke EnergylCinergy Merger 

On April 3, 2006, the merger between Duke Energy and Cinergy was consummated (see Note I for additional information on 
the merger). For accounting purposes, the effective date of the merger was April 1, 2006 The merger combined the Duke Energy 
and Cinergy regulated franchises as well as deregulated generation in the midwestern United States (Midwest). 

Based on the market price of Duke Energy common stock during the period, including the two trading days before, through 
the two trading days after, May 9, 2005, the date Duke Energy and Cinergy announced the merger, the transaction was valued at 
approximately $9,115 million and resulted in goodwill recorded at Duke Energy Ohio of approximately $2,348 million. 

Prior to consummation of the merger, certain regulatory approvals were received from the state utility commissions and the 
Federal Energy Regulatory Commission (FERC) See Note 3 for a discussion of the regulatory impacts of the merger. 
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3. Regulatory Matters 
Regulatory Assets and Liabilities. Duke Energy Kentucky’s regulated operations are subject to SFAS No. 71 Accordingly, 

Duke Energy Kentucky records assets and liabilities that result from the regulated ratemaking process that would not be recorded 
under GAAP for non-regulated entities. See Note 1 for flirther information. 

Duke Energy Kentucky’s Regulatory Assets and Liabilities: 

2007 

Merger costs 
Vacation accrual‘”) 
Other 

2006 Period Ends 

Total Regulatory Assets 

Reoulatorv LiabilitjesiBJ 
Removal costs(d’ 
Amounts due from Customers - Income Taxede) 
Other@)‘‘) 

1,756 
680 

Total Regulatory Liabilities $ 33,808 

4,453 (e) 

2,572 2008 
3,154 ‘Q) 

$ 31.739 

(8) 0 
2,495 ‘8)  

$ 29.432 

All regulatory assets and liabilities are excluded from rate base unless otheiwise noted. 
Included in Regulatory Assets and Deferred Debits on the Balance Sheet unless otherwise noted. 
Included in Accounts payable or Other deferred credits and other liabilities on the Balance Sheets. 
Included in rate base. 
Recovery/refund is over the life of the associated asset or liability. 
Liability is extinguished over the lives of the associated assets. 
Recovery/Refund period currently unknown. 
Included in Other current assets on the Balance Sheet. 
The current portion of the amounts in the other category are included in accounts payable on the balance sheet 

Regulatory Merger Approvals. As discussed in Note 1 and Note 2, on April 3, 2006, the merger between Duke Energy and 
Cinergy was consummated to create a newly formed company, Duke Energy Holding Corp. (subsequently renamed Duke Energy 
Corporation). As a condition to the merger approval, the Kentucky Public Service Commission (KPSC) required that certain 
merger related savings be shared with consumers in Kentucky. The commission also required Duke Energy Kentucky to meet 
additional conditions. Key elements of these conditions include: 

The KPSC required that Duke Energy Kentucky provide $8 million in rate reductions to its customers over five years, 
ending when new rates are established in the next rate case after January 1 ,  2008 Approximately $2 million of the rate 
reduction was passed through to customers during each of the years ended December 31, 2007 and 2006. . The FERC approved the merger without conditions 

Franchised Electric and Gas. Rate Related Information. The KPSC approves rates for retail electric and gas services 
within the Commonwealth of Kentucky. The FERC approves rates for electric sales to wholesale customers served under cost- 
based rates. 

Duke Energy Kentucky Gas Rate Cases. In 2002, the KPSC approved Duke Energy Kentucky’s gas base rate case which 
included, among other things, recovery of costs associated with an accelerated gas main replacement program. The approval 
authorized a tracking mechanism to recover certain costs including depreciation and a rate of return on the program’s capital 
expenditures. The Kentucky Attorney General appealed to the Franklin Circuit Court the KPSC’s approval of the tracking 
mechanism as well as the KPSC’s subsequent approval of annual rate adjustments under this tracking mechanism. In 2005, both 
Duke Energy Kentucky and the KPSC requested that the court dismiss these cases. 

In February 2005, Duke Energy Kentucky filed a gas base rate case with the KPSC requesting approval to continue the 
tracking mechanism and for a $14 million annual increase in base rates. A portion of the requested increase was attributable to 
recovery of the current cost of the accelerated main replacement program in base rates. In December 2005, the KPSC approved 
an annual rate increase of $8 million and re-approved the tracking mechanism through 201 1. In February 2006, the Kentucky 
Attorney General appealed the KPSC’s order to the Franklin Circuit Court, claiming that the order improperly allows Duke Energy 
Kentucky to increase its rates for gas main replacement costs in between general rate cases, and also claiming that the order 
improperly allows Duke Energy Kentucky to earn a return on investment for the costs recovered under the tracking mechanism 
which permits Duke Energy Kentucky to recover its gas main replacement costs. 

In August 2007 the Franklin Circuit Court consolidated all the pending appeals and ruled that the KPSC lacks legal authority 
to approve the gas main replacement tracking mechanism, and any other annual rate adjustments under the tracking mechanism. 
To date, Duke Energy Kentucky has collected approximately $9 million in annual rate adjustments under the tracking mechanism. 
Duke Energy Kentucky and the KPSC have appealed these cases to the Kentucky Court of Appeals and continues to utilize 
tracking mechanisms in its billed rates to customers. At this time, Duke Energy Kentucky cannot predict the outcome of these 
proceedings. 

Duke Energy Kentucky Electric Rate Case In May 2006, Duke Energy Kentucky filed an application for an increase in its 
base electric rates of approximately $67 million in revenue, or approximately 28 percent, to be effective in January 2007 pursuant 
to the KPSC’s 2003 Order approving the transfer of 1,100 MW of generating assets from Duke Energy Ohio to Duke Energy 
Kentucky. In the fourth quarter of 2006, the KPSC approved the settlement agreement resolving all the issues raised in the 
proceeding Among other things, the settlement agreement provided for a $49 million increase in Duke Energy Kentucky’s base 
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electric rates and reinstitution of the fuel cost recovery mechanism, which had been frozen since 2001. The settlement agreement 
also provided for Duke Energy Kentucky to obtain KPSC approval for a back-up power supply plan. In January 2007, Duke Energy 
Kentucky filed a back-up power supply plan with the KPSC. The plan provided for Duke Energy Kentucky to purchase back-up 
power through bilateral contracts for unscheduled outages. Duke Energy Kentucky will recover these costs through base rates. 
The plan provided for Duke Energy Kentucky to purchase back-up power through the Midwest Independent System Operator, Inc 
(Midwest ISO) energy markets for unscheduled outages. The KPSC issued an order in March 2007 approving Duke Energy 
Kentucky's back-up power supply plan. 

efficiency programs, consisting of nine residential and two commercial and industrial programs, and to true-up its gas and electric 
tracking mechanism for recovery of lost revenues, program costs and shared savings. An order on the application is expected in 
the first quarter of 2008. 

f € R C  lssues €/ecfric Reliability Standards Consistent with reliability provisions of the Energy Policy Act of 2005, on July 20, 
2006, FERC issued its Final Rule certifying the North American Electric Reliability Council (NERC) as the Electric Reliability 
Organization. NERC has filed over 100 proposed reliability standards with FERC. On March 16, 2007, FERC issued a final rule 
establishing mandatory, enforceable reliability standards for the nation's bulk power system. In the final rule, FERC approved 83 
of the 107 mandatory reliability standards submitted by the NERC and compliance with these standards became mandatory on 
June 18, 2007. FERC will consider the remaining 24 proposed standards for approval once the necessary criteria and procedures 
are submitted. In the interim, compliance with these 24 standards is expected to continue on a voluntary basis as good utility 
practice. Duke Energy Kentucky does not believe that the issuance of these standards will have a material impact on its results of 
operations, cash flows, or financial position. 

Midwest IS0 Resource Adequacy Filing. On December 28, 2007, the Midwest Independent Transmission System Operator, 
Inc. (Midwest ISO) filed its Electric Tariff Filing Regarding Resource Adequacy in compliance with the FERC's request of Midwest 
IS0 to file Phase I I  of its long-term Resource Adequacy plan by December 2007. The proposal includes establishment of a 
resource adequacy requirement in the form of planning resene margin. While the proposal has been filed for approval from the 
FERC, it currently lacks enforcement and financial settlement mechanisms. Given that the proposal has not yet been approved by 
the FERC, it is difficult to estimate its impact on Duke Energy Kentucky, but at this time Duke Energy Kentucky does not believe 
the resource adequacy requirement will have a material impact on its consolidated results of operations. cash flows, or financial 
position. 

€nergy Efficiency On November 15, 2007, Duke Energy Kentucky filed its annual application to continue existing energy 

4. Joint Ownership of Generating Facilities 
Duke Energy Kentucky and Dayton Power & Light jointly own an electric generating station. 

As of December 31, 2007, Duke Energy Kentucky's share in the jointly-owned plant was as follows: 

Duke Energy Kentucky 
Production: 

East Bend Station 

Ownership Property, Plant, Accumulated Construction Work 
Share and Equipment Depreciation in Progress 

(in thousands) 

690  $ 428,628 $ 219,731 $ 1,235 

Duke Energy Kentucky's share of revenues and operating costs of the above jointly owned generating facilities are included 
within the corresponding line on the Statements of Operations Each participant in the jointly owned facilities must provide its own 
financing 

5. income Taxes 
Prior to the merger of Cinergy and Duke Energy on April 3, 2006, the taxable income of Duke Energy Kentucky was reflected 

in Cinergy's U S federal and state income tax returns After the merger, the taxable income of Duke Energy Kentucky is reflected 
in Duke Energy's 1J S federal and state income tax returns As a result of Duke Energy's merger with Cinergy, Duke Energy 
Kentucky entered into a tax sharing agreement with Duke Energy, where the separate return method is used to allocate tax 
expenses or benefits to the subsidiaries whose investments or results of operations provide these tax expenses or benefits The 
accounting for income taxes essentially represents the income taxes that Duke Energy Kentucky would incur if Duke Energy 
Kentucky were a separate company filing its own tax return as a C-Corporation The current tax sharing agreement Duke Energy 
Kentucky has with Duke Energy is substantially the same as the tax sharing agreement between Duke Energy Kentucky and 
Cinergy prior to the merger 
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The following details the components of income tax expense: 

Income Tax Expense 

$ 6,273 
3,250 
9,523 
6,164 

159,444 
(1,144) 

164,464 
$ (154,941h 

Current income taxes 
Federal 
State 

Total current income taxes 

Deferred income taxes 
Federal 
State 

Total deferred income taxes 

Investment tax credit amortization 

Total income tax expense presented 
in Statements of Operations 

$ 7,905 
1,614 

9,519 

3,342 
153,834 

359 

157,535 

$ (1 48,016) 

Twelve Months Twelve Months 
Ended Ended 

December 31,2007 December 31,2006 
(in thousands) 

$ 11,387 $ (292) 
2,364 (1 74) 

13,751 (466) 

4,559 7,565 
927 1,728 

5,486 9,293 

(785) (812) 

$ 18,452 $ 8,015 

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

Income tax expense, computed at 

State income tax, net of 
federal income tax effect 

Depreciation and other PP&E 
related differences 

ITC amortization 
Manufacturing Deduction 
Other items, net 

the statutory rate of 35% 

Total income tax expense 

Effective Tax Rates 

Twelve Months Twelve Months 
Ended Ended 

December 31,2007 December 31,2006 
(in thousands) 

$ 18,173 $ 6,558 

2,139 1,010 

173 (336) 
(812) (785) 

(477) 
(771) 1,594 

- 

$ 18,452 $ 8,015 

35.5% 42 8% 

The manufacturing deduction was created by the American Job Creation Act of 2004 (the Act). The Act provides a deduction 
for income from qualified domestic production activities. During the year ended December 31, 2006, the Act provided for a 3% 
deduction on qualified production activities. During the year ended December 31, 2007, the deduction increased to 6% on 
qualified production activities. 

Net Deferred Income Tax Liability Components 

Deferred credits and other liabilities 
Other 

Total deferred income tax assets 

Investments and other assets 
Accelerated depreciation rates 
Regulatory assets and deferred debits 

Total deferred income tax liabilities 

Total net deferred income tax liabilities 
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The above amounts have been classified in the Balance Sheets as follows: 

Net Deferred Income Tax Liabilities 

Current deferred tax assets/(liabilities), included in other current assetsl(liabi1ities) 
Non-current deferred tax liabilities 

Total net deferred income tax liabilities 

As of December 31, 

2007 I 2006 

(in thousands) 
(1,626) $ 1,000 

(149,016) J (148,016) 

$ 

$ (154,941 $ 

(1 53,315 

On January 1, 2007, Duke Energy Kentucky adopted FIN 48 

As a result of the adoption of FIN 48, Duke Energy Kentucky had no cumulative effect adjustment to retained earnings, 
which reflects all adoption provisions of FIN 48, including those provisions related to unrecognized income tax benefits net of gain 
contingencies, and interest expense and penalties. 

Effective with the adoption of FIN 48 on January 1, 2007, Duke Energy Kentucky recognized approximately $623 thousand 
of accrued interest receivable. which reflects all interest related to income taxes, and no accrued penalties 

The following table details the changes in Duke Energy Kentucky’s unrecognized tax benefits from January 1, 2007 to 
December 31,2007. 

Increase/(Decrease) 
(in thousands) 

Unrecognized Tax Benefits -January 1,2007 9 420 

lJnrecognized Tax Benefits Changes 
Gross decreases -tax positions in prior periods 
Settlements 

Total Changes 

lJnrecognized Tax Benefits - December 31,2007 u 
At December 31, 2007, no portion of the total unrecognized tax benefits would, if recognized, affect the effective tax rate. It 

is reasonably possible that Duke Energy Kentucky will reflect an approximate $250 thousand reduction in unrecognized tax 
benefits within the next twelve months due to expected settlements. 

thousand At December 31, 2007, Duke Energy Kentucky had approximately $305 thousand of interest receivable, which reflects 
all interest related to income taxes, and no accrued penalties 

Duke Energy Kentucky has the following tax years open 

During the year ended December 31,2007, Duke Energy Kentucky recognized net interest expense of approximately $215 

Jurisdiction Tax Years 
Federal 2000andafter 
State Closed through 2001, with the exception of any adjustments related to open federal years 

6. Asset Retirement Obligations 

In June 2001, the FASB issued SFAS No. 143, which was adopted by Duke Energy Kentucky on January 1,2003. SFAS No. 
143 addresses financial accounting and reporting for legal obligations associated with the retirement of tangible long-lived assets 
and the related asset retirement costs. The standard applies to legal obligations associated with the retirement of long-lived assets 
that result from the acquisition, construction, development andlor normal use of the asset. SFAS No 143 requires that the fair 
value of a liability for an asset retirement obligation be recognized in the period in which it is incurred, if a reasonable estimate of 
fair value can be made. The fair value of the liability is added to the carrying amount of the associated asset. This additional 
carrying amount is then depreciated over the life of the asset The liability increases due to the passage of time based on the time 
value of money until the obligation is settled. Subsequent to the initial recognition, the liability is adjusted for any revisions to the 
expected value of the retirement obligation (with corresponding adjustments to property, plant, and equipment), and for accretion 
of the liability due to the passage of time. Additional depreciation expense is recorded prospectively for any increases to the 
carrying amount of the associated asset 

SFAS No.143, Duke Energy Kentucky identified certain assets that have an indeterminate life, and thus the fair value of the 
retirement obligation is not reasonably estimable. These assets include transmission pipelines. A liability for these asset 
retirement obligations will be recorded when a fair value is determinable. 

offset by the establishment of regulatory assets and liabilities pursuant to SFAS No. 71 While Duke Energy Kentucky was 
granted approval to recover gas main retirements and other obligations, it was not granted approval by the KPSC to defer all 
cumulative and future income statement impacts related to SFAS No. 143. 

The asset retirement obligation is adjusted each period for any liabilities incurred or settled during the period, accretion 
expense and any revisions made to the estimated cash flows 

Asset retirement obligations at Duke Energy Kentucky relate primarily to the retirement of gas mains. In accordance with 

The adoption of SFAS No. 143 had no impact on the income of the regulated electric and gas operations, as the effects were 
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Reconciliation of Asset Retirement Obligation Liability 

Balance as of January 1, 
Liabilities incurred due to new acquisitions 
Accretion expense 
Revisions in estimated cash fiows 
Liabilities settled(*) 
Balance as of December 31, 

Years Ended 
December 31, 

2007 2006 
(in thousands) 

$ 8,266 $ 6,306 

(257) 

&==%E@ s--GX& 

- 1,736 
466 481 - 

- (2,553) 

(a) Liabilities settled during 2007 were related to the retirement of gas mains 

Upon adoption of SFAS No. 143, Duke Energy Kentucky's regulated electric and regulated natural gas operations classifies 
removal costs for property that does not have an associated legal retirement obligation as a regulatory liability, in accordance with 
regulatory treatment under SFAS No. 71, The total amount of removal costs included in Other Deferred Credits and Other 
Liabilities on the Balance Sheets was $31 million and $27 million as of December 31, 2007 and 2006, respectively. 

7. Risk Management and Hedging Activities, Credit Risk, and Financial Instruments 
Duke Energy Kentucky has limited exposure to market price changes of fuel and emission allowance costs incurred for its 

retail customers due to the use of cost tracking and recovery mechanisms in the state of Kentucky Duke Energy Kentucky does 
have exposure to the impact of market fluctuations in the prices of electricity, fuel and emission allowances associated with its 
generation output not utilized to serve native load or committed load (off-system, wholesale power sales) Exposure to interest 
rate risk exists as a result of the issuance of variable and fixed rate debt Duke Energy Kentucky employs established policies and 
procedures to manage its risks associated with these market fluctuations using various commodity and financial derivative 
instruments, including swaps, futures, forwards and options. 

Interest Rate (Fair Value or Cash Flow) Hedges. Changes in interest rates expose Duke Energy Kentucky to risk as a 
result of its issuance of variable and fixed rate debt. Duke Energy Kentucky manages its interest rate exposure by limiting its 
variable-rate exposures to a percentage of total capitalization and by monitoring the effects of market changes in interest rates 
Duke Energy Kentucky also enters into interest rate swaps to manage and mitigate interest rate risk exposure. 

Duke Energy Kentucky's recognized interest rate derivative ineffectiveness was not material to its results of operations, cash 
flows or financial position in 2007 and 2006. 

Credit Risk. Where exposed to credit risk, Duke Energy Kentucky analyzes the counterparties' financial condition prior to 
entering into an agreement, establishes credit limits and monitors the appropriateness of those limits on an ongoing basis 

Duke Energy Kentucky's industry has historically operated under negotiated credit lines for physical delivery contracts. Duke 
Energy Kentucky may use master collateral agreements to mitigate certain credit exposures. The collateral 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 an unsecured credit limit, determined in accordance with the corporate credit policy Collateral 
agreements also provide that the inability to post collateral is sufficient cause to terminate contracts and liquidate all positions 

agreements, where appropriate, based on its financial analysis of the customer and the regulatory or contractual terms and 
conditions applicable to each transaction 

summarized in the following table. Judgment is required in interpreting market data to develop the estimates of fair value 
Accordingly, the estimates determined as of December 31, 2007 and 2006, are not necessarily indicative of the amounts Duke 
Energy Kentucky could have realized in current markets 

Duke Energy Kentucky also obtains cash or letters of credit from customers to provide credit support outside of collateral 

Financial Instruments. The fair value of financial instruments, excluding derivatives included elsewhere in this Note, is 

Financial Instruments 

As of December 31. 

Long-term debt") 

2007 2006 

Book Approximate Book Approximate 
Value Fair Value Value Fair Value 

(in thousands) 
$ 287,012 $ 283,183 $ 284,510 $ 2a4,487 

(a) Includes current maturities 

different from their carrying amounts because of the short-term nature of these instruments andlor because the stated rates 
approximate market rates 

The fair value of cash and cash equivalents, accounts receivable, accounts payable and notes payable are not materially 

8. Intangibles 

The carrying amount of emission allowances in intangible assets as of December 31,2007 and December 31,2006 were $7 
million and $12 million, respectively. 
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The carrying values of emission allowances sold or consumed were $6 million and $1 1 million as of December 31,2007 and 
December 31, 2006, respectively. 

The table below shows the expected amortization expense for the next five years for intangible assets as of December 31 ~ 

2007. The expected amortization expense includes estimates of emission allowances consumption The amortization amounts 
discussed below are estimates. 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, additional intangible acquisitions and other 
events. 

Expected Amortization expense 

2008 2009 201 0-201 2 

$ 4,541 $ 2,523 - 
(in thousands) 

9. Related Party Transactions 
Duke Energy Kentucky engages in related party transactions. These transactions are generally performed at cost and in 

accordance with the applicable state and federal commission regulations. Balances due to or due from related parties included in 
the Balance Sheets as of December 31,2007 and December 31,2006 are as follows: 

Accounts Receivable 
Accounts Payable 

December 31, December 31, 
2007 2006 

(in thousands) 
$ 3,660 $ 4,825 
$ 26,429 $ 20,303 

Duke Energy Kentucky is allocated its proportionate share of corporate governance and other costs by a consolidated affiliate of 
Duke Energy. Duke Energy Kentucky is also allocated its proportionate share of other corporate governance costs from a 
consolidated affiliate of Cinergy. Corporate governance and other shared services costs are primarily allocations of corporate 
costs, such as human resources, legal and accounting fees, as well as other third party costs. 

The expenses associated with certain allocated corporate governance and other service costs for Duke Energy Kentucky, 
which are recorded in Operation, Maintenance and Other within Operating Expenses on the Statements of Operations were as 
follows: 

December 31, December 31, 
2007 2006 

(in thousands) 
Corporate governance and shared services expenses $ 47,495 $ 51,072 

See Note 15 for detail on expense amounts allocated from Cinergy to Duke Energy Kentucky related to Duke Energy 
Kentucky's participation in Cinergy's qualified and non-qualified defined benefit pension plans and postretirement health care and 
insurance benefits. Additionally, Duke Energy Kentucky has been allocated accrued pension and other postretirement benefit 
obligations from Cinergy of approximately $23 million at December 31, 2007 and approximately $37 million at December 31, 2006. 
The above amounts have been classified in the Balance Sheet as follows: 

December 31, December 31, 
2007 2006 

(in thousands) 
Other current liabilities $ 101 $ 624 
Accrued pension and other postretirement benefit costs $ 22,505 $ 36,497 

Additionally, certain trade receivables have been sold by Duke Energy Kentucky to Cinergy Receivables, an unconsolidated 
entity formed by Cinergy. The proceeds obtained from the sales of receivables are largely cash but do include a subordinated note 
from Cinergy Receivables for a portion of the purchase price. This subordinated note is classified by Duke Energy Kentucky as 
Receivables in the Balance Sheets and was approximately $29 million and $20 million as of December 31,2007 and 
December 31, 2006, respectively. See Note 10 for additional information. See Note 12 for information on money pool. 

10. Sales of Accounts Receivable 

Accounts Receivable Securitization Duke Energy Kentucky sells certain of its accounts receivable and related collections 
through Cinergy Receivables a bankruptcy remote, special purpose entity. Cinergy Receivables is a wholly owned non- 
consolidated limited liability company of Cinergy As a result of the securitization, Duke Energy Kentucky sells, on a revolving 
basis, its retail accounts receivable, including estimated unbilled revenues, and related collections The securitization transaction 
was structured to meet the criteria for sale treatment under SFAS No 140. 

The proceeds obtained from the sales of receivables are largely cash but do include a subordinated note from Cinergy 
Receivables for a portion of the purchase price (typically approximates 25 percent of the total proceeds). The note, which amounts 
to approximately $189 million and $133 million at December 31, 2007 and 2006, respectively, is subordinate to senior loans that 
Cinergy Receivables obtain from commercial paper conduits controlled by unrelated financial institutions which is the source of 
funding for the subordinated note. This subordinated note is a retained interest (right to receive a specified portion of cash flows 
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from the sold assets) under SFAS No. 140 and is classified within Receivables in the accompanying Balance Sheets at December 
31,2007 and 2006. 

assets sold and the interests retained based on relative fair value. The key assumptions in estimating fair value are the anticipated 
credit losses, the selection of discount rates, and expected receivables turnover rate. Because (a) the receivables generally 
turnover in less than two months, (b) credit losses are reasonably predictable due to Duke Energy Kentucky’s broad customer 
base and lack of significant concentration, and (c) the purchased beneficial interest is subordinate to all retained interests and thus 
would absorb losses first, the allocated bases of the subordinated notes are not materially different than their face value. Interest 
accrues to Duke Energy Kentucky on the retained interests using the accretable yield method, which 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 both the retained interests and purchased beneficial interest whenever it is determined that an other- 
than-temporary impairment has occurred (which is unlikely unless credit losses on the receivables far exceed the anticipated 
level). 

The carrying values of the retained interests are determined by allocating the carrying value of the receivables between the 

The key assumptions used in estimating the fair value are as follows: 

Anticipated credit loss rate 
Discount rate on expected cash flows 
Receivables turnover rate 

Years Ended 
December 31, 

2007 2006 

0 9% 1 .O% 
7 7% 7 4% 

1 1  9% 12.1% 

The hypothetical effect on the fair value of the retained interests assuming both a 10% and a 20% unfavorable variation in 
credit losses or discount rates is not material due to the short turnover of receivables and historically low credit loss history 

Duke Energy Kentucky retains servicing responsibilities for its role as a collection agent on the amounts due on the sold 
receivables However, Cinergy Receivables assumes the risk of collection on the purchased receivables without recourse to Duke 
Energy Kentucky in the event of a loss. While no direct recourse to Duke Energy Kentucky exists, it risks loss in the event 
collections are not sufficient to allow for full recovery of its retained interests. No servicing asset or liability is recorded since the 
servicing fee paid to Duke Energy Kentucky approximates a market rate. 

The following table shows the gross and net receivables sold, retained interests, sales, and cash flows during the periods 
ending: 

Receivables sold as of period end 
Less: Retained interests 

Net receivables sold as of period end 

Sales during period 
Receivables sold 
Loss recognized on sale 

Cash flows during period 
Cash proceeds from sold receivables(’) 
Return received on retained interests 

December 31, December 31, 
2007 2006 

(in thousands) 
$ 63,936 $ 51,748 

29,165 20,183 
$ 34,771 $ 31,565 

$ 468,617 $ 383,713 
6,583 5,721 

$ 453,052 $ 387,040 
3,694 2,784 

(a) Cash flows from the sale of receivables are reflected within Operating Activities on the Statements of Cash Flows. 

11. Property, Plant and Equipment 

Land 
Plant 

Electric generation, distribution and transmission‘a) 
Natural gas transmission and distribution‘’) 
Other buildings and improvements@) 

Equipment 
Vehicles 
Construction in process 
Other 

Total property, plant and equipment 
Total accumulated depreciation‘b’ 

Total net property. plant and equipment 

Estimated December 31, December 31, 
Useful Life 2007 2006 

(Yeacs) (in thousands) 
- $ 17,894 $ 17,165 

8-100 1,085,286 
12- 50 315,763 
15- 100 29,064 
1 1  - 25 7,097 
9- 15 314 
- 24,572 
5- IO 19,367 

1,499,357 
(617,530) 

$ 881,827 

1,062,496 
294,241 
26,970 
4,579 
222 

26,680 
19,110 

1,451,463 
(599.625) 
851,838 $ 
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(a) 
(b) 

Includes capitalized leases, for which the totals were $24 million for 2007 and $18 million for 2006 
Includes accumulated amortization of capitalized leases: $2 million for 2007 and $1 million for 2006. 

Capitalized interest, which includes the interest expense component of AFUDC, amounted to less than $1 million for the year 
ended December 31,2007, and $1 million for the year ended December 31,2006. 

12. Debt and Credit Facilities 

Summary of Debt and Related Terms 

Weighted- 
Average December 31, December 31, 

Rate Year Due 2007 2006 

(in thousands) 
Unsecured debt 5.8% 2008-2036 $ 195,000 $ 195,000 
Capital leases 5.2% 2008 - 2020 15,089 13,513 
Other debt'') 4.5% 201 1 - 2041 77,571 76,720 
Money Pool 5.4% 27,470 42,603 

Total debt 314,482 327,113 
Current maturities of long-term debt (21,678) (1 3 1  8) 
Short-term notes payable (27,470) (42,603) 

Total long-term debt $ 265,334 $ 283,192 

(a) 

tax-exempt notes due August 1, 2027. Proceeds from the issuance were used to refund a like amount of debt on September 1, 
2006 then outstanding at Duke Energy Ohio. Approximately $27 million of floating rate debt was swapped to a fixed rate 
concurrent with closing. 

Money Pool. Duke Energy Kentucky participates with Duke Energy and other Duke Energy subsidiaries in a money pool 
arrangement to better manage cash and working capital requirements. Under this arrangement, those companies with short-term 
funds provide short-term loans to affiliates participating under this arrangement. Prior to the merger, Duke Energy Kentucky 
participated in a similar money pool arrangement with Cinergy and other Cinergy subsidiaries. The amounts outstanding under 
this money pool arrangement are shown as a component of Notes payable and commercial paper on the Balance Sheets. The 
amounts outstanding were $27 million as of December 31,2007 and $43 million as of December 31,2006. The change in the 
money pool from December 31, 2006 to December 31,2007 is reflected as a $15 million cash oiifflow in Notes payable and 
commercial paper within Net cash provided by (used in) financing activities on the Statements of Cash Flows. 

Floating Rate Debt. As of December 31, 2007 and March 27, 2008 Duke Energy Kentucky had approximately $77 million 
of auction rate pollution control bonds outstanding. While these debt instruments are long-term in nature and cannot be put back 
to Duke Energy Kentucky prior to maturity, the interest rates on these instruments are designed to reset periodically through an 
auction process. In February 2008, Duke Energy Kentucky experienced failed auctions on a portion of these debt instruments. 
When failed auctions occur on a series of this debt, Duke Energy Kentucky is required to pay the maximum auction rate as 
prescribed by the bond document. The maximum auction rate for the majority of the auction rate debt is 1.75 times one-month 
LIBOR. Payment of the failed-auction interest rates will continue until Duke Energy Kentucky is able to either successfully 
remarket these instruments through the auction process or refund and refinance the existing debt through the issuance of an 
equivalent amount of tax exempt bonds. Duke Energy Kentucky is currently pursuing a refunding and refinancing plan, which is 
subject to approval by applicable state or county financing authorities and utility regulators If Duke Energy Kentucky is unable to 
successfully refund and refinance these debt instruments, the impact of paying higher interest rates on the outstanding auction 
rate debt is not expected to materially effect Duke Energy Kentucky's overall financial position, results of operations or cash flows. 
The weighted-average interest rate, associated with Duke Energy Kentucky's auction rate pollution control bonds, was 4.39% as 
of December 31, 2007 and 4.56% as of March 27,2008. 

Maturities, Call Options and Acceleration Clauses. 

Annual Maturities as of December 31,2007 

Unamortized debt discount and premium, net (648) (723) 

Includes $77 million of Duke Energy Kentucky pollution control bonds as of December 31, 2007 and 2006. 

Unsecured Debt. In August 2006, Duke Energy Kentucky issued approximately $77 million principal amount of floating rate 

(in thousands) 

2008 
2009 
201 0 
201 1 
2012 
Thereafter 

Total long-term debt (including current maturities) 

$ 21,678 
22,458 

1,628 
1,439 
1,609 

238,200 

$ 287.012 

Duke Energy Kentucky has the ability under certain debt facilities to call and repay the obligation prior to its scheduled 
maturity. Therefore, the actual timing of future cash repayments could be materially different than the above as a result of Duke 
Energy Kentucky's ability to repay these obligations prior to their scheduled maturity. 
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Available Credit Facilities and Restrictive Debt Covenants In June 2007, Duke Energy closed on the syndication of an 
amended and restated credit facility, replacing the existing credit facilities totaling $2.65 billion with a 5-year, $2.65 billion master 
credit facility In March 2008, Duke Energy increased its capacity under its master credit facility by $550 million The borrowing 
sub limit of Duke Energy Kentucky did not change Duke Energy Kentucky has a borrowing sub limit of $100 million under the 
master credit facility. Concurrent with the syndication of the master credit facility, Duke Energy established a new $1.5 billion 
commercial paper program at Duke Energy and terminated Cinergy's previously existing commercial paper program 

The issuance of commercial paper, letters of credit and other borrowings reduces the amount available under the credit 
facility. 

Duke Energy's credit agreement contains various financial and other covenants, including, but not limited to, a covenant 
regarding the debt-to-total capitalization ratio at Duke Energy, Duke Energy Ohio and Duke Energy Kentucky to not exceed 65%. 
Duke Energy Kentucky's debt agreements also contain various financial and other covenants. Failure to meet these covenants 
beyond applicable grace periods could result in accelerated due dates andlor termination of the agreements. As of December 31, 
2007, Duke Energy and Duke Energy Kentucky were in compliance with those covenants. In addition, some credit agreements 
may allow for acceleration of payments or termination of the agreements due to nonpayment, or the acceleration of other 
significant indebtedness of the borrower or some of its subsidiaries None of the debt or credit agreements contain material 
adverse change clauses. 

13. Subsequent Events 
For information related to subsequent events related to regulatory matters and commitments and contingencies, see Notes 3 

and 14, respectively. 

14. Commitments and Contingencies 

General Insurance 
Effective with the date of the merger between Duke Energy and Cinergy, Duke Energy Kentucky carries, either directly or 

through Duke Energy's captive insurance company, Bison Insurance Company Limited, insurance and reinsurance coverages 
consistent with companies engaged in similar commercial operations with similar type properties Duke Energy Kentucky's 
insurance coverage includes (1) commercial general public liability insurance for liabilities arising to third parties for bodily injury 
and property damage resulting from Duke Energy Kentucky's operations; (2) workers' compensation liability coverage to required 
statutory limits; (3) automobile liability insurance for all owned, non-owned and hired vehicles covering liabilities to third parties for 
bodily injury and property damage; (4) insurance policies in support of the indemnification provisions of Duke Energy Kentucky's 
by-laws and (5) property insurance covering the replacement value of all real and personal property damage, excluding electric 
transmission and distribution lines, including damages arising from boiler and machinery breakdowns, earthquake, flood damage 
and extra expense. All coverages are subject to certain deductibles, terms and conditions common for companies with similar 
types of operations. 

Duke Energy Kentucky also maintains excess liability insurance coverage above the established primary limits for 
commercial general liability and automobile liability insurance. Limits, terms, conditions and deductibles are comparable to those 
carried by other companies with similar types of operations. 

The cost of Duke Energy Kentucky's general insurance coverages continued to fluctuate over the past year reflecting the 
changing conditions of the insurance markets 
Environmental 

Duke Energy Kentucky is subject to federal, state and local regulations regarding air and water quality, hazardous and solid 
waste disposal and other environmental matters. These regulations can be changed from time to time, imposing new obligations 
on Duke Energy Kentucky. 

Remediation activities Duke Energy Kentucky is responsible for environmental remediation at various contaminated sites. 
These include some properties that are part of ongoing Duke Energy Kentucky operations, sites formerly owned or used by Duke 
Energy Kentucky entities, and sites owned by third parties. Remediation typically involves management of contaminated soils and 
may involve groundwater remediation. Managed in conjunction with relevant federal, state and local agencies, activities vary with 
site conditions and locations, remedial requirements, complexity and sharing of responsibility. If remediation activities involve 
statutory joint and several liability provisions, strict liability, or cost recovery or contribution actions, Duke Energy Kentucky could 
potentially be held responsible for contamination caused by other parties In some instances, Duke Energy Kentucky may share 
liability associated with contamination with other potentially responsible parties, and may also benefit from insurance policies or 
contractual indemnities that cover some or all cleanup costs. All of these sites generally are managed in the normal course of 
business or affiliate operations. Duke Energy Kentucky believes that completion or resolution of these matters will have no 
material adverse effect on its results of operations, cash flows or financial position 

July 2004. The rule established aquatic protection requirements for existing facilities that withdraw 50 million gallons or more of 
water per day from rivers, streams, lakes, reservoirs, estuaries, oceans, or other US.  waters for cooling purposes. Coal-fired 
generating facilities in which Duke Energy Kentucky is either a whole or partial owner are affected sources under that rule. On 
January 25, 2007, the U S Court of Appeals for the Second Circuit issued its opinion in Riverkeeper, Inc v EPA, Nos. 04-6692- 
ag(L) et. al (2d Cir. 2007) remanding most aspects of EPAs rule back to the agency. The court effectively disallowed those 
portions of the rule most favorable to industry, and the decision creates a great deal of uncertainty regarding future requirements 
and their timing. Duke Energy Kentucky is still unable to estimate costs to comply with the EPA's rule, although it is expected that 
costs will increase as a result of the court's decision. The magnitude of any such increase cannot be estimated at this time. 

Clean Air Mercury Rule (CAMR) and Clean Air Interstate Rule (CAIR) The EPA finalized its CAMR and CAlR in May 2005. 
The CAMR was to have limited total annual mercury emissions from coal-fired power plants across the United States through a 
two-phased cap-and-trade program beginning in 201 0. The CAlR limits total annual and summertime nitrogen oxides (NO,) 
emissions and annual sulfur dioxide (SO2) emissions from electric generating facilities across the Eastern United States through a 
two-phased cap-and-trade program. Phase 1 begins in 2009 for NO, and in 2010 for SO2. Phase 2 begins in 2015 for both NO, 
and SO2. 

Duke Energy Kentucky currently estimates that it will spend approximately $10 million between 2008 and 2012 to comply 
with Phase 1 of CAlR at plants that Duke Energy Kentucky owns or partially owns but does not operate Duke Energy Kentucky 
currently estimates that it will not incur any significant costs for complying with Phase 2 of CAIR. 

Clean Wafer Act 316(b) The 1J.S. Environmental Protection Agency (EPA) finalized its cooling water intake structures rule in 
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On February 8, 2008 the US. Court of Appeals for the District of Columbia issued its opinion in New Jersey v €PA, No. 05- 
1097 vacating the CAMR. The decision creates uncertainty regarding future mercury emission reduction requirements and their 
timing. Barring reversal of the decision if appealed, there will be a delay in the implementation of federal mercury requirements for 
existing coal-fired power plants while EPA conducts a new rulemaking. Duke Energy Kentucky is unable to estimate the costs to 
comply with a new EPA rule, although it is expected that costs will increase as a result of the court's decision The magnitude of 
any such increase cannot be estimated at this time. 

Manufactured Gas Plant (MGP) Sites Duke Energy Kentucky has performed site assessments on certain of its sites where 
MGP activities are believed to have occurred at some point in the past and have found no imminent risk to the environment. At 
this time, Duke Energy Kentucky cannot predict whether investigation andlor remediation will be required in the future at any of 
these sites. 

Coal Combustion Product (CCP) Management Duke Energy Kentucky currently estimates that it will spend approximately 
$25 million over the period 2008-2012 to install synthetic caps and liners at existing and new CCP landfills and to convert CCP 
handling systems from wet to dry systems. 

Extended Environmental Activities and Accruals Included in Other Deferred Credits and Other Liabilities on the Balance 
Sheets were total accruals related to extended environmental-related activities of approximately $2 million for each year ending 
December 31, 2007 and 2006, respectively. These accruals represent Duke Energy Kentucky's provisions for costs associated 
with remediation activities at some of its current and former sites, as well as other relevant environmental contingent liabilities. 
Duke Energy Kentucky believes that completion or resolution of these matters will have no material impact on its results of 
operations, cash flows or financial position. 

Litigation 

alleges that sources in 13 upwind states, including Kentucky, significantly contribute to North Carolina's non-attainment with 
certain ambient air quality standards In August 2005, the EPA issued a proposed response to the petition. The EPA proposed to 
deny the ozone portion of the petition based upon a lack of contribution to air quality by the named states. The EPA also proposed 
to deny the particulate matter portion of the petition based upon the CAlR Federal Implementation Plan (FIP), that would address 
the air quality concerns from neighboring states. On April 28, 2006, the EPA denied North Carolina's petition based upon the final 
CAlR FIP described above. North Carolina has filed a legal challenge to the EPA's denial. 

Carbon Dioxide (COZ) Litigation. In July 2004, the states of Connecticut, New York, California, Iowa, New Jersey, Rhode 
Island, Vermont, Wisconsin, and the City of New York brought a lawsuit in the United States District Court for the Southern District 
of New York against Cinergy, American Electric Power Company, Inc., American Electric Power Service Corporation, The 
Southern Company, Tennessee Valley Authority, and Xcel Energy Inc. A similar lawsuit was filed in the United States District 
Court for the Southern District of New York against the same companies by Open Space Institute, Inc., Open Space Conservancy, 
lnc., and The Audubon Society of New Hampshire. These lawsuits allege that the defendants' emissions of C02 from the 
combustion of fossil fuels at electric generating facilities contribute to global warming and amount to a public nuisance. The 
complaints also allege that the defendants could generate the same amount of electricity while emitting significantly less C02 The 
plaintiffs are seeking an injunction requiring each defendant to cap its COP emissions and then reduce them by a specified 
percentage each year for at least a decade. In September 2005, the District Court granted the defendants' motion to dismiss the 
lawsuit. The plaintiffs have appealed this ruling to the Second Circuit Court of Appeals. Oral argument was held before the Second 
Circuit Court of Appeals on June 7, 2006. It is not possible to predict with certainty whether Duke Energy Ohio will incur any 
liability or to estimate the damages, if any, that Duke Energy Ohio might incur in connection with this matter. 

Ontario, Canada Lawsuit Duke Energy Kentucky understands that a class action lawsuit was filed in Superior Court in 
Ontario, Canada on July 3, 2005 against Duke Energy Ohio and approximately 20 other utility and power generation companies 
alleging various claims relating to environmental emissions from coal-fired power generation facilities in the United States and 
Canada and damages of approximately $50 billion, with continuing damages in the amount of approximately $4 billion annually. 
Duke Energy Kentucky understands that the lawsuit also claims entitlement to punitive and exemplary damages in the amount of 
$1 billion. Duke Energy Kentucky understands that Duke Energy Ohio had not yet been served in this lawsuit by the deadline of 
July 3, 2007. However, if served, Duke Energy Kentucky understands that Duke Energy Ohio intends to defend this lawsuit 
vigorously in court. At this time, Duke Energy Kentucky is not able to predict whether resolution of this matter would have a 
material effect on its financial position, cash flows or results of operations. 

lawsuit filed in the lJnited States District Court for the Southern District of Mississippi. Plaintiffs claim that Cinergy, along with 
numerous other utilities, oil companies, coal companies and chemical companies, are liable for damages relating to losses 
suffered by victims of Hurricane Katrina. Plaintiffs claim that defendants' greenhouse gas emissions contributed to the frequency 
and intensity of storms such as Hurricane Katrina In October 2006, Cinergy was served with this lawsuit. On August 30, 2007, 
the court dismissed the case. The plaintiffs have filed their notice of appeal to the Fifth Circuit Court of Appeals. Briefing is 
ongoing in the Fifth Circuit. It is not possible to predict with certainty whether Duke Energy Kentucky will incur any liability or to 
estimate the damages, if any, that Duke Energy Kentucky might incur in connection with this matter. 

Other Litigation and Legal Proceedings Duke Energy Kentucky and its subsidiaries are involved in other legal, tax and 
regulatory proceedings arising in the ordinary course of business, some of which involve substantial amounts Duke Energy 
Kentucky believes that the final disposition of these proceedings will not have a material adverse effect on its results of operations, 
cash flows or financial position 

Duke Energy Kentucky has exposure to certain legal matters that are described herein. As of December 31,2007 and 2006, 
Duke Energy Kentucky has recorded reserves where such amounts are probable of payment and the amounts are reasonably 
estimable. Such accruals are immaterial for these proceedings and exposures. Duke Energy Kentucky expenses legal costs 
related to the defense of loss contingencies as incurred. 

Other Commitments and Contingencies 

recognized on the Balance Sheets. 

Operating and Capital Lease Commitments 

for the year ended December 31,2007 and $4 million for the year ended December 31,2006, which is included in Operation, 
Maintenance and Other on the Statements of Operations. Capitalized lease obligations are classified as debt on the Balance 

Section 126 Petitions In March 2004, the state of North Carolina filed a petition under Section 126 of the CAA in which it 

Hurricane Katrina Lawsuit. In April 2006, Cinergy was named in the third amended complaint of a purported class action 

Other Duke Energy Kentucky enters into various commitments to purchase or sell power or capacity that may or may not be 

Duke Energy Kentucky leases assets in several areas of its operations Rental expense for operating leases was $4 million 
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Sheets (see Note 12). Amortization of assets recorded under capital leases was included in Depreciation and Amortization on the 
Statements of Operations. The following is a summary of future minimum lease payments under operating leases, which at 
inception had a noncancelable term of more than one year, and capital leases as of December 31,2007: 

Operating Capital 
Leases Leases 

2008 
2009 
201 0 
201 1 
2012 
Thereafter 

(in thousands) 
$ 1,312 $ 1,966 

1,246 2,515 
952 1,681 
790 1,492 
453 1,662 

4,058 5,773 

Total future minimum lease payments $ 8,811 $ 15,089 

15. Employee Benefit Obligations 
Cinergy Retirement Plans. Duke Energy Kentucky participates in qualified and non-qualified defined benefit pension plans 

as well as other post-retirement benefit plans sponsored by Cinergy. Cinergy allocates pension and other post-retirement 
obligations and costs related to these plans to Duke Energy Kentucky. 

Upon consummation of the merger with Duke Energy, Cinergy's benefit plan obligations were remeasured. Cinergy updated 
the assumptions used to determine their accrued benefit obligations and prospective net periodic benefitlpost-retirement costs to 
be allocated to Duke Energy Kentucky. As a result, the discount rate used to determine net periodic benefit cost to be allocated to 
Duke Energy Ohio by Cinergy changed from 5.50% to 6.00% in 2006. 

Cinergy adopted the funded status disclosure and recognition provisions of SFAS No. 158, effective December 31, 2006 
Cinergy adopted the change in measurement date transition requirements of SFAS No. 158 effective January 1, 2007 by 
remeasuring plan assets and benefit obligations as of that date. Previously, Cinergy used a September 30 measurement date for 
its defined benefit and other post-retirement plans. 

age and service requirements. The plans cover most US.  employees using a cash balance formula. Under a cash balance 
formula, a plan participant accumulates a retirement benefit consisting of pay credits that are based upon a percentage (which 
varies with age and years of service) of current eligible earnings and current interest credits. Certain legacy Cinergy 1J.S. 
employees are covered under plans that use a final average earnings formula. Under a final average earnings formula, a plan 
participant accumulates a retirement benefit equal to a percentage of their highest 3-year average earnings, plus a percentage of 
the their highest 3-year average earnings in excess of covered compensation per year of participation (maximum of 35 years), 
plus a percentage of their highest 3-year average earnings times years of participation in excess of 35 years. 

Funding for the qualified defined benefit pension plans is based on actuarially determined contributions, the maximum of 
which is generally the amount deductible for tax purposes and the minimum being that required by the Employee Retirement 
Income Security Act of 1974, as amended. The pension plans' assets consist of investments in equity and debt securities 

remaining service period of the active employees covered by the retirement plan is 11 years. Cinergy determines the market- 
related value of plan assets using a calculated value that recognizes changes in fair value of the plan assets over five years. 

follows: 

Qualified Pension Plans 
Cinergy's qualified defined benefit pension plans cover substantially all United States employees meeting certain minimum 

Actuarial gains and losses are amortized over the average remaining service period of the active employees. The average 

Duke Energy Kentucky's Qualified Pension Plan Pre-Tax Net Periodic Pension Benefit costs as allocated by Cinergy were as 

Qualified Pension Benefits 

December 31, December 31, 
2007 2006 

(in thousands) 
$ 2,353 $ 2,900 

The fair value of Cinergy's plan assets was approximately $1,701 million as of December 31, 2007 and approximately 
$1,302 million as of September 30, 2006. The projected benefit obligation for the plans was approximately $1,941 million as of 
December 31, 2007 and approximately $1,976 million as of September 30, 2006. The accumulated benefit obligation for the plans 
was approximately $1,753 million as of December 31, 2007 and approximately $1,688 million at September 30, 2006. The 
accrued pension liability as allocated by Cinergy to Duke Energy Kentucky and recognized in Accrued pension and other 
postretirement benefit costs within the Balance Sheets at December 31, 2007 and 2006 was approximately $9 million and 
approximately $24 million, respectively. Regulatory assets, as allocated by Cinergy to Duke Energy Kentucky, and recognized in 
Regulatory Assets and Deferred Debits within the Balance Sheets was approximately $7 million and $15 million as of December 
31, 2007 and 2006, respectively. 

Duke Energy made qualified pension benefit contributions of approximately $350 million and $124 million to the legacy 
Cinergy qualified pension benefit plans, of which approximately $9 million and $2 million represent contributions made by Duke 
Energy Kentucky for the years ended December 31,2007 and December 31,2006, respectively. 

Assumptions Used for Cinergy's Pension Benefits Accounting 

22 



Benefit Obligations 
Discount rate 
Salary increase 
Net Periodic Benefit Cost 
Discount rateta) 
Salary increase 
Expected long-term rate of return on plan assets 

2007 2006 

Percentages 

6.00 5.75 
5.00 5.00 

5.75 5 50 -6.00 
5.00 5.00 
8.50 8.50 

(a) Discount rate was 5.75 % and 6.00% for the year ended December 31,2007 and for the nine months ended December 31, 
2006, respectively. Discount rate was 5 50% for the three months ended March 31, 2006. 

Non-Qualified Pension Plans 

benefit retirement plans (plans that do not meet the criteria for certain tax benefits) that cover officers, certain ather key 
employees, and non-employee directors There are no plan assets. The projected benefit obligation for the plans was 
approximately $105 million as of December 31, 2007 and approximately $1 14 million as of September 30, 2006 The accumulated 
benefit obligation for the plans was approximately $102 million as of December 31, 2007 and approximately $109 million at 
September 30, 2006. The accrued pension liability as allocated by Cinergy to Duke Energy Kentucky and recognized in Accrued 
pension and other postretirement benefit costs within the Balance Sheets at December 31, 2007 and 2006 was approximately 
$131 thousand and $134 thousand, respectively Regulatory assets, as allocated by Cinergy to Duke Energy Kentucky, and 
recognized in Regulatory Assets and Deferred Debits within the Balance Sheets was approximately $82 thousand and $95 
thousand as of December 31,2007 and 2006, respectively 

were as follows: 

In addition, Cinergy also maintains, and Duke Energy Kentucky participates in, non-qualified, non-contributory defined 

Duke Energy Kentucky's Non-Qualified Pension Plan pre-tax Net Periodic Pension Benefit Costs as allocated by Cinergy 

December 31, December 31, 
2007 2006 

Non-Qualified Pension(a) 
(in thousands) 

$ 19 $ 16 

Non-Qualified Plans-Assumptions Used for Cinergy's Pension Benefits Accounting 
2007 2006 

Benefit Obligations 
Discount rate 6.00 5 75 
Salary increase 5.00 5.00 
Net Periodic Benefit Cost 

Salary increase 5.00 5.00 
Discount rate 5.75 5.50-6.00 

(a) Discount rate was 5.75% and 6.00% for the year ended December 31,2007 and the nine months ended December 31, 
2006, respectively. Discount rate was 5.50% for the three months ended March 31, 2006. 

Other Post-Retirement Benefit Plans 
Duke Energy Kentucky participates in other postretirement benefit plans sponsored by Cinergy. Cinergy provides certain 

health care and life insurance benefits to retired United States employees and their eligible dependents an a contributory and non- 
contributary basis. These benefits are subject to minimum age and service requirements. The health care benefits include medical 
coverage, dental coverage, and prescription drug coverage and are subject to certain limitations, such as deductibles and co- 
payments. These benefit costs are accrued over an employee's active service period to the date of full benefits eligibility. The net 
unrecognized transition obligation is amortized over approximately 20 years. Actuarial gains and losses are amortized over the 
average remaining service period of the active employees. The average remaining service period of the active employees covered 
by the plan is 13 years. Duke Energy Kentucky's Other Post-Retirement Plan pre-tax Net Periodic Benefit casts as allacated by 
Cinergy were as follows: 

December 31, December 31, 
2007 2006 

(in thousands) 
Other Postretirement $ 1,559 $ 1,200 

The fair value of Cinergy's plans assets was approximately $32 million as of December 31, 2007 and zero as of 
September 30, 2006 The accumulated other post-retirement benefit obligation for the plans was approximately $36 million as of 
December 31, 2007 and $497 million as of September 30, 2006 The accrued other post-retirement liability as allocated by 
Cinergy to Duke Energy Kentucky and recognized in Accrued pension and other postretirement benefit costs within the Balance 
Sheets at December 31, 2007 and 2006 was approximately $13 million and as recognized in Other Current Liabilities within the 
Balance Sheet at December 31, 2007 and 2006 was approximately $91 thousand and $613 thousand, respectively 

Duke Energy made other postretirement plan contributions of approximately $32 million to the legacy Cinergy other 
postretirement plans, of which approximately $1 million represents contribution made by Duke Energy Kentucky No amounts 
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were contributed to the legacy Cinergy other postretirement plans for the nine months ended December 31, 2006 and three 
months ended March 3 1, 2006. 

Regulatory assets, as allocated by Cinergy to Duke Energy Kentucky, and recognized in Regulatory Assets and Deferred 
Debits within the Balance Sheets was approximately $5 million and $6 million as of December 31, 2007 and 2006, respectively 
Assumptions Used in Cinergy's Other Postretirement Benefits Accounting 

Benefit Obligations 
Discount rate 
Net Periodic Benefit Cost 
Discount ratea 
Expected long-term rate of return on plan assets 

2007 2006 

Percentages 

6.00 5.75 

5.75 5.50-6.00 
5.53-8.50 N/A 

(a) Discount rate was 5 75% and 6.00% for the year ended Recember 31,2007 and the nine months ended December 31, 
2006, respectively Discount rate was 5 50% for the three months ended March 31, 2006. 

Assumed Health Care Cost Trend Rates 

Medicare Trend Rate Prescription Drug Trend Rate 

13 00% 
2007 2006 2007 = 

12 50% Health care cost trend rate assumed for next year 
Rate to which the cost trend is assumed to decline 

Year that the rate reaches the ultimate trend rate 201 3 201 3 2022 2022 

8.00% 8 50% 

(the ultimate trend rate) 5.00% 4 75% 5 00% 4 75% 

16. Transfer of Generating Assets from Duke Energy Ohio to Duke Energy Kentucky 
In January 2006, Duke Energy Ohio contributed to Duke Energy Kentucky 100 percent of its ownership interest in one 

generating unit and one peaking plant with a combined capacity of 727 megawatts (MWs) and its 69 percent interest in another 
generating station with an owned capacity of 414 MWs, as follows: 

Owned 
Generating Plant Location Ownership Interest Fuel Type MW Capacity 

East Bend Boone County, Kentucky 69 Yo 
Miami Fort Hamilton County, Ohio 100 (1) 
Woodsdale Butler County, Ohio 100 

(1) Consists of 100 percent ownership in one generating unit at Miami Fort. 

Coal 414 
Coal 163 
Gas 564 

1,141 

The transaction was effective as of January 1, 2006 at net book value. The final required regulatory approval for the plant 
transfer was received in November 2005 from the SEC under the Public Utility Holding Company Act of 1935. KPSC and the 
FERC had earlier issued orders approving aspects of the transaction. See Note 3 for details on Duke Energy Kentucky rate 
proceedings. 

In connection with the transfer of these assets, Duke Energy Kentucky accepted a capital contribution from Duke Energy 
Ohio and assumed certain liabilities of Duke Energy Ohio In particular, Duke Energy Kentucky agreed to assume from Duke 
Energy Ohio all payment, performance, and other obligations of Duke Energy Ohio, with respect to (i) certain tax-exempt pollution 
control debt currently shown on the balance sheet of Duke Energy Ohio, (ii) certain of Duke Energy Ohio's outstanding Accounts 
payable to affiliated companies, and (iii) certain deferred tax liabilities related to the assets. Duke Energy Kentucky has repaid the 
tax-exempt obligations with the proceeds from an issuance of tax-exempt debt by Duke Energy Kentucky. The accounts payable 
obligations were repaid initially with the proceeds from short-term borrowings and eventually through the issuance of long-term 
senior unsecured debentures The following table summarizes this transaction for Duke Energy Kentucky: 

(in thousands) 

Assets Received 
Generating Assets 
Inventory 

Liabilities Assumed 

Total Assets Received 

Debt 

$ 375,811 
23,579 

$ 399.390 

$ 76,720 
Accounts payable to affiliated companies 90,280 
Deferred tax liabilities 90,369 
Other 

Total Liabilities Assumed 
1,960 

$ 259,329 

Contributed Capital from Duke Energy Ohio $ 140.061 
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DUKE ENERGY KENTUCKY, INC. 
STATEMENTS OF OPERATIONS 

(Unaudited) 

Year To Date 
September 30, 

2007 2006 
(in thousands) 

Operating Revenues 
Electric 
Gas 

Total Operating Revenues 

.$ 266,537 $ 202.61 7 
100,593 93,305 
367,130 295,922 

Operating Expenses 
Natural gas and petroleum products purchased 67,022 62,303 
Operation, maintenance, a id  other 94,108 88,252 
Fuel used in electric generation and purchased power 115,877 88,300 
Depreciation and amortization 31,102 28,190 
Property and other taxes 10,734 7,655 

Total Operating Expenses 318,893 214,596 
Loss (gain) on sales of other assets and other, net 50 ( 104) 

Operating lncomc 48,237 2 1,326 

Other Income and Expenses, net 
Interest Expense 

3,402 2,807 
13,161 12,314 

Income Before h o m e  Taxes 38,478 11,819 

Income Tax Expense 

Net Income 

14,263 3,475 

$ 24,215 S 8,344 

See Notes to Unaudited Financial Statements 
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DUKE ENERGY KENTUCKY, INC. 
BAL’ANCE SHEETS 

(Unaudited) 

ASSETS September 30, December 31, 
2007 2006 

(in thousands) 

Current Assets 
Cash and cash equivalents S 8,228 $ 6,593 
Receivables (net of allowance for doubtful accounts of $3 I O  at September 30,2007 32,768 

Inventory 30,310 29,002 

28,920 
and $242 at December 31,2006) 

Other 
Total current assets 

29,228 11,127 
96,686 79,490 

Investments and Other Assets 
Intangible assets 
Other 

Total investments and other assets 

8.390 12.470 
2,368 1,541 

10,758 14,011 

Properly, Plant, and Equipment 
Cost 
Less accumulated depreciation and amortization 

Net property, plant, and equipment 

1,499,046 1.45 1,463 
622,081 599,625 
876,965 85 1,838 

Regulatory Assets and Deferred Debits 
Deferred debt expense 
Other 

Total regulatory assets and deferred debits 

5,579 5,827 
24,460 29, I67 
30,039 34,994 

Total Assets S 1,014,448 $ 980,333 

See Notes to Unaudited Financial Statements 
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DUKE ENERGY KENTUCKY, INC. 
BALANCE SWEETS 

(Unaudited) 

LIABILITIES AND COMMON STOCKHOLDER’S EQUITY 
September 30, December 31: 

2nn7 2006 

Current Liabilities 
Accounts payable 
Notes payable and commercial paper 
Taxes accrued 
Interest accrued 
Current maturities of long-term debt 
Other 

Total current liabilities 

(in tlioirsands) 

$ 37,648 $ 45,122 
52,808 42,60.3 
12,362 6,603 
2,045 2,808 

21,761 1,318 
12,825 11,128 

139,449 109,582 

Long-term Debt 262,558 283,192 

Deferred Credits and Other Liabilities 
Deferred income taxes 
Investment tax credit 
Accrued pension and other postretirement benefit costs 
Regulatory liabilities 
Asset retirement obligations 
Other 

Total deferred credits and other liabilities 

Commitments and Contingencies 

153,651 149,016 
5,844 6,634 

29,255 36,497 
33,037 29,432 
8,634 8,266 
5,084 8,366 

235,505 238,211 

Common Stockholder’s Equity 
Common stock - $1 5 00 par value, 1,000,000 shares authorized and 585,333 shares 

outstanding at September 30,2007 and December 31,2006 8,780 8,780 
Paid-in capital 167,494 164,344 
Retained eaniings 201,016 176,965 
Accumulated other comprehensive loss (354) (74 1) 

Total Common Stockholder’s Equity 376,936 349,348 

Total Liabilities and Stockholder’s Equity $ 1,014,448 $ 980,333 

See Notes to Unaudited Financial Statements 
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DUKE ENERGY KENTUCKY, INC. 
STATEMENTS OF CASH FLOWS 

(Unaudited) 

Nine Months Ended 
September 30, 

2007 2006 
(in thoitsands) 

Cash Flows from Operating Activities 
Net income 
Adjustments to reconcile net income to net cash provided by operating activities: 

Depreciation and amortization 
Losses (gains) on sales of equity investments and other assets 
Deferred income taxes 
Regulatory assethiabilty amortization 
Contribution to company sponsored pension plan 
Accrued pension and postretirement benefit costs 
(Increase) decrease in. 

Net realized and unrealized mark-to-market and hedging transactions 
Receivables 
Inventory 
Other current assets 

Increase (decrease) in: 
Accounts payable 
Taxes accrued 
Other current liabilities 

Regulatory asseUliabilty dcfenals 
Other assets 
Other liabilities 

$ 24,215 

31,102 
50 

3,920 
2,972 

2.870 
(9,696) 

(5,501) 
3,536 
2,197 

(7,362) 
4,824 

(2,701) 

$ 8,344 

28, I90 
( 104) 

6,450 
2,687 

(2,330) 
3.131 

965 
27,249 
7,434 
4.830 

Net cash provided by operating activities 40,783 54,488 

Cash Flovvs from Investing Activities 
Capital expenditures (51,555) (44,646) 
Purchases of emission allowances (342) (2 1,704) 
Sale of emission allowances 523 4,748 

Net cash used in investing activities (51,374) (6 1,602) 

Cash Flows from Financing Activities 
Issuance of long-term debt 
Redemption of long-term debt 
Notes payable and commercial paper 
Contribution from parent 
Other 

19 1,994 
(1,099) (76,590) 
10,205 ( I  08,876) 
3,150 

(30) (3,740) 

Net cash provided by financing activities 12,226 2,788 

Net increase (decrease) in cash and cash equivalents 1,635 (4,326) 

Cash and cash equivalents at beginning of period 

Cash and cash equivalents at end of period 

6,593 9,876 

!$ 8,228 $ 5,550 

Supplemental Disclosure of Cash Flow Information 

Non-cash financing and investing activities: 
Equity contribution from parent company for acquisition of net generating assets 
Allowance for funds used during construction (AFUDC) - equity component 

139,855 
199 510 

See Notes to Unaudited Financial Statements 
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DUKE ENERGY KENTUCKY, INC. 
NOTES TO CONDENSED FINANCIAL STATEMENTS 

(Unaudited) 

1. Basis of Presentation 

Nature of Operntions 

Duke Energy Kentucky, a Kentucky corporation organized in 1901, is a combination electric and gas public 
utility company that provides service in northern Kentucky. Duke Energy Kentucky’s common stock is 
wholly owned by Duke Energy Ohio, an Ohio corporation organized in 1837, which is wholly owned by 
Cinergy Corp., a Delaware corporation organized in 1993. 

On April 3,2006, Duke Energy Corporation (Old Duke Energy) and Cinergy Corp. merged into wholly 
owned subsidiaries of Duke Energy Holding Corp. (Duke Energy HC), resulting in Duke Energy HC 
becoming the parent entity. In connection with the closing of the merger transactions, Duke Energy HC 
changed its name to Duke Energy Corporation (New Duke Energy or Duke Energy) and Old Duke Energy 
Converted into a limited liability company named Duke Power Company LLC (subsequently renamed Duke 
Energy Carolinas LLC effective October 1,2006). As a result of the merger transactions, each outstanding 
share of Cinergy common stock was converted into 1.56 shares of common stock of New Duke Energy, 
which resulted in the issuance of approximately 3 13 million shares of Duke Energy common stock. See 
Note 2 for additional information regarding the merger. Both Old Duke Energy and New Duke Energy are 
referred to as Duke Energy herein. 

Use of Estimnies 

To conform to generally accepted accounting principles (GAAP) in the United States, management makes 
estimates and assumptions that affect the amounts reported in the Financial Statements and Notes. 
Although these estimates are based on management’s best available knowledge at the time, actual results 
could differ. 

Reclnssifcntions 

The financial statements for the periods prior to the merger have been reclassified to conform with Duke 
Energy’s format. Certain other prior period amounts have been reclassified to conform to the presentation 
for the current period. 

1Jitbilleil Revenue 

Revenues on sales of electricity and gas are recognized when the service is provided. LJnbilled revenues are 
estimated by applying an average revenue per kilowatt hour or per Mcf for all customer classes to the 
number of estimated kilowatt hours or Mcf s delivered but not billed. The amount of unbilled revenues can 
vary significantly period to period as a result of factors including seasonality, weather, customer usage 
pattern and customer mix. Unbilled revenues, which are recorded as Receivables in Duke Energy 
Kentucky’s Balance Sheets at September 30,2007 and December 3 1,2006 were approximately $1.5 million 
and $21 million, respectively. 

2. Duke Energy/Cinergy Merger 

On April 3, 2006, the merger between Duke Energy and Cinergy was consummated (see Note 1 for 
additional information on the merger). For accounting purposes, the effective date of the merger was April 
1,  2006. The merger combined the Duke Energy and Cinergy regulated franchises as well as deregulated 
generation in the Midwestern United States (Midwest). 
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3. Inventory 

Inventory consists primarily of coal held for electric generation, materials and supplies and natural gas held 
in storage for transmission and sales commitments. Inventory is recorded primarily using the average cost 
method. 

Inventory 
Fuel for w e  in electricgeneration 
Materials and supplies 
Gas held in storage 

Total Inventory 

September 30, December 3 1, 
2007 2006 

(in thousands) 

11; 9,491 11; 9,074 
8,945 8,940 

1 1.874 10.988 

11; . 3 Q  30 I $ 29.002 

4. Debt and Credit Facilities 

Duke Energy Kentucky receives support for its short-term borrowing needs through its participation with 
Duke Energy and other Duke Energy subsidiaries in a money pool arrangement, which allows Duke Energy 
Kentucky to better manage its cash and working capital requirements. Under this arrangement, those 
companies with short-term funds may provide short-term loans to affiliates participating under this 
arrangement. Prior to the merger, Duke Energy Kentucky participated in a similar money pool 
arrangement with Cinergy and other Cinergy subsidiaries. As of September 30,2007 and December 3 1, 
2006, Duke Energy Kentucky was in a payable position of $53 million and $43 million, respectively. The 
change in the money pool from December 3 1,2006 to September 30,2007 is reflected as a $1 1 million 
cash inflow in Notes payable and commercial paper within Net cash provided by financing activities on the 
Statement of Cash Flows. 

In June 2007, Duke Energy closed on the syndication of an amended and restated credit facility, replacing 
the existing credit facilities totaling $2.65 billion with a 5-year, $2.65 billion master credit facility. Duke 
Energy Kentucky has a borrowing sub limit under the master credit facility of $100 million. Concurrent 
with the syndication of the master credit facility, Duke Energy established a new $ I  .S billion commercial 
paper program at Duke Energy and terminated Cinergy's previously existing commercial paper program. 

The issuance of commercial paper, letters of credit and other borrowings reduces the amount available 
under the credit facility. 

Duke Energy's credit agreement contains various financial and other covenants, including, but not limited 
to, a covenant regarding the debt-to-total capitalization ratio at Duke Energy and Duke Energy Kentucky to 
not exceed 65%. Duke Energy Kentucky's debt agreements also contain various financial and other 
covenants. Failure to meet these covenants beyond applicable grace periods could result in accelerated due 
dates and/or termination of the agreements. As of September 30, 2007, Duke Energy and Duke Energy 
Kentucky were in compliance with these covenants, In addition, some credit agreements may allow for 
acceleration of payments or termination of the agreements due to nonpayment, or the acceleration of other 
significant indebtedness of the borrower or some of its subsidiaries. None of the debt or credit agreements 
contain material adverse change clauses. 



5. Employee Benefit Obligations 

Duke Energy Kentucky participates in pension and other postretirement benefit plans sponsored by 
Cinergy. Cinergy’s qualified defined benefit pension plans cover substantially all United States employees 
meeting certain minimum age and service requirements. Funding for the qualified defined benefit pension 
plans is based on actuarially determined contributions, the maximum of which is generally the amount 
deductible for tax purposes and the minimum being that required by the Employee Retirement Income 
Security Act of 1974, as amended. The pension plans’ assets consist of investments in equity and debt 
securities. In addition, Cinergy sponsors non-qualified pension plans (plans that do not meet the criteria for 
certain tax benefits) that cover officers, certain other key employees, and non-employee directors. Cinergy 
also provides certain health care and life insurance benefits to retired United States employees and their 
eligible dependents. These benefits are subject to minimum age and service requirements. The health care 
benefits include medical coverage, dental coverage, and prescription drug coverage and are subject to 
certain limitations, such as deductibles and co-payments. 

Duke Energy’s policy is to fund amounts for its U.S. retirement plans on an actuarial basis to provide assets 
sufficient to meet benefit payments to be paid to plan participants. During the nine months ended 
September 30,2007, Duke Energy made qualified pension benefit contributions of $350 million to the 
legacy Cinergy qualified pension benefit plans, of which, approximately $9 million represents contributions 
made by Duke Energy Kentucky. During the nine months ended September 30,2006, Duke Energy made 
qualified pension benefit contributions of approximately $124 million to the legacy Cinergy qualified 
pension benefit plans, of which, approximately $2 million represents contributions made by Duke Energy 
Kentucky. During the three and nine months ended September 30,2007, Duke Energy contributed 
approximately $32 million to the legacy Cinergy other post-retirement plans, of which, approximately $1  
million represents contributions by Duke Energy Kentucky. Duke Energy does not anticipate making any 
additional contributions to its legacy Cinergy retirement plans during the remainder of 2007. 

Duke Energy Kentucky’s net periodic benefit costs as allocated by Cinergy were as follows: 

Nine Months Nine Months 
Ended Ended 

September 30, September 30, 
2007 2006 

(in thousands) 
Qualified Pension Benefits $ 1,704 $ 2,2 I9 
Other Postretirement $ 1,150 $ 912 

Upon consummation of the merger with Duke Energy, all defined benefit plan obligations were 
remeasured. Cinergy updated the assumptions used to determine their accrued benefit obligations and 
prospective net periodic benefit cost to be allocated to Duke Energy Kentucky. 

See Note 10 for a discussion of the effect of adoption of SFAS No 158, “Etnployer s Accounting for 
Defined Benefit Pension and Other Postretirement Plans, an amendment of FASB Statements No. 87, 88, 
106, and 132(R)” (SFAS No 158). 

6. Intangible Assets 

The carrying amount of emission allowances were $8 million and $12 million as of September 30,2007 
and December 3 1, 2006 respectively. Emission allowances sold or consumed during the nine months 
ended September 30, 2007 and September 30,2006 were $5 million and $10 million, respectively. 
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7. Regulatory Matters 

Regulatory Merger Approvals 

As discussed in Note 1 and Note 2, on April 3,2006, the merger between Duke Energy and Cinergy was 
consummated to create a newly formed company, Duke Energy Holding Corp. (subsequently renamed 
Duke Energy Corporation). As a condition to the merger approval, the Kentucky Public Service 
Commission (KPSC) required that certain merger related savings be shared with consumers in Kentucky. 
The commission also required Duke Energy Kentucky to meet additional conditions. Key elements of 
these conditions include: 

The KPSC required that Duke Energy Kentucky provide $8 million in rate reductions to its 
customers over five years, ending when new rates are established in the next rate case after 
January 1,2008. Approximately $1 million and $2 million of the rate reduction was passed 
through to customers during the three and nine months ended September 30,2007, respectively. 
Approximately $1 million was passed through to customers during the three and nine months 
ended September 30, 2006, respectively. 
The FERC approved the merger without conditions. 

Rate Related Iii formation 

The KPSC approves rates for retail electric and gas sales within the Commonwealth of Kentucky. The 
FERC approves rates for electric sales to wholesale customers served under cost-based rates. 

Duke Energy Kentucky Electric Rate Case 

In May 2006, Duke Energy Kentucky filed an application for an increase in its base electric rates of 
approximately $67 million in revenue, or approximately 28 percent, to be effective in January 2007 
pursuant to the KPSC’s 2003 Order approving the transfer of 1,100 MW of generating assets from Duke 
Energy Ohio to Duke Energy Kentucky. In the fourth quarter of 2006, the KPSC approved the settlement 
agreement resolving all the issues raised in the proceeding. Among other things, the settlement agreement 
provided for a $49 million increase in Duke Energy Kentucky’s base electric rates and reinstitution of the 
fuel cost recovery mechanism, which had been frozen since 200 1, The settlement agreement also provided 
for Duke Energy Kentucky to obtain KPSC approval for a back-up power supply plan. In January 2007, 
Duke Energy Kentucky filed a back-up power supply plan with the KPSC. The plan provided for Duke 
Energy Kentucky to purchase back-up power through bilateral contracts for scheduled outages. Duke 
Energy Kentucky will recover these costs through base rates. The plan provided for Duke Energy Kentucky 
to purchase back-up power through the Midwest Independent System Operator, Inc. (Midwest ISO) energy 
markets for unscheduled outages. Duke Energy Kentucky will recover these costs through its fuel 
adjustment clause. The KPSC issued an order in March 2007 approving Duke Energy Kentucky’s back-up 
power supply plan 

Duke Energy Kentucky Gas Rate Cases 

In 2002, the KPSC approved Duke Energy Kentucky’s gas base rate case which included, among other 
things, recovery of costs associated with an accelerated gas main replacement program. The approval 
authorized a tracking mechanism to recover certain costs including depreciation and a rate of return on the 
program’s capital expenditures. The Kentucky Attorney General appealed to the Franklin Circuit Court the 
KPSC’s approval of the tracking mechanism as well as the KPSC’s subsequent approval of annual rate 
adjustments under this tracking mechanism. In 2005, both Duke Energy Kentucky and the KPSC requested 
that the court dismiss these cases. 
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In February 200.5, Duke Energy Kentucky filed a gas base rate case with the KPSC requesting approval to 
continue the tracking mechanism and for a $14 million annual increase in base rates. A portion of the 
requested increase was attributable to recovery of the current cost of the accelerated main replacement 
program in base rates. In December 200.5, the KPSC approved an annual rate increase of $8 million and re- 
approved the tracking mechanism through 20 1 I .  In February 2006, the Kentucky Attorney General 
appealed the KPSC’s order to the Franklin Circuit Court, claiming that the order improperly allows Duke 
Energy Kentucky to increase its rates for gas main replacement costs in between general rate cases, and 
also claiming that the order improperly allows Duke Energy Kentucky to earn a return on investment for 
the costs recovered under the tracking mechanism which permits Duke Energy Kentucky to recover its gas 
main replacement costs. 

In August 2007 the Franklin Circuit Court consolidated all the pending appeals and ruled that the KPSC 
lacks legal authority to approve the gas main replacement tracking mechanism, and any other annual rate 
adjustments under any tracking mechanism unless the KPSC has specific statutory authority to approve the 
tracking mechanism.. To date, Duke Energy Kentucky has collected approximately $9 million in annual 
rate ad,justments under the gas main replacement tracking mechanism. Duke Energy Kentucky and the 
KPSC have appealed these cases to the Kentucky Court of Appeals. Duke Energy Kentucky and the KPSC 
entered into an agreed order with the Kentucky Attorney General that allows Duke Energy Kentucky to 
continue utilizing other types of tracking mechanisms in its billed rates to customers pending the outcome 
of the appeals. At this time, Duke Energy Kentucky cannot predict the outcome of these proceedings. 

FERC Issues Electric Reliability Startdarils. 

Consistent with reliability provisions of the Energy Policy Act of 200.5, on July 20, 2006, FERC issued its 
Final Rule certifying the North American Electric Reliability Council (NERC) as the Electric Reliability 
Organization. NERC has filed over 100 proposed reliability standards with FERC. On March 16,2007, 
FERC issued a final rule establishing mandatory, enforceable reliability standards for the nation’s bulk 
power system. In the final rule, FERC approved 83 of the 107 mandatory reliability standards submitted by 
the NERC and compliance with these standards became mandatory on June 18,2007. FERC will consider 
the remaining 24 proposed standards for approval once the necessary criteria and procedures are submitted. 
In the interim, compliance with these 24 standards is expected to continue on a voluntary basis as good 
utility practice. Duke Energy Kentucky does not believe that the issuance of these standards will have a 
material impact on its results of operations, cash flows, or financial position. 

8. Commitments and Contingencies 

Environmental 
Duke Energy Kentucky is sub,ject to federal, state and local regulations regarding air and water quality, 
hazardous and solid waste disposal and other environmental matters. These regulations can be changed 
from time to time, imposing new obligations on Duke Energy Kentucky. 

Renieiiiatioit activities. Duke Energy Kentucky and its affiliates are responsible for environmental 
remediation at various contaminated sites. These include some properties that are part of ongoing Duke 
Energy Kentucky operations, sites formerly owned or used by Duke Energy Kentucky entities, and sites 
owned by third parties. Remediation typically involves management of contaminated soils and may involve 
groundwater remediation. Managed in con,junction with relevant federal, state and local agencies, activities 
vary with site conditions and locations, remedial requirements, complexity and sharing of responsibility. If 
remediation activities involve statutory joint and several liability provisions, strict liability, or cost recovery 
or contribution actions, Duke Energy Kentucky or its affiliates could potentially be held responsible for 
contamination caused by other parties. In some instances, Duke Energy Kentucky may share liability 
associated with contamination with other potentially responsible parties, and may also benefit from 
insurance policies or contractual indemnities that cover some or all cleanup costs. All of these sites 
generally are managed in the normal course of business or affiliate operations. Duke Energy Kentucky 
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believes that completion or resolution of these matters will have no material adverse effect on its results of 
operations, cash flows or financial position. 

Clem Water Act 316(b). The IJS.  Environmental Protection Agency (EPA) finalized its cooling water 
intake structures rule in July 2004. The rule established aquatic protection requirements for existing 
facilities that withdraw 50 million gallons or more of water per day from rivers, streams, lakes, reservoirs, 
estuaries, oceans, or other U S .  waters for cooling purposes. Three of six coal-fired generating facilities in 
which Duke Energy Kentucky is either a whole or partial owner are affected sources under that rule. On 
January 25,2007, the IJS.  Court of Appeals for the Second Circuit issued its opinion in Riverkeeper, Inc. 
v. EPA, Nos. 04-6692-ag(L,) et. al. (2d Cir. 2007) remanding most aspects of EPA’s rule back to the 
agency. The court effectively disallowed those portions of the rule most favorable to industry, and the 
decision creates a great deal of uncertainty regarding hture  requirements and their timing. Duke Energy 
Kentucky is still unable to estimate costs to comply with the EPA’s rule, although it is expected that costs 
will increase as a result of the court’s decision. The magnitude of any such increase cannot be estimated at 
this time. 

Clean Air Mercury Rule (CAMR) and Clean Air Interstate Rule (CAIR). The EPA finalized its CAMR 
and CAIR in May 2005. The CAMR limits total annual mercury emissions from coal-fired power plants 
across the IJnited States through a two-phased cap-and-trade program. Phase 1 begins in 2010 and Phase 2 
begins in 2018. The CAIR limits total annual and summertime nitrogen oxides (NO,) emissions and annual 
sulfiir dioxide (SOz) emissions from electric generating facilities across the Eastern IJnited States through a 
two-phased cap-and-trade program. Phase I begins in 2009 for NO, and in 2010 for SOz. Phase 2 begins in 
20 15 for both NO, and SOz. 

Duke Energy Kentucky currently estimates that it will spend approximately $13 million between 2007 and 
201 1 to comply with Phase 1 of CAMR and CAIR at plants that Duke Energy Ohio owns or partially owns 
but does not operate. Duke Energy Kentucky currently estimates that it will not incur any significant costs 
for complying with Phase 2 of CAIR and is currently unable to estimate the cost of complying with Phase 2 
of CAMR. 

Matiufactiiretl Gas Plant (MGP) Sites. Duke Energy Kentucky has performed site assessments on certain 
of its sites where MGP activities are believed to have occurred at some point in the past and have found no 
imminent risk to the environment. At this time, Duke Energy Kentucky cannot predict whether 
investigation and/or remediation will be required in the future at any of these sites. 

Extended Environnieiital Activities and Accruals. Included in Other Deferred Credits and Other 
Liabilities on the Balance Sheets were total accruals related to extended environmental-related activities of 
approximately $2 million as of September 30,2007 and December 3 1,2006. These accruals represent Duke 
Energy Kentucky’s provisions for costs associated with remediation activities at some of its current and 
former sites, as well as other relevant environmental contingent liabilities. Duke Energy Kentucky believes 
that completion or resolution of these matters will have no material impact on its results of operations, cash 
flows or financial position. 

Litigation 

Section 126 Petitions. In March 2004, the state of North Carolina filed a petition under Section 126 of the 
CAA in which it alleges that sources in 13 upwind states, including Kentucky, significantly contribute to 
North Carolina’s non-attainment with certain ambient air quality standards. In August 2005, the EPA 
issued a proposed response to the petition. The EPA proposed to deny the ozone portion of the petition 
based upon a lack of contribution to air quality by the named states. The EPA also proposed to deny the 
particulate matter portion of the petition based upon the CAIR Federal Implementation Plan (FIP), that 
would address the air quality concerns from neighboring states. On April 28, 2006, the EPA denied North 
Carolina’s petition based upon the final CAIR FIP described above. North Carolina has filed a legal 
challenge to the EPA’s denial. 
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Carbort Dioxide (COJ Litigntion. In July 2004, the states of Connecticut, New York, California, Iowa, 
New Jersey, Rhode Island, Vermont, Wisconsin, and the City of New York brought a lawsuit in the IJnited 
States District Court for the Southern District of New York against Cinergy, American Electric Power 
Company, Inc., American Electric Power Service Corporation, The Southern Company, Tennessee Valley 
Authority, and Xcel Energy Inc. A similar lawsuit was filed in the IJnited States District Court for the 
Southern District of New York against the same companies by Open Space Institute, Inc., Open Space 
Conservancy, Inc., and The Audubon Society of New Hampshire. These lawsuits allege that the 
defendants’ emissions of C 0 2  from the combustion of fossil fuels at electric generating facilities contribute 
to global warming and amount to a public nuisance. The complaints also allege that the defendants could 
generate the same amount of electricity while emitting significantly less COz. The plaintiffs are seeking an 
injunction requiring each defendant to cap its C 0 2  emissions and then reduce them by a specified 
percentage each year for at least a decade. In September 2005, the District Court granted the defendants’ 
motion to dismiss the lawsuit. The plaintiffs have appealed this ruling to the Second Circuit Court of 
Appeals. Oral argument was held before the Second Circuit Court of Appeals on June 7, 2006. It is not 
possible to predict with certainty whether Duke Energy Kentucky will incur any liability or to estimate the 
damages, if any, that Duke Energy Kentucky might incur in connection with this matter. 

Ontario, Cmindn Lawsuit. Duke Energy Kentucky understands that a class action lawsuit was filed in 
Superior Court in Ontario, Canada on July 3,2005 against Duke Energy Ohio and approximately 20 other 
utility and power generation companies alleging various claims relating to environmental emissions from 
coal-fired power generation facilities in the IJnited States and Canada and damages of approximately $50 
billion, with continuing damages in the amount of approximately $4 billion annually. Duke Energy Ohio 
understands that the lawsuit also claims entitlement to punitive and exemplary damages in the amount of $1 
billion. Duke Energy Ohio had not yet been served in this lawsuit by the deadline of July 3,2007. 
However, if served, Duke Energy Ohio intends to defend this lawsuit vigorously in court. At this time, 
Duke Energy Ohio is not able to predict whether resolution of this matter would have a material effect on 
its financial position, cash flows or results of operations. 

Hurricnrte Kntriitn Lmvsuit. In April 2006, Cinergy was named in the third amended complaint of a 
purported class action lawsuit filed in the United States District Court for the Southern District of 
Mississippi. Plaintiffs claim that Cinergy, along with numerous other utilities, oil companies, coal 
companies and chemical companies, are liable for damages relating to losses suffered by victims of 
Hurricane Katrina. Plaintiffs claim that defendants’ greenhouse gas emissions contributed to the frequency 
and intensity of storms such as Hurricane Katrina. In October 2006, Cinergy was served with this lawsuit. 
On August 30, 2007, the court dismissed the case. The plaintiffs have filed their notice of appeal to the 
Fifth Circuit Court of Appeals. It is not possible to predict with certainty whether Duke Energy Kentucky 
will incur any liability or to estimate the damages, if any, that Duke Energy Kentucky might incur in 
connection with this matter. 

Other Litigntion and Legal Proceedings. Duke Energy Kentucky is involved in other legal, tax and 
regulatory proceedings arising in the ordinary course of business, some of which involve substantial 
amounts. Duke Energy Kentucky believes that the final disposition of these proceedings will not have a 
material adverse effect on its results of operations, cash flows or financial position. 

Duke Energy Kentucky has exposure to certain legal matters that are described herein. As of September 30, 
2007 and December 3 1,2006, Duke Energy Kentucky has recorded immaterial reserves for these 
proceedings and exposures. Duke Energy Kentucky expenses legal costs related to the defense of loss 
contingencies as incurred. 
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9. Related Party Transactions 

Duke Energy Kentucky engages in related party transactions. These transactions are generally performed 
at cost and in accordance with the applicable state and federal commission regulations. Balances due to or 
due from related parties included in the Balance Sheets as of September 30,2007 and December 3 1,2006 
are as follows: 

September 30, December 3 1, 
2007 2006 

(in thousands) 

Accounts Receivable $ 250 $ 4,825 

Accounts Payable $ 25,.394 $ 20,303 

Duke Energy Kentucky is allocated its proportionate share of corporate governance and other costs by a 
consolidated affiliate of Duke Energy. Duke Energy Kentucky is also allocated its proportionate share of 
other corporate governance costs from a consolidated affiliate of Cinergy. Corporate governance and other 
shared services costs are primarily allocations of corporate costs, such as human resources, legal and 
accounting fees, as well as other third party costs. 

The expenses associated with certain allocated corporate governance and other service costs for Duke 
Energy Kentucky, which are recorded in Operation, Maintenance and Other within Operating Expenses on 
the Statements of Operations for the nine months ended September 30,2007 and September 30,2006 were 
as follows: 

September 30, 
2007 2006 

(in thousands) 
Corporate Governance and shared service expenses $ 15,628 $ 40,137 

See Note 5 for detail on expense amounts allocated from Cinergy to Duke Energy Kentucky related to 
Duke Energy Kentucky’s participation in Cinergy’s qualified and non-qualified defined benefit pension 
plans and health care and postretirement health care and insurance benefits. Additionally, Duke Energy 
Kentucky has been allocated accrued pension and other postretirement benefit obligations from Cinergy of 
approximately $30 million at September 30,2007 and approximately $37 million at December 3 1, 2006. 
The amounts have been classified on the Balance Sheets as follows: 

Other Current Liabilities 

September 30, December 3 1, 
2007 2006 

(in thousands) 

$ 948 $ 948 

$29,255 $36,497 Accrued pension and otlier postretirement benefit costs 

Additionally, certain trade receivables have been sold by Duke Energy Kentucky to Cinergy Receivables 
Company, LLC (Cinergy Receivables), an unconsolidated entity formed by Cinergy. The proceeds obtained 
from the sales of receivables are largely cash but do include a subordinated note from Cinergy Receivables 
for a portion of the purchase price. This subordinated note is classified by Duke Energy Kentucky as 
Receivables in the Balance Sheets and was approximately $16 million and $20 million as of September 30, 
2007 and December 3 1,2006, respectively. 

During the second quarter of 2007, Duke Energy Kentucky received a $3 million capital contribution from 
its parent, Cinergy. 
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Duke Energy Kentucky participates in a money pool with Duke Energy and other Duke Energy 
subsidiaries. As of September 30,2007 and December 3 1,2006, Duke Energy Kentucky was in a payable 
position of $53 million and $43 million, respectively, classified within Notes payable and commercial 
paper in the accompanying Balance Sheets. See Note 4 for further discussion of the money pool 
arrangement. 

10. New Accounting Standards 

The following new accounting standards were adopted by Duke Energy Kentucky subsequent to September 
30,2006 and the impact of such adoption, if applicable, has been presented in the accompanying Financial 
Statements: 

SFAS No. /55 ,  “Accounting for Certain Hybrid Financial Instruments-an amendment of FASB 
Statements No. 133 and 140” (SFAS No. 155). In February 2006, the FASB issued SFAS No. 155, which 
amends SFAS No. 133, “Accounting for Derivative Instruments and Hedging Activities” and SFAS 
No. 140, “Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities.” 
SFAS No. 155 allows financial instruments that have embedded derivatives to be accounted for at fair 
value at acquisition, at issuance, or when a previously recognized financial instrument is subject to a 
remeasurement (new basis) event, on an instrument-by-instrument basis, in cases in which a derivative 
would otherwise have to be bifurcated. SFAS No. 155 was effective for Duke Energy Kentucky for all 
financial instruments acquired, issued, or subject to remeasurement after January 1,2007, and for certain 
hybrid financial instruments that have been bifurcated prior to the effective date, for which the effect is to 
be reported as a cumulative-effect adjustment to beginning retained earnings. The adoption of SFAS 
No. 155 did not have a material impact on Duke Energy Kentucky’s results of operations, cash flows or 
financial position. 

SFAS No. 156, “Accounting for Servicing of Financial Assets-an amendment of FASB Statement 
No. 140” (SFAS No. 156). In March 2006, the FASB issued SFAS No. 156, which amends SFAS No. 140. 
SFAS No. 156 requires recognition of a servicing asset or liability when an entity enters into arrangements 
to service financial instruments in certain situations. Such servicing assets or servicing liabilities are 
required to be initially measured at fair value, if practicable. SFAS No. 156 also allows an entity to 
subsequently measure its servicing assets or servicing liabilities using either an amortization method or a 
fair value method. SFAS No. 1.56 was effective for Duke Energy Kentucky as of January 1 ,  2007, and must 
be applied prospectively, except that where an entity elects to remeasure separately recognized existing 
arrangements and reclassify certain available-for-sale securities to trading securities, any effects must be 
reported as a cumulative-effect adjustment to retained earnings. The adoption of SFAS No. 156 did not 
have a material impact on Duke Energy Kentucky’s results of operations, cash flows or financial position. 

SFAS No. 158, “Employer’s Accounting for Defined Benefit Pension and Other Postretirement Plans, an 
amendment of FASB Statements No. 87, 88, 106, and 132(R)” (SFAS No. 158). In October 2006, the 
FASB issued SFAS No. 158, which changes the recognition and disclosure provisions and measurement 
date requirements for an employer’s accounting for defined benefit pension and other postretirement plans. 
The recognition and disclosure provisions require an employer to (1) recognize the funded status of a 
benefit plan-measured as the difference between plan assets at fair value and the benefit obligation-in its 
statement of financial position, (2) recognize as a component of other comprehensive loss, net of tax, the 
gains or losses and prior service costs or credits that arise during the period but are not recognized as 
components of net periodic benefit cost, and (3) disclose in the notes to financial statements certain 
additional information. SFAS No. 158 does not change the amounts recognized in the income statement as 
net periodic benefit cost. Duke Energy Kentucky recognized the funded status of its defined benefit pension 
and other postretirement plans and provided the required additional disclosures as of December 3 1,2006. 
The adoption of SFAS No. 158 recognition and disclosure provisions resulted in an increase in total assets 
of approximately $22 million (consisting solely of an increase in regulatory assets of $22 million) and an 
increase in total liabilities of approximately $22 million as of December 3 1,2006. The adoption of SFAS 
No. 158 did not have a material impact on Duke Energy Kentucky’s results of operations or cash flows. 
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Under the measurement date requirements of SFAS No. 158, an employer is required to measure defined 
benefit plan assets and obligations as of the date of the employer’s fiscal year-end statement of financial 
position (with limited exceptions). Historically, Duke Energy Kentucky has measured its plan assets and 
obligations up to three months prior to the fiscal year-end, as allowed under the authoritative accounting 
literature. Duke Energy Kentucky adopted the change in measurement date effective January I ,  2007 by 
remeasuring plan assets and benefit obligations as of that date, pursuant to the transition requirements of 
SFAS No. 158. In the first quarter of 2007, the changes in plan assets and plan obligations between the 
September 30,2006 and December 3 1,2006 measurement dates not related to net periodic benefit cost was 
required to be recognized, net of tax, as a separate adjustment of the opening balance of accumulated other 
comprehensive income (loss) (AOCI) and regulatory assets. This adjustment was not material. During the 
second quarter of 2007, Duke Energy Kentucky completed these calculations. The finalization of these 
actuarial calculations resulted in an immaterial adjustment to AOCI and regulatory assets. 

StafSAccounting Bulletin (SAB) No. 108, “Considering the Effects of Prior Year Misstatements When 
Quantifying Misstatements in Current Year Financial Statements” (SAB No. 108). In September 2006, the 
SEC issued SAB No. 108, which provides interpretive guidance on how the effects of the carryover or 
reversal of prior year misstatements should be considered in quantifying a current year misstatement. 
Traditionally, there have been two widely-recognized approaches for quantifying the effects of financial 
statement misstatements. The income statement approach focuses primarily on the impact of a 
misstatement on the income statement-including the reversing effect of prior year misstatements-but its 
use can lead to the accumulation of misstatements in the balance sheet. The balance sheet approach, on the 
other hand, focuses primarily on the effect of correcting the period-end balance sheet with less emphasis on 
the reversing effects of prior year errors on the income statement. The SEC staff believes that registrants 
should quantify errors using both a balance sheet and an income statement approach (a “dual approach”) 
and evaluate whether either approach results in quantifying a misstatement that, when all relevant 
quantitative and qualitative factors are considered, is material. 

SAB No. 108 was effective for Duke Energy Kentucky’s year ending December 3 1,2006. SAB No. 108 
permits existing public companies to initially apply its provisions either by (i) restating prior financial 
statements as if the “dual approach” had always been used or (ii), under certain circumstances, recording 
the cumulative effect of initially applying the “dual approach” as adjustments to the carrying values of 
assets and liabilities as of January 1,2006 with an offsetting adjustment recorded to the opening balance of 
retained earnings. Duke Energy Kentucky has historically used a dual approach for quantifying identified 
financial statement misstatements. Therefore, the adoption of SAB No. 108 did not have a material impact 
on Duke Energy Kentucky’s results of operations, cash flows or financial position. 

FASB Interpretation No (FIN) 48, “Accounting for Uncertainty in Income Taxes-an interpretation of 
FASB Statement No. 109” (FN 48). In July 2006, the FASB issued FIN 48, which provides guidance on 
accounting for income tax positions about which Duke Energy Kentucky has concluded there is a level of 
uncertainty with respect to the recognition of a tax benefit in Duke Energy Kentucky’s financial statements. 
FIN 48 prescribes the minimum recognition threshold a tax position is required to meet. Tax positions are 
defined very broadly and include not only tax deductions and credits but also decisions not to file in a 
particular jurisdiction, as well as the taxability of transactions. Duke Energy Kentucky adopted FIN 48 
effective January 1, 2007. See Note 1 1 for additional information. 

FASB Staff Position (FSP) No. FIN 48-1, Definition of “Settlement” in FASB Interpretation No. 48 (FSP 
No. FIN 48-1) In May, 2007, the FASB staff issued FSP No. FIN 48-1 which clarifies the conditions under 
FIN 48 that should be met for a tax position to be considered effectively settled with the taxing authority. 
Duke Energy Kentucky’s adoption of FIN 48 as of January 1,2007 was consistent with the guidance in this 
FSP. 
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FSP No. AIJG AIR-I, “Accounting for Planned Major Maintenance Activities,” (FSP No. AIJG AIR-1). In 
September 2006, the FASB Staff issued FSP No. AUG AIR- 1. This FSP prohibits the use of the accrue-in- 
advance method of accounting for planned major maintenance activities in annual and interim financial 
reporting periods, if no liability is required to be recorded for an asset retirement obligation based on a legal 
obligation for which the event obligating the entity has occurred. The FSP also requires disclosures 
regarding the method of accounting for planned major maintenance activities and the effects of 
implementing the FSP. The guidance in this FSP was effective for Duke Energy Kentucky as of January 1, 
2007. The adoption of FSP No. AIJG AIR-1 did not have a material impact on Duke Energy Kentucky’s 
results of operations, cash flows or financial position. 

Emerging Issues Task Force (EITF) Issue No. 06-3, “How Taxes Collected from Customers and Remitted 
to Governmental Authorities Should Be Presented in the Income Statement (That Is, Gross versus Net 
Presentation)” (EITF No. 06-3). I n  June 2006, the EITF reached a consensus on EITF No. 06-3 to address 
any tax assessed by a governmental authority that is directly imposed on a revenue-producing transaction 
between a seller and a customer and may include, but are not limited to, sales, use, value added, and some 
excise taxes. For taxes within the issue’s scope, the consensus requires that entities present such taxes on 
either a gross (ie.,  included in revenues and costs) or net (i.e“, exclude from revenues) basis according to 
their accounting policies, which should be disclosed. If such taxes are reported gross and are significant, 
entities should disclose the amounts of those taxes. Disclosures may be made on an aggregate basis. The 
consensus was effective for Duke Energy Kentucky beginning January 1,2007. The adoption of EITF 
No. 06-3 did not have a material impact on Duke Energy Kentucky’s results of operations, cash flows or 
financial position. 

EITF Issue No. 06-5, “Accounting for Purchases of Life Insurance-Determining the Amount That Could 
Be Realized in Accordance with FASB Technical Bulletin No. 85-4” (EITF No. 06-5). In June 2006, the 
EITF reached a consensus on the accounting for corporate-owned and bank-owned life insurance policies. 
EITF No. 06-5 requires that a policyholder consider the cash surrender value and any additional amounts to 
be received under the contractual terms of the policy in determining the amount that could be realized 
under the insurance contract. Amounts that are recoverable by the policyholder at the discretion of the 
insurance company must be excluded from the amount that could be realized. Fixed amounts that are 
recoverable by the policyholder in future periods in excess of one year from the surrender of the policy 
must be recognized at their present value. ElTF No. 06-5 was effective for Duke Energy Kentucky as of 
January 1, 2007 and must be applied as a change in accounting principle through a cumulative-effect 
adjustment to retained earnings or other components of equity as of January 1,2007. The adoption of EITF 
No. 06-5 did not have a material impact on Duke Energy Kentucky’s results of operations, cash flows or 
financial position. 

The following new accounting standards have been issued, but have not yet been adopted by Duke Energy 
Kentucky as of September 30,2007: 

SFASNO. 1.57, “Fair Value Measurements” (SFAS No. 157). In September 2006, the FASB issued SFAS 
No. 157, which defines fair value, establishes a framework for measuring fair value in GAAP, and expands 
disclosures about fair value measurements. SFAS No. 157 does not require any new fair value 
measurements. However, in some cases, the application of SFAS No. 157 may change Duke Energy 
Kentucky’s current practice for measuring and disclosing fair values under other accounting 
pronouncements that require or permit fair value measurements. For Duke Energy Kentucky, SFAS 
No. 157 is effective as of January 1,2008 and must be applied prospectively except in certain cases. Duke 
Energy Kentucky is currently evaluating the impact of adopting SFAS No. 157, and cannot currently 
estimate the impact of SFAS No. 157 on its results of operations, cash flows or financial position. 
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SFAS No“ 159, “The Fair Value Option for Financial Assets and Financial Liabilities” (SFAS No. 159). In 
February 2007, the FASB issued SFAS No. 159, which permits entities to choose to measure many 
financial instruments and certain other items at fair value. For Duke Energy Kentucky, SFAS No. 1.59 is 
effective as of January 1,2008 and will have no impact on amounts presented for periods prior to the 
effective date. Duke Energy Kentucky cannot currently estimate the impact of SFAS No. 159 on its results 
of operations, cash flows or financial position and has not yet determined whether or not it will choose to 
measure items subject to SFAS No. 159 at fair value. 

11. Income Taxes 

Prior to the merger of Cinergy and Duke Energy on April 3, 2006, the taxable income of Duke Energy 
Kentucky was reflected in Cinergy’s 1J.S. federal and state income tax returns. After the merger, the 
taxable income of Duke Energy Kentucky is reflected in Duke Energy’s 1J.S. federal and state income tax 
returns. As a result of Duke Energy’s merger with Cinergy, Duke Energy Kentucky entered into a tax 
sharing agreement with Duke Energy, where the separate return method is used to allocate tax expenses and 
benefits to the subsidiaries whose investments or results of operations provide these tax expenses and 
benefits. The accounting for income taxes essentially represents the income taxes that Duke Energy 
Kentucky would incur if Duke Energy Kentucky were a separate company filing its own tax return as a C- 
Corporation. The current tax sharing agreement Duke Energy Kentucky has with Duke Energy is 
substantially the same as the tax sharing agreement between Duke Energy Kentucky and Cinergy prior to 
the merger. 

On January 1, 2007, Duke Energy Kentucky adopted FASB Interpretation No. 48, “Accounting for 
IJncertainty in Income Taxes- an interpretation of FASB Statement No. 109” (FIN 48). 

As a result of the adoption of FIN 48, Duke Energy Kentucky had no cumulative effect adjustment to 
retained earnings, which reflects all adoption provisions of FIN 48, including those provisions related to 
unrecognized income tax benefits net of gain contingencies, and interest expense and penalties. 

The following table shows the accounting for the adoption of FIN 48 on January 1,2007 and the 
increase/(decrease) in Duke Energy Kentucky’s unrecognized tax benefits from January 1,2007 to 
September 30,2007. 

Ilnrecognized Tax Benefits (a) 
Interest Payablel(Receivab1e) (b) 

January I ,  Changes in September 30, 
2007 Balances 2007 

(in thousands) 
$ 420 $ (168) $ 252 

$ (623) $ 264 $ (359) 

(a) Decrease in the liability primarily related to a setlenient 
(b) Reflects all interest related to income taxes. The change was primarily a decrease to pre-tax income of $148 thousand and $264 
thousand for the three and nine months ended September 30,2007 

It is reasonably possible that the total unrecognized tax benefits balance will be settled in  the next twelve 
months. 

Duke Energy Kentucky has the following tax years open. 

Jurisdiction Tax Years 
Federal 2000 and after 
State Closed through 2001, with the exception of any adjustments related to open federal years 

Effective with the adoption of FIN 48, Duke Energy Kentucky records, as it relates to taxes, interest 
expense as Interest Expense, and interest income and penalties in Other Income and Expenses, net in the 
Statements of Operations. 

The $4 million increase in income tax expense from continuing operations for the comparative three-month 
periods ended September 30,2007 and 2006 is primarily due to the $1 1 million increase in income from 
continuing operations before income taxes. 
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12. Subsequent Events 

For information on subsequent events related to debt and credit facilities, regulatory matters and 
commitments and contingencies, see Notes 4, 7 and 8, respectively. 
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Duke Energy Kentucky, Inc. 

Condensed Financial Statements 

(Unaudited) 

June 30,2007 



DUKE ENERGY KENTUCKY, INC. 
STATEMENTS OF OPERATIONS 

Year To Date 
June 30, 

2007 2006 
(in thousands) 

Operating Revenues 
Electric 
Gas 

Total Operating Revenues 

S 162,619 $ 129,786 
88,312 79,391 

250,931 209,177 

Operating Expenses 
Natural gas and petroleum products purchased 61,241 55,635 
Operation, maintenance, and other 63,463 59,465 
Fuel used in electric generation and purchased power 66,969 53,337 
Depreciation and amortization 18,988 18,637 
Property and other taxes 6,847 4,925 
Loss on sales of other assets md other, net 

Total Operating Expenses 237,558 191,999 
50 

Operating Income 33,373 17,178 

Other Income and Expenses, net 
Interest Expense 

2,363 2,097 
8,611 7,854 

Income Before Income Taxes 27,125 11,421 

Income Tsx  Expense 

Net Income 

10,514 3,510 

S 16,611 $ 7,911 

See Notes to Unaudited Financial Statements 
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DUKE ENERGY KENTUCKY, INC. 
BALANCE SHEETS 

ASSETS June 30, December 3 I ,  
2007 2.006 

Current Assets 
Cash and cash equivalents !$ 6,151 $ 6,593 
Receivables (net of allowance for doubtful accounts of$303 at June 30,2007 and 32,768 

Inventory 27,319 29,002 
Other 33,145 11,127 

Total current assets 98,419 79,490 

31,804 
$242 at December 31,2006) 

Investments and Other Assets 
Intangible assets 
Other 

Total investments and other assets 

10,228 12,470 
1,980 1,54 1 

12,208 14.01 1 

Property, Plant, and Equipment 
cost  
Less accumulated depreciation and amortization 

Net property, plant, and equipment 

1,479.947 1.45 1.463 
615,332 599,625 
864,615 851,838 

Regulatory Assets and Deferred Debits 
Deferred debt expense 
Other 

Total regulatory assets and deferred debits 

5,648 5,827 
25,670 29,167 
31,318 34,994 

Total Assets !$ 1,006,560 $ 980,333 

See Notes to IJnaudited Financial Statements 
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DUKE ENERGY KENTUCKY, INC. 
BALANCE SHEETS 

LIABILITIES AND COMMON STOCKHO1,DER’S EQUITY 
June 30, December 3 1, 

2007 2006 
(in thousands) 

Current Liabilities 
Accounts payable 
Notes payable and commercial paper 
Taxes accrued 
Interest accrued 
Current maturities of long-term debt 
Other 

Total current liabilities 

S 54,228 $ 45,122 
37,426 42.60.3 
15,241 6,603 
3,1 I8 2,808 

21,541 1,318 
9,888 11,128 

141,442 109,582 

Long-term Debt 262,275 283,192 

Deferred Credits and Other Liabilities 
Deferred income taxes 
Investment tax credit 
Accrued pension and other postretirement benefit costs 
Regulatory liabilities 
Asset retirement obligations 
Other 

Total deferred credits and other liabilities 

Commitments and Contingencies 

149,016 
6,107 6,634 

29,749 36,497 
32,343 29,432 

8,509 8,266 
4,077 8,366 

233,001 238.21 1 

152,21 G 

Common Stockholdcr’s Equity 
Common stock - $ I  5 00 par value, 1,000,000 shares authorized and 585,333 shares 

8,780 8,780 
Paid-in capital 167,494 164,344 
Retained earnings 193,412 176,965 

Total Common Stocltholder’s Equity 369,842 349,348 

outstanding at June 30,2007 and December 3 I ,  2006 

Accumulated other comprehensive income (loss) 156 (74 1 ) 

Total Liabilities and Stockholder’s Equity S 1,006,560 $ 980,333 

See Notes to Unaudited Financial Statements 
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DUKE ENERGY KENTUCKY, INC. 
STATEMENTS OF CASH FLOWS 

Six Months Ended 
June 30, 

2007 2006 
(in thousands) 

Cash Flows from Operating Activities 
Net income 
Adjustments to reconcile net income to net cash provided by operating activities: 

Depreciation and amortization 
Losses on sales of equity investments and other assets 
Deferred income taxes 
Regulatory asset/liabilky amortization 
Contribution to company sponsored pension plan 
Accrued pension and postretirement benefit costs 
(Increase) decrease in. 

Net realized and unrealized mark-to-market and hedging transactions 
Receivables 
Inventory 
Other current assets 

Increase (decrease) in: 
Accounts payable 
Taxes accrued 
Other current liabilities 

Regulatory asset/liabiliy deferrals 
Other assets 
Other liabilities 

$ 16,611 $ 7,911 

18,988 18,637 

1,332 2,576 
3,523 2,131 

(8,793) 
1,996 2,048 

(1,907) 319 
10,969 27,800 

1,683 7,353 
(21,435) 4, I69 

50 

8,972 (23,22 1) 
6,415 4,236 

721 (90) 
(9,236) (3,979) 
2,310 909 

867 267 

Net cash provided by operating activities 33,066 5 1,066 

Cash Flows from Investing Activities 
Capital expenditures 
Purchases of emission allowances 
Sale of emission allowances 

(30,900) (30,666) 
(342) (1 3,902) 
523 3,312 

Net cash used in investing activities (30,719) (4 1,256) 

Cash Flows from Financing Activities 
Issuance of long-term debt 
Redemption of long-term debt 
Notes payable and commercial paper 
Contribution from parent 
Other 

Net cash used in financing activities (2,789) ( I  3,232) 

Net decrease in cash and cash equivalents (442) (3,422) 

Cash and cash equivalents at beginning of period 6,593 9,876 

Cash and cash equivalents at end of period $ 6,151 $ 6,454 

Supplemental Disclosure of Qsh Flow Information 

Non-cash financing and investing activities: 
Equity contribution from parent company for acquisition of net generating assets 
Allowance for funds used during construction (AFUDC) - equity component 

139,855 
I62 3 69 

See Notes to Unaudited Financial Statements 
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NOTES TO CONDENSED FINANCIAL STATEMENTS 

(Unaudited) 

1. Basis of Presentation 

Nature of Operations 

Duke Energy Kentucky, a Kentucky corporation organized in 1901, is a combination electric and gas public utility 
company that provides service in northern Kentucky. Duke Energy Kentucky's common stock is wholly owned by 
Duke Energy Ohio, an Ohio corporation organized in 1837, which is wholly owned by Cinergy Corp., a Delaware 
corporation organized in 1993. 

On April 3,2006, Duke Energy Corporation (Old Duke Energy) and Cinergy Corp. merged into wholly owned 
subsidiaries of Duke Energy Holding Corp. (Duke Energy HC), resulting in Duke Energy HC becoming the parent 
entity. In connection with the closing of the merger transaction, Duke Energy HC changed its name to Duke Energy 
Corporation (New Duke Energy or Duke Energy) and Old Duke Energy converted into a limited liability company 
named Duke Power Company L,L,C (subsequently renamed Duke Energy Carolinas LLC effective October 1,2006). 
As a resiilt of the merger transaction, each outstanding share of Cinergy common stock was converted into 1.56 
shares of common stock of New Duke Energy, and each share of common stock of Old Duke Energy was converted 
into one share of Duke Energy common stock, which resulted in the issuance of approximately 3 13 million shares of 
Duke Energy common stock. See Note 2 for additional information regarding the merger. Both Old Duke Energy 
and New Duke Energy are referred to as Duke Energy herein. 

Use of Estimates 

To conform to generally accepted accounting principles (GAAP) in the 'iJnited States, management makes estimates 
and assumptions that affect the amounts reported in the Financial Statements and Notes. Although these estimates 
are based on management's best available knowledge at the time, actual results could differ. 

Reclassijlcations 

The financial statements for the periods prior to the merger have been reclassified to conform with Duke Energy's 
format. Certain other prior period amounts have been reclassified to conform to current year presentation. 

2. Duke EnergyKinergy Merger 

On April 3,2006, the merger between Duke Energy and Cinergy was consummated (see Note I for additional 
information on the merger). For accounting purposes, the effective date of the merger was April 1, 2006. The 
merger combined the Duke Energy and Cinergy regulated franchises as well as deregulated generation in the 
Midwestern United States (Midwest). 
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3. Inventory 

Inventory consists primarily of coal held for electric generation, materials and supplies and natural gas held in 
storage for transmission and sales commitments. Inventory is recorded at the lower of cost or market value using 
the average cost method. 

June 30, December 3 I ,  
2001 2006 

(in thousands) 
Inventory 

Fuel for use in electric generation $ 9,411 $ 9,074 
Materials and supplies 9,073 8,940 
Gas stored for current use 8J@ 10.988 

Total lnventory $ 

4. Debt and Credit Facilities 

Duke Energy Kentucky receives support for its short-term borrowing needs through its participation with Duke 
Energy and other Duke Energy subsidiaries in a money pool arrangement, which allows Duke Energy Kentucky to 
better manage its cash and working capital requirements. IJnder this arrangement, those companies with short-term 
funds may provide short-term loans to affiliates participating under this arrangement. Prior to the merger, Duke 
Energy Kentucky participated in a similar money pool arrangement with Cinergy and other Cinergy subsidiaries. As 
of June 30,2007 and December 3 1,2006, Duke Energy Kentucky was in a payable position of $37.4 million and 
$42.6 million, respectively. The change in the money pool from December 3 1,2006 to June 30,2007 is reflected as 
a $5.2 million cash outflow in Notes payable and commercial paper within Net cash used in financing activities on 
the Statement of Cash Flows. 

In June 2007, Duke Energy closed on the syndication of an amended and restated credit facility, replacing the 
existing credit facilities totaling $2.65 billion with a 5-year, $2.65 billion master credit facility. Duke Energy 
Kentucky has a borrowing sub limit under the master credit facility of $100 million. Concurrent with the syndication 
of the master credit facility, Duke Energy established a new $1.5 billion commercial paper program at Duke Energy 
and terminated Cinergy's previously existing commercial paper program. 

The issuance of commercial paper, letters of credit and other borrowings reduces the amount available under the 
credit facility. 

Duke Energy's credit agreement contains various financial and other covenants, including, but not limited to, a 
covenant regarding the debt-to-total capitalization ratio at Duke Energy and Duke Energy Kentucky to not exceed 
65%. Duke Energy Kentucky's debt agreements also contain various financial and other covenants. Failure to meet 
these covenants beyond applicable grace periods could result in accelerated due dates and/or termination of the 
agreements. As of June 30,2007, Duke Energy and Duke Energy Kentucky were in compliance with these 
covenants. In addition, some credit agreements may allow for acceleration of payments or termination of the 
agreements due to nonpayment, or the acceleration of other significant indebtedness of the borrower or some of its 
subsidiaries. None of the debt or credit agreements contain material adverse change clauses. 
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5. Employee Benefit Obligations 

Duke Energy Kentucky participates in pension and other postretirement benefit plans sponsored by Cinergy. 
Cinergy’s qualified defined benefit pension plans cover substantially all United States employees meeting certain 
minimum age and service requirements. Funding for the qualified defined benefit pension plans is based on 
actuarially determined contributions, the maximum of which is generally the amount deductible for tax purposes and 
the minimum being that required by the Employee Retirement Income Security Act of 1974, as amended. The 
pension plans’ assets consist of investments in equity and debt securities. In addition, Cinergy sponsors non- 
qualified pension plans (plans that do not meet the criteria for certain tax benefits) that cover officers, certain other 
key employees, and non-employee directors. Cinergy also provides certain health care and life insurance benefits to 
retired United States employees and their eligible dependents. These benefits are subject to minimum age and 
service requirements. The health care benefits include medical coverage, dental coverage, and prescription drug 
coverage and are subject to certain limitations, such as deductibles and co-payments. 

During the six months ended June 30,2007, Duke Energy made qualified pension benefit contributions of $350 
million to the legacy Cinergy qualified pension benefit plans, of which, approximately $9 million represents 
contributions made by Duke Energy Kentucky. There were no qualified pension benefit contributions for the six 
months ended June 30, 2006. Duke Energy does not anticipate making any additional contributions to its legacy 
Cinergy qualified pension benefit plans during the remainder of 2007. 

Duke Energy Kentucky’s net periodic benefit costs as allocated by Cinergy were as follows: 

Six Months Six Months 
Ended Ended 

June 30, June 30, 
2007 2006 

(in thousands) 
Qualified Pension Benefits $ 1 ,.305 $ 1,467 
Other Postretirement $ 69 1 $ 581 

Upon consummation of the merger with Duke Energy, all defined benefit plan obligations were remeasured. Cinergy 
updated the assumptions used to determine their accrued benefit obligations and prospective net periodic benefit cost 
to be allocated to Duke Energy Kentucky. 

See Note 10 for a discussion of the effect of adoption of SFAS No. 1.58, “Einployer ’s Accounting for Defined Benefit 
Pension and Other Postretirernent Plans, an arnendtnent oJFASB Statements No. 87, 88, 106, and 132(R)” (SFAS 
No. 1.58). 

6. Intangible Assets 

The carrying amount of emission allowances was $1 0 million and $12 million as June 30,2007 and December 3 1, 
2006 respectively. Emission allowances of $4 million were sold or consumed during both the six months ended 
June 30,2007 and 2006. 
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7. Regulatory Matters 

Regulatory Merger Approvals 

As discussed in Note1 and Note 2, on April 3,2006, the merger between Duke Energy and Cinergy was 
consummated to create a newly formed company, Duke Energy Holding Cop.  (subsequently renamed Duke Energy 
Corporation). As a condition to the merger approval, the Kentucky Public Service Commission (KPSC) required that 
certain merger related savings be shared with consumers in Kentucky. The commission also required Duke Energy 
Kentucky to meet additional conditions. Key elements of these conditions include: 

0 The KPSC required that Duke Energy Kentucky provide $8 million in rate reductions to its customers 
over five years, ending when new rates are established in the next rate case after January 1,2008. Less 
than $1 million of the rate reduction was passed through to customers during the six months ended 
June 30, 2007. During the six months ended June 30, 2006, $1 million was returned to customers on 
this rate credit. 

The KPSC approves rates for retail electric and gas sales within the state of Kentucky. The FERC approves rates 
for electric sales to wholesale customers served under cost-based rates. The FERC approved the merger without 
conditions. 

Duke Eiiergy Kentucky Electric Rote Case 

In May 2006, Duke Energy Kentucky filed an application for an increase in its base electric rates of approximately 
$67 million in revenue, or approximately 28 percent, to be effective in January 2007 pursuant to the KPSC’s 2003 
Order approving the transfer of 1,100 MW of generating assets from Duke Energy Ohio to Duke Energy Kentucky. 
In the fourth quarter of 2006, the KPSC approved the settlement agreement resolving all the issues raised in the 
proceeding. Among other things, the settlement agreement provided for a $49 million increase in Duke Energy 
Kentucky’s base electric rates and reinstitution of the fuel cost recovery mechanism, which had been frozen since 
200 1.  The settlement agreement also provided for Duke Energy Kentucky to obtain KPSC approval for a back-up 
power supply plan. In January 2007, Duke Energy Kentucky filed a back-up power supply plan with the KPSC. The 
plan provided for Duke Energy Kentucky to purchase back-up power through bilateral contracts for scheduled 
outages. Duke Energy Kentucky will recover these costs through base rates. The plan provided for Duke Energy 
Kentucky to purchase back-up power through the Midwest Independent System Operator, Inc. (Midwest ISO) 
energy markets for unscheduled outages. Duke Energy Kentucky will recover these costs through its fuel adjustment 
clause. The KPSC issued an order in March 2007 approving Duke Energy Kentucky’s back-up power supply plan. 

Duke Energy Kentucky Cos Rate Cases 

In 2002, the KPSC approved Duke Energy Kentucky’s gas base rate case which included, among other things, 
recovery of costs associated with an accelerated gas main replacement program. The approval authorized a tracking 
mechanism to recover certain costs including depreciation and a rate of return on the program’s capital expenditures. 
The Kentucky Attorney General appealed to the Franklin Circuit Court the KPSC’s approval of the tracking 
mechanism as well as the KPSC’s subsequent approval of annual rate adjustments under this tracking mechanism. In 
2005, both Duke Energy Kentucky and the KPSC requested that the court dismiss these cases. 
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In February 2005, Duke Energy Kentucky filed a gas base rate case with the KPSC requesting approval to continue 
the tracking mechanism and for a $14 million annual increase in base rates. A portion of the increase is attributable 
to recovery of the current cost of the accelerated main replacement program in base rates. In December 2005, the 
KPSC approved an annual rate increase of $8 million and re-approved the tracking mechanism through 201 1. In 
February 2006, the Kentucky Attorney General appealed the KPSC’s order to the Franklin Circuit Court, claiming 
that the order improperly allows Duke Energy Kentucky to increase its rates for gas main replacement costs in 
between general rate cases, and also claiming that the order improperly allows Duke Energy Kentucky to earn a 
return on investment for the costs recovered under the tracking mechanism which permits Duke Energy Kentucky to 
recover its gas main replacement costs. 

In August 2007 the Franklin Circuit Court consolidated all the pending appeals and ruled that the KPSC lacks legal 
authority to approve tracking mechanisms other than in the context of a general base rate review. This could result 
in customers owing Duke Energy Kentucky certain credits that were provided and Duke Energy Kentucky 
reimbursing revenue collected under such trackers, approximately $9 million in annual rate adjustments under the 
gain main replacement tracking mechanism. Duke Energy Kentucky has appealed these cases to the Kentucky 
Court of Appeals. At this time, Duke Energy Kentucky cannot predict the outcome of this litigation. 

FERC To Issue Electric Reliability Standards. 

Consistent with reliability provisions of the Energy Policy Act of 2005, on July 20,2006, FERC issued its Final 
Rule certifLing North American Electric Reliability Corporation (NERC) as the Electric Reliability 
Organization. NERC has filed over 100 proposed reliability standards with FERC. On March 16,2007, FERC issued 
a final rule establishing mandatory, enforceable reliability standards for the nation’s bulk power system. In the final 
rule, FERC approved 83 of the I07 mandatory reliability standards submitted by the NERC. FERC will consider the 
remaining 24 proposed standards for approval once the necessary criteria and procedures are submitted. In the 
interim, compliance with these 24 standards is expected to continue on a voluntary basis as good utility practice. 
Duke Energy Kentucky does not believe that the issuance of these standards will have a material impact on its 
results of operations, cash flows, or financial position. 

8. Commitments and Contingencies 

Environmental 
Duke Energy Kentucky is subject to federal, state and local regulations regarding air and water quality, hazardous 
and solid waste disposal and other environmental matters. These regulations can be changed from time to time, 
imposing new obligations on Duke Energy Kentucky. 

Remediation activities. L,ike others in the energy industry, Duke Energy Kentucky and its affiliates are responsible 
for environmental remediation at various contaminated sites. These include some properties that are part of ongoing 
Duke Energy Kentucky operations, sites formerly owned or used by Duke Energy Kentucky entities, and sites 
owned by third parties. Remediation typically involves management of contaminated soils and may involve 
groundwater remediation. Managed in conjunction with relevant federal, state and local agencies, activities vary 
with site conditions and locations, remedial requirements, complexity and sharing of responsibility. If remediation 
activities involve statutory joint and several liability provisions, strict liability, or cost recovery or contribution 
actions, Duke Energy Kentucky or its affiliates could potentially be held responsible for contamination caused by 
other parties. In some instances, Duke Energy Kentucky may share liability associated with contamination with 
other potentially responsible parties, and may also benefit from insurance policies or contractual indemnities that 
cover some or all cleanup costs. All of these sites generally are managed in the normal course of business or affiliate 
operations. Management believes that completion or resolution of these matters will have no material adverse effect 
on Duke Energy Kentucky’s results of operations, cash flows or financial position. 
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Clean Water Act. The 1J.S. Environmental Protection Agency’s (EPA’s) final Clean Water Act Section 3 16(b) rule 
became effective July 9, 2004. The rule established aquatic protection requirements for existing facilities that 
withdraw 50 million gallons or more of water per day from rivers, streams, lakes, reservoirs, estuaries, oceans, or 
other 1J.S. waters for cooling purposes. Three of six coal-fired generating facilities in which Duke Energy Kentucky 
is either a whole or partial owner are affected sources under that rule. On January 25,2007, the U.S. Court of 
Appeals for the Second Circuit issued its opinion in Riverkeeper, Inc. v. EPA, Nos. 04-6692-ag(L) et. al. (2d Cir. 
2007) remanding most aspects of EPA’s rule back to the agency. The court effectively disallowed those portions of 
the rule most favorable to industry, and the decision creates a great deal of uncertainty regarding future requirements 
and their timing. Although Duke Energy Kentucky is still unable to estimate costs to comply with the EPA’s rule, 
although it is expected that costs will increase as a result of the court’s decision. The magnitude of any such increase 
cannot be estimated at this time. 

Clean Air Mercury Rule (CAMR) atid Cleaii Air Interstate Rule (CAIR). The EPA finalized its CAMR and CAIR 
in May 2005. The CAMR limits total annual mercury emissions from coal-fired power plants across the IJnited 
States through a two-phased cap-and-trade program. Phase 1 begins in 2010 and Phase 2 begins in 201 8.  The CAIR 
limits total annual and summertime nitrogen oxides (NOx) emissions and annual sulfur dioxide (SO2) emissions 
from electric generating facilities across the Eastern United States through a two-phased cap-and-trade program. 
Phase 1 begins in 2009 for NOx and in 20 10 for S02.  Phase 2 begins in 20 I 5  for both NOx and S02.  

Duke Energy Kentucky currently estimates that it will spend approximately $13 million between 2007 and 201 1 to 
comply with Phase 1 of CAMR and CAIR at plants that Duke Energy Ohio owns or partially owns but does not 
operate. Duke Energy Kentucky currently estimates that any additional costs it might incur to comply with Phase 1 
of CAMR or CAIR above the $13 million will have no material adverse effect on its results of operations, cash 
flows or financial position. Duke Energy Kentucky currently estimates that it will not incur any significant costs for 
complying with Phase 2 of CAIR and is currently unable to estimate the cost of complying with Phase 2 of CAMR. 

Exteiided Eitvironnteittal Activities, Accruals. Included in Other Deferred Credits and Other L,iabilities on the 
Balance Sheets were total accruals related to extended environmental-related activities of approximately $2 million 
as of June 30,2007 and December 3 1,2006. These accruals represent Duke Energy Kentucky’s provisions for costs 
associated with remediation activities at some of its current and former sites, as well as other relevant environmental 
contingent liabilities. Management believes that completion or resolution of these matters will have no material 
adverse effect on Duke Energy Kentucky’s results of operations, cash flows or financial position. 

Litigation 

Section 226 Petitioiis. In March 2004, the state of North Carolina filed a petition under Section 126 of the CAA in 
which it alleges that sources in 13 upwind states, including Kentucky, significantly contribute to North Carolina’s 
non-attainment with certain ambient air quality standards. In August 2005, the EPA issued a proposed response to 
the petition. The EPA proposed to deny the ozone portion of the petition based upon a lack of contribution to air 
quality by the named states. The EPA also proposed to deny the particulate matter portion of the petition based upon 
the CAIR Federal Implementation Plan (FIP), that would address the air quality concerns from neighboring states. 
On April 28, 2006, the EPA denied North Carolina’s petition based upon the final CAIR FIP described above. North 
Carolina has filed a legal challenge to the EPA’s denial. 
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Carbon Dioxide Litigntiort. In July 2004, the states of Connecticut, New York, California, Iowa, New Jersey, Rhode 
Island, Vermont, Wisconsin, and the City of New York brought a lawsuit in the United States District Court for the 
Southern District of New York against Cinergy, American Electric Power Company, Inc., American Electric Power 
Service Corporation, The Southern Company, Tennessee Valley Authority, and Xcel Energy Inc. A similar lawsuit 
was filed in the United States District Court for the Southern District of New York against the same companies by 
Open Space Institute, Inc., Open Space Conservancy, Inc., and The Audubon Society of New Hampshire. These 
lawsuits allege that the defendants’ emissions of carbon dioxide ( 0 2 )  from the combustion of fossil fuels at electric 
generating facilities contribute to global warming and amount to a public nuisance. The complaints also allege that 
the defendants could generate the same amount of electricity while emitting significantly less C02. The plaintiffs 
are seeking an injunction requiring each defendant to cap its CO2 emissions and then reduce them by a specified 
percentage each year for at least a decade. In September 2005, the District Court granted the defendants’ motion to 
dismiss the lawsuit. The plaintiffs have appealed this ruling to the Second Circuit Court of Appeals. Oral argument 
was held before the Second Circuit Court of Appeals on June 7,2006. 

It is not possible to predict with certainty whether Duke Energy Kentucky will incur any liability or to estimate the 
damages, if any, that Duke Energy Kentucky might incur in connection with this matter. 

Ontario, Cnitada Lawsuit. Duke Energy Kentucky understands that a class action lawsuit was filed in Superior 
Court in Ontario, Canada against Duke Energy Ohio and approximately 20 other utility and power generation 
companies alleging various claims relating to environmental emissions from coal-fired power generation facilities in 
the IJnited States and Canada and damages of approximately $50 billion, with continuing damages in the amount of 
approximately $4 billion annually. Duke Energy Ohio understands that the lawsuit also claims entitlement to 
punitive and exemplary damages in the amount of $1 billion. Duke Energy Ohia has not yet been served in this 
lawsuit; however, if served, Duke Energy Ohia intends to defend this lawsuit vigorously in court. At this time, Duke 
Energy Ohio is not able to predict whether resolution of this matter would have a material effect on its financial 
position, cash flows or results of operations. 

Hurricane Katrbia Lawsuit. In April 2006, Cinergy was named in the third amended complaint of a purported class 
action lawsuit filed in the United States District Court for the Southern District of Mississippi. Plaintiffs claim that 
Cinergy, along with numerous other utilities, oil companies, coal companies and chemical companies, are liable for 
damages relating to losses suffered by victims of Hurricane Katrina. Plaintiffs claim that defendants’ greenhouse gas 
emissions contributed to the frequency and intensity of storms such as Hurricane Katrina. In October 2006, Cinergy 
was served with this lawsuit and subsequently filed a motion to dismiss. Prior to a ruling on that motion, in 
December 2006 plaintiffs filed a motion for leave to file a fourth amended complaint to set forth additional claims, 
add additional parties and to substitute proper parties for improperly named defendants. Specifically, plaintiffs seek 
to replace holding companies, such as Cinergy, with their operating company subsidiaries, such as Duke Energy 
Kentucky. It is not possible to predict with certainty whether Duke Energy Kentucky will incur any liability or to 
estimate the damages, if any, that Duke Energy Kentucky might incur in connection with this matter. 

Other Litigation atid Legal Proceedings. Duke Energy Kentucky is involved in other legal, tax and regulatory 
proceedings arising in the ordinary course of business, some of which involve substantial amounts. Management 
believes that the final disposition of these proceedings will not have a material adverse effect on Duke Energy 
Kentucky’s results of operations, cash flows or financial position. 

Duke Energy Kentucky has exposure to certain legal matters that are described herein. As of June 30,2007, Duke 
Energy Kentucky has recorded immaterial reserves for these proceedings and exposures. Duke Energy Kentucky 
expenses legal costs related to the defense of loss contingencies as incurred. 
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9. Related Party Transactions 

Duke Energy Kentucky engages in related party transactions. These transactions are generally performed at cost and 
in accordance with the applicable state and federal commission regulations. Balances due to or due from related 
parties included in the Balance Sheets as of June 30,2007 and December 3 1,2006 are as follows: 

June 30, December 3 1 ,  
2007 2006 

(in thousands) 

Accounts Receivable $ 584 $ 4,825 

Accounts Payable $ 29,898 $ 20,303 

Duke Energy Kentucky is allocated its proportionate share of corporate governance and other costs by a 
consolidated affiliate of Duke Energy. Duke Energy Kentucky is also allocated its proportionate share of other 
corporate governance costs from a consolidated affiliate of Cinergy. Corporate governance and other shared 
services costs are primarily allocations of corporate costs, such as human resources, legal and accounting fees, as 
well as other third party costs. 

The expenses associated with certain allocated corporate governance and other service costs for Duke Energy 
Kentucky, which are recorded in Operation, Maintenance and Other within Operating Expenses on the Statements of 
Operations for the six months ended June 30, 2007 and six months ended June 30,2006 were as follows: 

June 30, 
2007 2006 

(in thousands) 
Corporate Governance and shared service expenses $ 22,566 $ 27,518 

See Note 5 for detail on expense amounts allocated from Cinergy to Duke Energy Kentucky related to Duke 
Energy Kentucky’s participation in Cinergy’s qualified and non-qualified defined benefit pension plans and health 
care and insurance benefits. Additionally, Duke Energy Kentucky has been allocated accrued pension and other 
postretirement benefit obligations from Cinergy of approximately $3 1 million at June 30, 2007 and approximately 
$37 million at December 3 1,2006. The above amounts have been classified on the Balance Sheets as follows: 

June 30, December 3 1, 

(in thousands) 
2007 2006 

$ 948 $ 948 

$29,749 $36,497 

Other Current Liabilities 

Accrued pension and other postretirement benefit costs 

Additionally, certain trade receivables have been sold by Duke Energy Kentucky to Cinergy Receivables Company, 
L,L,C (Cinergy Receivables), an unconsolidated entity formed by Cinergy. The proceeds obtained from the sales of 
receivables are largely cash but do include a subordinated note from Cinergy Receivables for a portion of the 
purchase price. This subordinated note is classified by Duke Energy Kentucky as Receivables in the Balance Sheets 
and was approximately $13 million and $20 million as of June 30,2007 and December 3 1,  2006, respectively. 

During the second quarter of 2007 Duke Energy Kentucky received a $3 million capital contribution from its parent, 
Duke Energy. 

Duke Energy Kentucky participates in a money pool with Duke Energy and other Duke Energy subsidiaries. As of 
June 30,2007 and December 3 1,2006, Duke Energy Kentucky was in a payable position of $37.4 million and $42.6 
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million, respectively, classified within Notes payable and commercial paper in the accompanying Balance Sheets. 
See Note 4 for further discussion of the money pool arrangement. 

10. New Accounting Standards 

and the impact of such adoption, if applicable, has been presented in the accompanying Financial Statements: 
The following new accounting standards were adopted by Duke Energy Kentucky subsequent to June 30,2006 

FSP No. FIN 46(R)-6, “Determining the Variability to Be Considered In Applying FASB Interpretation 
No. 46(R) (FSP No. FIN 46(R)-6).” In April 2006, the FASB staff issued FSP No. FIN 46(R)-6 to address how to 
determine the variability to be considered in applying FIN 46(R), “Consolidation of Variable Interest Entities.” The 
variability that is considered in applying FIN 46(R) affects the determination of whether the entity is a variable 
interest entity (VIE), which interests are variable interests in the entity, and which party, if any, is the primary 
beneficiary of the VIE. The variability affects the calculation of expected losses and expected residual returns. This 
guidance was effective for all entities with which Duke Energy Kentucky first becomes involved or existing entities 
for which a reconsideration event occurs after July 1,2006. The adoption of FSP No. FIN 46(R)-6 did not have a 
material impact on Duke Energy Kentucky’s results of operations, cash flows or financial position. 

SFAS No. 155, “Accounting for Certain Hybrid Financial Instruments-an amendment of FASB Statements 
No. 133 and 140” (SFAS No. 1.55). In February 2006, the FASB issued SFAS No. 15.5, which amends SFAS 
No. 133, “Accounting for Derivative Instruments and Hedging Activities” and SFAS No. 140, “Accounting for 
Transfers and Servicing of Financial Assets and Extinguishments of Liabilities.” SFAS No. 1.55 allows financial 
instruments that have embedded derivatives to be accounted for at fair value at acquisition, at issuance, or when a 
previously recognized financial instrument is sub~ject to a remeasurement (new basis) event, on an instrument-by- 
instrument basis, in cases in which a derivative would otherwise have to be bifurcated. SFAS No. 155 is effective 
for Duke Energy Kentucky for all financial instruments acquired, issued, or subject to remeasurement after 
January 1, 2007, and for certain hybrid financial instruments that have been bifurcated prior to the effective date, for 
which the effect is to be reported as a cumulative-effect adjustment to beginning retained earnings. The adoption of 
SFAS No. 155 did not have a material impact on Duke Energy Kentucky’s results of operations, cash flows or 
financial position. 

SFAS No. 156, “Accounting for Servicing of Financial Assets-an amendment of FASB Statement No. 140” 
(SFAS No. 156). In March 2006, the FASB issued SFAS No. 156, which amends SFAS No. 140, “Accounting for 
Transfers and Servicing of Financial Assets and Extinguishments of Liabilities.” SFAS No. 1.56 requires recognition 
of a servicing asset or liability when an entity enters into arrangements to service financial instruments in certain 
situations. Such servicing assets or servicing liabilities are required to be initially measured at fair value, if 
practicable. SFAS No. 1.56 also allows an entity to subsequently measure its servicing assets or servicing liabilities 
using either an amortization method or a fair value method. SFAS No. I56 is effective for Duke Energy Kentucky as 
of January 1,2007, and must be applied prospectively, except that where an entity elects to remeasure separately 
recognized existing arrangements and reclassify certain available-for-sale securities to trading securities, any effects 
must be reported as a cumulative-effect adjustment to retained earnings. The adoption of SFAS No. 156 did not have 
a material impact on Duke Energy Kentucky’s results of operations, cash flows or financial position. 
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SFAS No. 1.58, “Employer’s Accounting for Defined Benefit Pension and Other Postretirement Plans, an 
amendment of FASB Statements No. 87, 88, 106, and 132(R)” (SFAS No. 158). In October 2006, the FASB issued 
SFAS No. 158, which changes the recognition and disclosure provisions and measurement date requirements for an 
employer’s accounting for defined benefit pension and other postretirement plans. The recognition and disclosure 
provisions require an employer to (1) recognize the funded status of a benefit plan-measured as the difference 
between plan assets at fair value and the benefit obligation-in its statement of financial position, (2) recognize as a 
component of OCI, net of tax, the gains or losses and prior service costs or credits that arise during the period but 
are not recognized as components of net periodic benefit cost, and (3) disclose in the notes to financial statements 
certain additional information. SFAS No. 158 does not change the amounts recognized in the income statement as 
net periodic benefit cost. Duke Energy Kentucky recognized the funded status of its defined benefit pension and 
other postretirement plans and provided the required additional disclosures as of December 3 I ,  2006. Retrospective 
application was not permitted. The adoption of SFAS No. 1.58’s fiinded status requirements resulted in an increase 
in total assets of approximately $22 million (consisting solely of an increase in regulatory assets of $22 million) and 
an increase in total liabilities of approximately $22 million as of December 3 I ,  2006. The adoption of SFAS No. 158 
did not have any material impact on Duke Energy Kentucky’s results of operations or cash flows. 

Under the measurement date requirements of SFAS No. 158, an employer is required to measure defined 
benefit plan assets and obligations as of the date of the employer’s fiscal year-end statement of financial position 
(with limited exceptions). Historically, Duke Energy Kentucky has measured its plan assets and obligations up to 
three months prior to the fiscal year-end, as allowed under the authoritative accounting literature. Duke Energy 
Kentucky adopted the change in measurement date effective January I ,  2007 by remeasuring plan assets and benefit 
obligations as of that date, pursuant to the transition requirements of SFAS No. 158. Net periodic benefit cost of 
approximately $4 I6 thousand for the three-month period between September 30,2006 and December 3 1,2006 was 
recognized, net of tax, as a separate ad.justment of retained earnings as of January 1, 2007. Additionally, the changes 
in plan assets and plan obligations between the September 30,2006 and December 3 1,2006 measurement dates not 
related to net periodic benefit cost is required to be recognized, net of tax, as a separate adjustment of the opening 
balance of accumulated other comprehensive income (AOCI) and regulatory assets. This adjustment was not 
material. During the second quarter of 2007, Duke Energy Kentucky completed these calculations. The finalization 
of these actuarial calculations resulted in an immaterial adjustment to AOCI and regulatory assets. 

StuffAccounting Bulletin (SAB) No. 108, “Considering the Effects of Prior Year Misstatements When 
Quantifying Misstatements in Current Year Financial Statements” (SAB No. 108). In September 2006 the SEC 
issued SAB No. 108, which provides interpretive guidance on how the effects of the carryover or reversal of prior 
year misstatements should be considered in quantifying a current year misstatement. Traditionally, there have been 
two widely-recognized approaches for quantifying the effects of financial statement misstatements. The income 
statement approach focuses primarily on the impact of a misstatement on the income statement-including the 
reversing effect of prior year misstatements-but its use can lead to the accumulation of misstatements in the 
balance sheet. The balance sheet approach, on the other hand, focuses primarily on the effect of correcting the 
period-end balance sheet with less emphasis on the reversing effects of prior year errors on the income statement. 
The SEC staff believes that registrants should quantify errors using both a balance sheet and an income statement 
approach (a “dual approach”) and evaluate whether either approach results in quantifying a misstatement that, when 
all relevant quantitative and qualitative factors are considered, is material. 

SAB No. 108 was effective for Duke Energy Kentucky’s year ending December 3 1,2006. SAB No. 108 
permits existing public companies to initially apply its provisions either by (i) restating prior financial statements as 
if the “dual approach” had always been used or (ii), under certain circumstances, recording the cumulative effect of 
initially applying the “dual approach” as adjustments to the carrying values of assets and liabilities as of January 1, 
2006 with an offsetting adjustment recorded to the opening balance of retained earnings. Duke Energy Kentucky has 
historically used a dual approach for quantifying identified financial statement misstatements. Therefore, the 
adoption of SAB No. 108 did not have any material impact on Duke Energy Kentucky’s results of operations, cash 
flows or financial position. 

FASB Interpretation No (FIN) 48, “Accounting for I Jncertainty in Income Taxes-an interpretation of FASB 
Statement No. 109” ( F N  48). In July 2006, the FASB issued FIN 48, which provides guidance on accounting for 
income tax positions about which Duke Energy Kentucky has concluded there is a level of uncertainty with respect 
to the recognition in Duke Energy Kentucky’s financial statements. FIN 48 prescribes a minimum recognition 

1.5 



threshold a tax position is required to meet. Tax positions are defined vely broadly and include not only tax 
deductions and credits but also decisions not to file in a particular jurisdiction, as well as the taxability of 
transactions. Duke Energy Kentucky implemented FIN 48 effective January 1, 2007. The implementation resulted 
in no cumulative effect adjustment to retained earnings. Entries impacted Deferred income taxes and Other 
Liabilities. Lipon implementation of FIN 48, Duke Energy Kentucky reflects interest expense related to taxes as 
Interest Expense in the Statements of Operations. In addition, subsequent accounting for FIN 48 (after January I ,  
2007) involves an evaluation to determine if any changes have occurred that would impact the existing uncertain tax 
positions as well as determining whether any new tax positions are uncertain. Any impacts resulting from the 
evaluation of existing uncertain tax positions or from the recognition of new uncertain tax positions impacts income 
tax expense and interest expense in the Statement of Operations, with offsetting impacts to the balance sheet line 
items described above and Taxes accrued. See Note I 1  for additional information. 

FASB StaffPosition (FSP) No. FIN 48-1, Definition of “Settlement” in FASB Interpretation No. 48 (FSP No. 
FIN 48-1) In May, 2007, the FASB staff issued FSP No. FIN 48-1 which clarifies the conditions under FIN 48 that 
should be met for a tax position to be considered effectively settled with the taxing authority. Duke Energy 
Kentucky’s implementation of FIN 48 as of January 1 ,  2007 was consistent with the guidance in this FSP. 

FSP No. AUG AIR-1, “Accounting for Planned Major Maintenance Activities,” (FSP No. AUG AIR-I). In 
September 2006, the FASB Staff issued FSP No. AUG AIR-1. This FSP prohibits the use of the accrue-in-advance 
method of accounting for planned major maintenance activities in annual and interim financial reporting periods, if 
no liability is required to be recorded for an asset retirement obligation based on a legal obligation for which the 
event obligating the entity has occurred. The FSP also requires disclosures regarding the method of accounting for 
planned major maintenance activities and the effects of implementing the FSP. The guidance in this FSP was 
effective for Duke Energy Kentucky as of January 1, 2007 and is required to be applied retrospectively for all 
financial statements presented. The adoption of FSP No. AUG AIR-1 did not have any material impact on Duke 
Energy Kentucky’s results of operations, cash flows or financial position. 

Emerging Issues Task Force (EITF) Issue No. 06-3, “How Taxes Collected from Customers and Remitted to 
Governmental Authorities Should Be Presented in the Income Statement (That Is, Gross versus Net Presentation)” 
(EITF No. 06-3). In June 2006, the EITF reached a consensus on EITF No. 06-3 to address any tax assessed by a 
governmental authority that is directly imposed on a revenue-producing transaction between a seller and a customer 
and may include, but are not limited to, sales, use, value added, and some excise taxes. For taxes within the issue’s 
scope, the consensus requires that entities present such taxes on either a gross (Le., included in revenues and costs) 
or net (i.e,, exclude from revenues) basis according to their accounting policies, which should be disclosed. If such 
taxes are reported gross and are significant, entities should disclose the amounts of those taxes. Disclosures may be 
made on an aggregate basis. The consensus was effective for Duke Energy Kentucky beginning January 1,2007. 
The adoption of EITF No. 06-3 did not have any material impact on Duke Energy Kentucky’s results of operations, 
cash flows or financial position. 

EITF Issue No. 06-5, “Accounting for Purchases of Life Insurance-Determining the Amount That Could Be 
Realized in Accordance with FASB Technical Bulletin No. 85-4” (EITF No. 06-5). In June 2006, the EITF reached 
a consensus on the accounting for corporate-owned and bank-owned life insurance policies. EITF No. 06-5 requires 
that a policyholder consider the cash surrender value and any additional amounts to be received under the 
contractual terms of the policy in determining the amount that could be realized under the insurance contract. 
Amounts that are recoverable by the policyholder at the discretion of the insurance company must be excluded from 
the amount that could be realized. Fixed amounts that are recoverable by the policyholder in future periods in excess 
of one year from the surrender of the policy must be recognized at their present value. EITF No. 06-5 was effective 
for Duke Energy Kentucky as of January 1,2007 and must be applied as a change in accounting principle through a 
cumulative-effect ad,justment to retained earnings or other components of equity as of January 1, 2007. The adoption 
of EITF No. 06-5 did not have any material impact on Duke Energy Kentucky’s results of operations, cash flows or 
financial position. 

The following new accounting standards have been issued, but have not yet been adopted by Duke Energy 
Kentucky as June 30,2007: 
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SFAS No. 157, “Fair Value Measurements” (SFAS No. 157). In September 2006, the FASB issued SFAS 
No. 157, which defmes fair value, establishes a framework for measuring fair value in GAAP, and expands 
disclosures about fair value measurements. SFAS No. 157 does not require any new fair value measurements. 
However, in some cases, the application of SFAS No. 157 may change Duke Energy Kentucky’s current practice for 
measuring and disclosing fair values under other accounting pronouncements that require or permit fair value 
measurements. For Duke Energy, SFAS No. 157 is effective as of January 1,2008 and must be applied 
prospectively except in certain cases. Duke Energy Kentucky is currently evaluating the impact of adopting SFAS 
No. 157, and cannot currently estimate the impact of SFAS No. 157 on its results of operations, cash flows or 
financial position. 

SFAS No. 159, “The Fair Value Option for Financial Assets and Financial Liabilities” (SFAS No. 159). In 
February 2007, the FASB issued SFAS No. 159, which permits entities to choose to measure many financial 
instruments and certain other items at fair value. For Duke Energy Kentucky, SFAS No. 159 is effective as of 
January 1,2008 and will have no impact on amounts presented for periods prior to the effective date. Duke Energy 
Kentucky cannot currently estimate the impact of SFAS No. 159 on its results of operations, cash flows or financial 
position and has not yet determined whether or not it will choose to measure items subject to SFAS No. 159 at fair 
value. 

11. Income Taxes 

Prior to the merger of Cinergy and Duke Energy on April 3,2006, the taxable income of Duke Energy 
Kentucky was reflected in Cinergy’s U.S. federal and state income tax returns. After the merger, the taxable income 
of Duke Energy Kentucky is reflected in Duke Energy’s U S .  federal and state income tax returns. As a result of 
Duke Energy’s merger with Cinergy, Duke Energy Kentucky entered into a tax sharing agreement with Duke 
Energy, where the separate return method is used to allocate tax expenses or benefits to the subsidiaries whose 
investments or results of operations provide these tax expenses or benefits. The accounting for income taxes 
essentially represents the income taxes that Duke Energy Kentucky would incur if Duke Energy Kentucky were a 
separate company filing its own tax return as a C-Corporation. The current tax sharing agreement Duke Energy 
Kentucky has with Duke Energy is substantially the same as the tax sharing agreement between Duke Energy 
Kentucky and Cinergy prior to the merger. 

On January 1, 2007, Duke Energy Kentucky adopted FASB Interpretation No. 48, “Accounting for Uncertainty 
in Income Taxes- an interpretation of FASB Statement No. 109” (FIN 48). 

As a result of the adoption of FIN 48, Duke Energy Kentucky had no cumulative effect ad,justment to retained 
earnings, which reflects all adoption provisions of FIN 48, including those provisions related to unrecognized 
income tax benefits net of gain contingencies, and interest expense and penalties. 

The following table shows the accounting for the adoption of FIN 48 on January 1, 2007 and the 
increase/(decrease) in Duke Energy Kentucky’s unrecognized tax benefits from January 1,2007 to June 30,2007. 

January 1, Changes in June 30, 
2007 Balances 2007 

(in thousands) 
Unrecognized Tax Benefits (a) $ 420 $ (168) $ 252 
Interest Payable/(Receivable) (b) $ (623) $ 116 $ (507) 

(a) Decrease in the liability primarily related to a settlement. 
(b) Reflects all interest related to income taxes. The change was primarily a decrease to pre-tax income for the 

three and six months ended June 30.2007. 

It is reasonably possible that the total unrecognized tax benefits balance will be settled in the next twelve 
months. 
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Duke Energy Kentucky has the following tax years open. 

Jurisdiction Tax Years 
Federal 2000 and after 
State Closed through 200 1, with the exception of any adjustments related to open federal years 

Effective with the adoption of FIN 48, Duke Energy Kentucky records, as it relates to taxes, interest expense as 
Interest Expense, and interest income and penalties in Other Income and Expenses, net in the Statements of 
Operations. 

The $7 million increase in income tax expense for the comparative periods June 30, 2007 and 2006 is primarily 
due to $16 million increase in pre-tax income for the comparative period. 

12. Subsequent Events 

For information on subsequent events relating to regulatory matters and commitments and contingencies, 
see Notes 7 and 8, respectively. 
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This document 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-looking statements are based on manage- 
ment's beliefs and assumptions. These forward-looking statements are identified 
by terms and phrases such as "anticipate," "believe," "intend," "estimate," 
"expect," "continue," "should," "could," "may," "plan," "project," "predict," "will," 
"potential," "forecast," "target," and similar expressions. Forward-looking state- 
ments involve risks and uncertainties that may cause actual results to be 
materially different from the results predicted Factors that could cause actual 
results to differ materially from those indicated in any forward-looking statement 
include, but are not limited to: 

atives, including costs of State and federal legislative and regulatory 
compliance with existing and future environmental requirements; 

State and federal legislative and regulatory initiatives and rulings that 
affect cost and investment recovery or have an impact on rate struc- 
tures; 

Costs and effects of legal and administrative proceedings, settlements, 
investigations and claims; 

Industrial, commercial and residential growth in Duke Energy Ohio, Inc.3 
(Duke Energy Ohio) service territories; 

Additional competition in electric markets and continued industry c o n  
solidation; 

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

rates; 

electric transmission system constraints; 

The timing and extent of changes in commodity prices and interest 

Unscheduled generation outages, unusual maintenance or repairs and 

The performance of electric generation facilities; 

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

Declines in the market prices of equity securities and resultant cash 
funding requirements of Duke Energy Ohio for Cinergy Corp 's defined 
benefit pension plans; 

The level of credit worthiness of counterparties to Duke Energy Ohio's 
transactions; 

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

Growth in opportunities for Duke Energy Ohio's business units, including 
the timing and success of efforts to develop domestic power and other 
projects; and 

The effect of accounting pronouncements issued periodically by account- 
ing standard-setting bodies. 

In light of these risks, uncertainties and assumptions, the events described 
in the forward-looking statements might not occur or might occur to a different 
extent or at a different time than Duke Energy Ohio has described. Duke Energy 
Ohio undertakes no obligation to publicly update or revise any forward-looking 
statements, whether as a result of new information, future events or otherwise. 



PART I 

Item 1. Business. 

GENERAL 

Overview. Duke Energy Ohio, Inc. (Duke Energy Ohio), an Ohio corporation organized in 1837, is a wholly-owned subsidiary of Cin- 
ergy Corp. (Cinergy). Cinergy is a wholly-owned subsidiary of Duke Energy Corporation (Duke Energy). Duke Energy Ohio is a combination 
electric and gas public utility company that provides service in the southwestern portion of Ohio and through its wholly-owned subsidiary, 
Duke Energy Kentucky, Inc. (Duke Energy Kentucky), in nearby areas of Kentucky, as well as electric generation in parts of Ohio, Illinois, 
Indiana and Pennsylvania through Duke Energy Ohio‘s Commercial Power business segment operations, which are discussed further 
below. Duke Energy Ohio’s principal lines of business include generation, transmission and distribution of electricity, the sale of and/or 
transportation of natural gas, and energy marketing. Duke Energy Kentucky’s principal lines of business include generation, transmission 
and distribution of electricity, as well as the sale of and/or transportation of natural gas in northern Kentucky. Except where separately 
noted, references to Duke Energy Ohio herein relate to the consolidated operations of Duke Energy Ohio, including Duke Energy Ken- 
tucky. 

In the second quarter of 2006, Duke Energy and Cinergy consummated a merger which combined the Duke Energy and Cinergy 
regulated franchises as well as deregulated generation in the Midwestern United States (U.S.). 

Business Segments. At December 31, 2008, Duke Energy Ohio operated two business segments, both of which are considered 
reportable segments under the provisions of Financial Accounting Standards Board (FASB) Statement of Financial Accounting Standards 
(SFAS) No. 131, “Disclosures about Segments of an Enterprise and Related Information”: Franchised Electric and Gas and Commercial 
Power. Duke Energy Ohio’s chief operating decision maker regularly reviews financial information about each of these business segments 
in deciding how to allocate resources and evaluate performance. For additional information on each of these business segments, includ- 
ing financial information about each reportable business segment, see Note 2 to the Consolidated Financial Statements, “Business 
Segments.“ 

as Other. 

and distribution systems, including its regulated electric generation in Kentucky. Franchised Electric and Gas plans, constructs, operates 
and maintains Duke Energy Ohio’s transmission and distribution systems, which generate, transmit and distribute electric energy to con- 
sumers in southwestern Ohio and northern Kentucky. Franchised Electric and Gas also transports and sells natural gas in southwestern 
Ohio and northern Kentucky. These electric and gas operations are subject to the rules and regulations of the Federal Energy Regulatory 
Commission (FERC), the Public Utilities Commission of Ohio (PUCO) and the Kentucky Public Service Commission (KPSC). Substantially all 
of Franchised Electric and Gas‘ operations are regulated and, accordingly, these operations are accounted for under the provisions of 
SFAS No. 71, “Accounting for the Effects of Certain Types of Regulation” (SFAS No. 71). 

Franchised Electric and Gas’ service area covers about 3,000 square miles with an estimated population of 2.1 million in southern 
Ohio and northern Kentucky. Franchised Electric and Gas supplies electric service to approximately 820,000 residential, commercial and 
industrial customers over approximately 19,500 miles of distribution lines and an approximate 2,500-mile transmission system in Ohio 
and Kentucky. Franchised Electric and Gas provides regulated transmission and distribution services for natural gas to approximately 
500,000 customers via approximately 7,100 miles of gas mains (gas distribution lines that serve as a common source of supply for 
more than one service line) and service lines. See Item 2. “Properties” for further discussion of Franchised Electric and Gas’ generating 
facilities. 

The following is a brief description of the nature of operations of each of Duke Energy Ohio’s reportable business segments, as well 

Franchised Electric and Gas. Franchised Electric and Gas consists of Duke Energy Ohio’s regulated electric and gas transmission 

Commercial Power. Commercial Power owns, operates and manages power plants and engages in the wholesale marketing and 
procurement of electric power, fuel and emission allowances related to these plants, as well as other contractual positions. Commercial 
Power’s asset portfolio comprises approximately 7,550 net megawatts (MW) and its generation assets consist of a diversified fuel mix 
with baseload and mid-merit coal-fired units, as well as combined cycle (CC) and peaking natural gas-fired units. Commercial Power’s port- 
folio includes the five Midwestern gas-fired generation assets that were transferred from Duke Energy in 2006. See Item 2. “Properties” 
for further discussion of Commercial Power’s generating facilities. Most of the generation asset output in Ohio has been contracted 
through the Rate Stabilization Plan (RSP), which expired on December 31, 2008. Effective January 1, 2009, Commercial Power began 
operating under an Electric Security Plan (ESP), which expires on December 31, 201 I. As a result of the approval of the ESP, certain of 
Commercial Power’s operations reapplied the provisions of SFAS No. 71 effective December 17, 2008. See Notes 1 and 4, “Summary of 
Significant Accounting Policies,” and “Regulatory Matters,” to the Consolidated Financial Statements, respectively, for a discussion of the 
reapplication of SFAS No. 71  to certain of Commercial Power’s operations, as well as for further discussion related to the RSP and ESP. 
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Other. The remainder of Duke Energy Ohio's operations is presented as Other. While it is not considered a business segment, Other 
for Duke Energy Ohio includes certain allocated governance costs. 

General. Duke Energy Ohio is an Ohio corporation. Duke Energy Ohio's principal executive offices are located at 139 East Fourth 
Street, Cincinnati, Ohio 45202. The telephone number is 704-594-6200. Duke Energy Ohio electronically files reports with the Securities 
and Exchange Commission (SEC), including annual reports on Form lO-K, quarterly reports on Form IO-Q, current reports on Form 8-K 
and amendments to such reports. The public may read and copy any materials that Duke Energy Ohio files with the SEC at the SEC's 
Public Reference Room at 100 F Street, N.E., Washington, D.C. 20549. The public may obtain information on the operation of the Public 
Reference Room by calling the SEC at 1-800-SEC-0330. The SEC also maintains an internet site that contains reports, proxy and 
information statements, and other information regarding issuers that file electronically with the SEC at http://www.sec.gov. Additionally, 
information about Duke Energy Ohio, including its reports filed with the SEC, is available through Duke Energy's web site at http:// 
www.duke-energy.com. Such reports are accessible at no charge through Duke Energy's web site and are made available as soon as 
reasonably practicable after such material is filed with or furnished to the SEC. 

GLOSSARY OF TERMS 

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

AAC 

AFUDC 

APB 

cc 
Cinergy 

C02 
CT 

DOE 

D0.J 

Duke Energy 

Duke Energy Kentucky 

Duke Energy Ohio 

ElTF 

EPA 

ESP 

EWG 

FASB 

FERC 

FIN 

FPP 

FSP 

FTC 

GAAP 

KPSC 

LIBOR 

Midwest IS0 

MMBtu 

MW 

Annually Adjusted Component 

Allowance for Funds Used During Construction 

Accounting Principles Board 

Combined Cycle 

Cinergy Corp (collectively with its subsidiaries) 

Carbon dioxide 

Combustion Turbine 

Department of Energy 

Department of Justice 

Duke Energy Corporation (collectively with its subsidiaries) 

Duke Energy Kentucky, Inc. 

Duke Energy Ohio, Inc. 

Emerging Issues Task Force 

Environmental Protection Agency 

Electric Security Plan 

Exempt Wholesale Generator 

Financial Accounting Standards Board 

Federal Energy Regulatory Commission 

Financial Accounting Standards Board Interpretation 

Fuel and Purchased Power 

Financial Accounting Standards Board Staff Position 

United States Federal Trade Commission 

United States Generally Accepted Accounting Principles 

Kentucky Public Service Cornmission 

London Interbank Offered Rate 

Midwest Independent Transmission System Operator 

Million British thermal units 

Megawatt 

A 

http://www.sec.gov
http://www.duke-energy.com
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Term or Acronym 

NO, 
OCC 

PUCO 

RSP 

RTC 

SAB 

SEC 

SFAS 

SO2 

Definition 

Nitrogen oxide 

Office of the Ohio Consumers’ Counsel 

Public Utilities Commission of Ohio 

Rate Stabilization Plan 

Regulatory Transition Charges 

Securities and Exchange Commission Staff Accounting Bulletin 

Securities and Exchange Commission 

Statement of Financial Accounting Standards 

Sulfur dioxide 

ENVIRONMENTAL MATTERS 

Duke Energy Ohio is subject to federal, state and local laws and regulations with regard to air and water quality, hazardous and solid 
waste disposal and other environmental matters. Environmental laws and regulations affecting Duke Energy Ohio include, but are not lim- 
ited to: 

0 The Clean Air Act, as well as state laws and regulations impacting air emissions, including State Implementation Plans related to 
existing and new national ambient air quality standards for ozone 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 which requires permits for facilities that discharge wastewaters into the environment. 

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

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

The National Environmental Policy Act, which requires federal agencies to consider potential environmental impacts in their deci- 
sions, including siting approvals. 

(For more information on environmental matters involving Duke Energy Ohio, including possible liability and capital costs, see Notes 
4 and 18 to the Consolidated Financial Statements, “Regulatory Matters,” and “Commitments and Contingencies,” respectively.) 

Except to the extent discussed in Note 4 to the Consolidated Financial Statements, ”Regulatory Matters,” and Note 18 to the Con- 
solidated Financial Statements, “Commitments and Contingencies,” compliance with current federal, state and local provisions regulating 
the discharge of materials into the environment, or otherwise protecting the environment, is incorporated into the routine cost structure 
of our various business segments and is not expected to have a material adverse effect on the competitive position, consolidated results 
of operations, cash flows or financial position of Duke Energy Ohio. 

item 1A. Risk Factors. 
The risk factors discussed herein relate specifically to risks associated with Duke Energy Ohio 

Duke Energy Ohio’s electric revenues, earnings and results are dependent on federal and state legislation and regu- 
lation that affect electric generation, transmission, distribution and related activities, which may limit Duke Energy Ohio’s 
ability to recover costs. 

Duke Energy Ohio‘s franchised electric businesses are regulated on a cost-of-service/rate-of-return basis subject to the statutes and 
regulatory commission rules and procedures of Ohio and Kentucky. If Duke Energy Ohio’s franchised electric earnings exceed the returns 
established by the state regulatory commissions, Duke Energy Ohio’s retail electric rates may be subject to review by the commissions and 
possible reduction, which may decrease Duke Energy Ohio‘s future earnings. Additionally, if regulatory bodies do not allow recovery of 
costs incurred in providing service on a timely basis, Duke Energy Ohio’s future earnings could be negatively impacted. Additionally, certain 
portions of Duke Energy Ohio’s Commercial Power operations are regulated on a partial cost-of-service/rateof-return basis under the ESP. 
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Duke Energy Ohio‘s business is subject to extensive regulation that will affect Duke Energy Ohio’s operations and costs. 

Duke Energy Ohio is subject to regulation by FERC and by federal, state and local authorities under environmental laws and by state 
public utility commissions under laws regulating Duke Energy Ohio’s businesses. Regulation affects almost every aspect of Duke Energy 
Ohio’s businesses, including, among other things, Duke Energy Ohio’s ability to: take fundamental business management actions; 
determine the terms and rates of Duke Energy Ohio’s transmission and distribution businesses’ services as well as its regulated gen- 
eration business; make acquisitions; issue debt securities; engage in transactions between Duke Energy Ohio’s utilities and other sub- 
sidiaries and affiliates; and pay dividends to its ultimate parent, Duke Energy. Changes to these regulations are ongoing, and Duke Energy 
Ohio cannot predict the future course of changes in this regulatory environment or the ultimate effect that this changing regulatory envi- 
ronment will have on Duke Energy Ohio’s businesses. However, changes in regulation (including re-regulating previously deregulated 
markets) can cause delays in or affect business planning and transactions and can substantially increase Duke Energy Ohio‘s costs. 

New laws or regulations could have a negative impact on Duke Energy Ohio’s results of operations, cash flows or finan- 

Changes in laws and regulations affecting Duke Energy Ohio, including new accounting standards could change the way Duke Energy 

cial position. 

Ohio is required to record revenues, expenses, assets and liabilities. These types of regulations could have a negative impact on Duke 
Energy Ohio’s results of operations, cash flows or financial position or access to capital. 

Deregulation or restructuring in the electric industry may result in increased competition and unrecovered costs that 
could adversely affect Duke Energy Ohio’s consolidated results of operations, cash flows or financial position and its utili- 
ties’ businesses. 

Energy Ohio and consequently on its consolidated results of operations, cash flows or financial position. Increased competition could also 
result in increased pressure to lower costs, including the cost of electricity. Duke Energy Ohio cannot predict the extent and timing of 
entry by additional competitors into the electric markets. Duke Energy Ohio cannot predict when it will be subject to changes in legislation 
or regulation, nor can it predict the impact of these changes on its consolidated results of operations, cash flows or financial position. 

Increased competition resulting from deregulation or restructuring efforts could have a significant adverse financial impact on Duke 

Duke Energy Ohio may be unable to secure long-term power sales agreements or transmission agreements, which 

In the future, Duke Energy Ohio may not be able to secure long-term power sales agreements for Duke Energy Ohio’s unregulated 

could expose Duke Energy Ohio’s sales to increased volatility. 

power generation facilities. If Duke Energy Ohio is unable to secure these types of agreements, Duke Energy Ohio’s sales volumes would 
be exposed to increased volatility. Without the benefit of long-term customer power purchase agreements, Duke Energy Ohio cannot 
assure that it will be able to operate profitably. The inability to secure these agreements could materially adversely affect Duke Energy 
Ohio’s results and business. 

Competition in the Unregulated markets in which Duke Energy Ohio operates may adversely affect the growth and prof- 
itability of Duke Energy Ohio‘s business. 

Duke Energy Ohio may not be able to respond in a timely or effective manner to the many changes designed to increase competition 
in the electricity industry. To the extent competitive pressures increase, the economics of Duke Energy Ohio‘s business may come under 
long-term pressure. 

Duke Energy Ohio may also face competition from new competitors that have greater financial resources than Duke Energy Ohio 
does, seeking attractive opportunities to acquire or develop energy assets or energy trading operations both in the United States and 
abroad. These new competitors may include sophisticated financial institutions, some of which are already entering the energy trading 
and marketing sector, and international energy players, which may enter regulated or unregulated energy businesses. This competition in 
generation assets in non-regulated competitive markets may adversely affect Duke Energy Ohio’s ability to make investments or acquis- 
itions. 
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Duke Energy Ohio must meet credit quality standards and there is no assurance that Duke Energy Ohio will maintain 
investment grade credit ratings. If Duke Energy Ohio or its rated subsidiary is unable to maintain an investment grade 
credit rating, it would be required under credit agreements to provide collateral in the form of letters of credit or cash, 
which may materially adversely affect its liquidity. 

Both Duke Energy Ohio’s and its rated subsidiary’s senior unsecured long-term debt is rated investment grade by various rating 
agencies. Duke Energy Ohio cannot be sure that its or its rated subsidiary’s senior unsecured long-term debt will continue to be rated 
investment grade. 

If the rating agencies were to rate Duke Energy Ohio or its rated subsidiary below investment grade, Duke Energy Ohio’s borrowing 
costs would increase, perhaps significantly. In addition, Duke Energy Ohio would likely be required to pay a higher interest rate in future 
financings, and its potential pool of investors and funding sources would likely decrease. Any downgrade or other event negatively affect- 
ing the credit ratings of Duke Energy Ohio or its rated subsidiary could also increase Cinergy’s or Duke Energy’s need to provide liquidity 
in the form of capital contributions or loans, thus reducing the liquidity and borrowing availability of the consolidated group. 

agreements, which would require cash payments. All of these events would likely reduce Duke Energy Ohio’s liquidity and profitability and 
could have a material adverse effect on its consolidated results of operations, cash flows or financial position. 

A downgrade below investment grade could also trigger termination clauses in some interest rate and foreign exchange derivative 

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

Duke Energy Ohio’s business is financed to a large degree through debt and the maturity and repayment profile of debt used to 
finance investments often does not correlate to cash flows from its assets. Accordingly, Duke Energy Ohio relies on access to short-term 
borrowings via Duke Energy’s money pool arrangement and financings from longer-term capital markets as a source of liquidity for capital 
requirements not satisfied by the cash flow from its operations and to fund investments originally financed through debt instruments with 
disparate maturities. If Duke Energy Ohio is not able to access capital at competitive rates or Duke Energy Ohio cannot obtain short-term 
borrowings via the money pool arrangement, its ability to finance its operations and implement its strategy could be adversely affected. 

Market disruptions may increase Duke Energy Ohio’s cost of borrowing or adversely affect its ability to access one or more financial 
markets. Such disruptions could include: economic downturns; the bankruptcy of an unrelated energy company; capital market conditions 
generally; market prices for electricity and gas; terrorist attacks or threatened attacks on Duke Energy Ohio’s facilities or unrelated 
energy companies; or the overall health of the energy industry. Restrictions on Duke Energy Ohio’s ability to access financial markets may 
also affect its ability to execute its business plan as scheduled. An inability to access capital may limit Duke Energy Ohio’s ability to pur- 
sue improvements or acquisitions that it may otherwise rely on for future growth. 

Duke Energy Ohio’s ultimate parent, Duke Energy, maintains revolving credit facilities to provide back-up for commercial paper pro- 
grams and/or letters of credit at various entities. These facilities typically include financial covenants which 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 that entity from issuing commercial paper or letters of credit or borrowing under the revolving credit facility and could 
require other of Duke Energy Ohio’s affiliates to immediately pay down any outstanding drawn amounts under other revolving credit 
agreements. 

Current levels of market volatility are unprecedented. 

The capital and credit markets have been experiencing extreme volatility and disruption. In recent months, the volatility and dis- 
ruption have reached unprecedented levels. In some cases, the markets have exerted downward pressure on credit capacity for certain 
issuers. If current levels of market disruption and volatility continue or worsen, Duke Energy Ohio may be forced to meet its other liquidity 
needs by further drawing upon contractually committed lending agreements primarily provided by global banks, although there is no 
assurance that the commitments made by lenders under Duke Energy’s master credit facility will be available if needed due to the recent 
turmoil throughout the financial services industry. This could require Duke Energy Ohio to seek other funding sources. However, under 
such extreme market conditions, there can be no assurance other funding sources would be available or sufficient. 

Duke Energy Ohio is exposed to credit risk of customers and counterparties with whom it does business. 

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

Poor investment performance of Cinergy's pension plan holdings and other factors impacting pension plan costs could 

Duke Energy Ohio participates in certain employee benefit plans sponsored by its parent, Cinergy. Duke Energy Ohio is allocated 

unfavorably impact Duke Energy Ohio's liquidity and results of operations. 

costs and obligations related to these plans. Cinergy's costs of providing noncontributory 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 regulation and required or voluntary contributions made to the plans. 
While Cinergy has complied with the minimum funding requirements as of December 31, 2008, Cinergy's qualified pension plans had obli- 
gations which exceeded the value of plan assets by approximately $882 million. Without sustained growth in the pension investments over 
time to increase the value of plan assets and depending upon the other factors impacting Cinergy's costs as listed above, Duke Energy 
Ohio could be required to fund its parent's plans with significant amounts of cash. Such cash funding obligations could have a material 
impact on Duke Energy Ohio's consolidated results of operations, cash flows or financial position. 

Duke Energy Ohio is subject to numerous environmental laws and regulations that require significant capital 
expenditures, can increase its cost of operations, and which may impact or limit its business plans, or expose it to 
environmental liabilities. 

Duke Energy Ohio is subject to numerous environmental laws and regulations affecting many aspects of its present and future oper- 
ations, including air emissions (such as reducing nitrogen oxide, sulfur dioxide and mercury emissions or potential future control of green- 
house gas emissions), water quality, wastewater discharges, solid waste and hazardous waste. These laws and regulations can result in 
increased capital, operating and other costs. These laws and regulations generally require Duke Energy Ohio to obtain and comply with a 
wide variety of environmental licenses, permits, inspections and other approvals. Compliance with environmental laws and regulations can 
require significant expenditures, including expenditures for clean up costs and damages arising out of contaminated properties, and fail- 
ure to comply with environmental regulations may result in the imposition of fines, penalties and injunctive measures affecting operating 
assets. The steps Duke Energy Ohio takes to ensure that its facilities are in compliance could be prohibitively expensive. As a result, Duke 
Energy Ohio may be required to shut down or alter the operation of its facilities, which may cause it to incur losses. Further, Duke Energy 
Ohio's regulatory rate structure and its contracts with customers may not necessarily allow it to recover capital costs Duke Energy Ohio 
incurs to comply with new environmental regulations. Also, Duke Energy Ohio may not be able to obtain or maintain from time to time all 
required environmental regulatory approvals for its operating assets or development projects. If there is a delay in obtaining any required 
environmental regulatory approvals, if Duke Energy Ohio fails to obtain and comply with them or if environmental laws or regulations 
change and become more stringent, then the operation of Duke Energy Ohio's facilities or the development of new facilities could be 
prevented, delayed or become subject to additional costs. Although it is not expected that the costs of complying with current environ- 
mental regulations will have a material adverse effect on Duke Energy Ohio's consolidated results of operations, cash flows or financial 
position, no assurance can be made that the costs of complying with environmental regulations in the future will not have such an effect. 

emissions, including carbon dioxide (COz), and such regulation could result in the creation of substantial compliance costs. 

environmental condition of Duke Energy Ohio's power generation facilities and natural gas assets which it has acquired or developed, 
regardless of when the liabilities arose and whether they are known or unknown. In connection with some acquisitions and sales of assets, 
Duke Energy Ohio may obtain, or be required to provide, indemnification against some environmental liabilities. If Duke Energy Ohio incurs 
a material liability, or the other party to a transaction fails to meet its indemnification obligations to Duke Energy Ohio, Duke Energy Ohio 
could suffer material losses. 

There is growing consensus that some form of regulation will be forthcoming at the federal level with respect to greenhouse gas 

In addition, Duke Energy Ohio is generally responsible for on-site liabilities, and in some cases off-site liabilities, associated with the 

Duke Energy Ohio is involved in numerous legal proceedings, the outcomes of which are uncertain, and resolution 
adverse to Duke Energy Ohio could negatively affect its consolidated results of operations, cash flows or financial position. 

Duke Energy Ohio is subject to numerous legal proceedings. Litigation is subject to many uncertainties and Duke Energy Ohio cannot 
predict the outcome of individual matters with assurance. It is reasonably possible that the final resolution of some of the matters in which 
Duke Energy Ohio is involved could require it to make additional expenditures, in excess of established reserves, over an extended period 
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of time and in a range of amounts that could have a material effect on its consolidated results of operations and cash flows. Similarly, it is 
reasonably possible that the terms of resolution could require Duke Energy Ohio to change its business practices and procedures, which 
could also have a material effect on its consolidated results of operations, cash flows or financial position. 

Duke Energy Ohio's consolidated results of operations may be negatively affected by sustained downturns or sluggishness 
in the economy, including low levels in the market prices of commodities, all of which are beyond Duke Energy Ohio's control. 

Sustained downturns or sluggishness in the economy generally affect the markets in which Duke Energy Ohio operates and neg- 
atively influence its operations. Declines in demand for electricity as a result of economic downturns in Duke Energy Ohio's franchised 
electric service territories will reduce overall electricity sales and lessen Duke Energy Ohio's cash flows, especially as its industrial cus- 
tomers reduce production and, therefore, consumption of electricity and gas. Although Duke Energy Ohio's franchised electric business is 
subject to regulated allowable rates of return and recovery of fuel costs under a fuel adjustment clause, overall declines in electricity sold 
as a result of economic downturn or recession could reduce revenues and cash flows, thus diminishing results of operations. Additionally, 
prolonged economic downturns that negatively impact Duke Energy Ohio's result of operations and cash flows could result in future mate- 
rial impairment charges being recorded to write down the carrying value of certain assets, including goodwill, to their respective fair val- 
ues. 

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

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

weather conditions, including abnormally mild winter or summer weather that cause lower energy usage for heating or cooling 
purposes, respectively, and periods of low rainfall that decrease Duke Energy Ohio's ability to operate its facilities in an economic 
manner; 

supply of and demand for energy commodities; 

illiquid markets including reductions in trading volumes which result in lower revenues and earnings; 

general economic conditions, including downturns in the U.S. or other economies which impact energy consumption particularly in 

transmission or transportation constraints or inefficiencies which impact Duke Energy Ohio's non-regulated energy operations; 

availability of competitively priced alternative energy sources, which are preferred by some customers over electricity produced 

natural gas prices; 

ability to procure satisfactory levels of fuel supplies and inventory, such as coal and natural gas; 

electric generation capacity surpluses which cause Duke Energy Ohio's nonregulaled energy plants to generate and sell less elec- 

capacity and transmission service into, or out of, Duke Energy Ohio's markets; 

natural disasters, acts of terrorism, wars, embargoes and other catastrophic events to the extent they affect Duke Energy Ohio's 

federal, and state energy and environmental regulation and legislation. 

which sales to industrial or large commercial customers comprise a significant portion of total sales; 

from coal, or gas plants, and of energy-efficient equipment which reduces energy demand; 

tricity at lower prices and may cause some plants to become non-economical to operate; 

operations and markets, as well as the cost and availability of insurance covering such risks; and 

Duke Energy Ohio's operating results may fluctuate on a seasonal and quarterly basis. 

Electric power generation is generally a seasonal business. In most parts of the United States and in markets in which Duke Energy 
Ohio operates, demand for electricity peaks during the warmer summer months and demand for natural gas peaks during the cold winter 
months, with market prices also peaking during the warmer summer months for electricity and cold winter months for natural gas. Fur- 
ther, extreme weather conditions such as heat waves or winter storms could cause these seasonal fluctuations to be more pronounced. 
As a result, in the future, the overall operating results of Duke Energy Ohio's businesses may fluctuate substantially on a seasonal and 
quarterly basis and thus make period comparison less relevant. 
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Potential terrorist activities or military or other actions could adversely affect Duke Energy Ohio‘s business. 

The continued threat of terrorism and the impact of retaliatory military and other action by the United States and its allies may lead 
to increased political, economic and financial market instability and volatility in prices for natural gas and oil which may materially 
adversely affect Duke Energy Ohio in ways it cannot predict at this time. In addition, future acts of terrorism and any possible reprisals as 
a consequence of action by the United States and its allies could be directed against companies operating in the United States. Infra- 
structure and generation facilities could be potential targets of terrorist activities. The potential for terrorism has subjected Duke Energy 
Ohio’s operations to increased risks and could have a material adverse effect on Duke Energy Ohio’s business. In particular, Duke Energy 
Ohio may experience increased capital and operating costs to implement increased security for its plants, such as additional physical 
plant security, additional security personnel or additional capability following a terrorist incident. 

The insurance industry has also been disrupted by these events. As a result, the availability of insurance covering risks that Duke 
Energy Ohio and its competitors typically insure against may decrease. In addition, the insurance Duke Energy Ohio is able to obtain may 
have higher deductibles, higher premiums and more restrictive policy terms. 

Additional risks and uncertainties not currently known to Duke Energy Ohio or that Duke Energy Ohio currently deems to be insignif- 
icant also may adversely affect Duke Energy Ohio’s consolidated results of operations, cash flows or financial condition. 

Item 1B. Unresolved Staff Comments. 
None. 

Item 2. Properties. 

FRANCHISED ELECTRIC AND GAS 

As of December 31, 2008, Franchised Electric and Gas operated two coal-fired stations with a combined net capacity of 577 MW 
and one combustion turbine (CT) station with a net capacity of 501 MW. Franchised Electric and Gas also owns two underground caverns 
with a total storage capacity of approximately 16 million gallons of liquid propane. The stations and caverns are located in Ohio and Ken 
tucky. 

including 1,000 miles of 345 kilovolts, 700 miles of 100 to 161 kilovolts, and 800 miles of 13 to 69  kilovolts. Duke Energy Ohio also 
owned approximately 19,500 conductor miles of electric distribution lines, including 14,000 miles of overhead lines and 5,500 miles of 
underground lines, as of December 31, 2008 and approximately 7,100 miles of gas mains and service lines. As of December 31, 2008, 
the electric transmission and distribution systems had approximately 280 substations. In addition, Duke Energy Ohio has access to 
5.5 million gallons of liquid propane storage and product loaned through a commercial services agreement with a third party. This liquid 
propane is used in the three propane/air peak shaving plants located in Ohio and Kentucky. Propane/air peak shaving plants vaporize the 
propane and mix with natural gas to supplement the natural gas supply during peak demand periods and emergencies. 

Energy Ohio. 

In addition, as of December 31, 2008, Duke Energy Ohio owned approximately 2,500 conductor miles of electric transmission lines, 

Substantially all of Franchised Electric and Gas’ electric plant in service is mortgaged under the mortgage bond indenture of Duke 

COMMERCIAL POWER 

As of December 31, 2008, Commercial Power jointly owns six coal-fired stations with a combined net capacity of 3,529 MW, of 
which Duke Energy Ohio operates three. Commercial Power also owns and operates five CT stations, one of which is jointly owned, with a 
combined net capacity of 1,544 MW and three CC stations with a combined net capacity of 2,480 MW. The stations are located in Ohio, 
Illinois, Indiana and Pennsylvania. 

Item 3. Legal Proceedings. 

cial Statements, “Regulatory Matters” and Note 18 to the Consolidated Financial Statements, “Commitments and Contingencies- 
Litigation” and “Commitments and Contingencies-Environmental.” 

For information regarding legal proceedings, including regulatory and environmental matters, see Note 4 to the Consolidated Finan- 
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Item 5. Market for Registrant's Common Equity, Related Stockholder Matters and Issuer Purchases of 
Equity Securities. 

Cinergy owns all of the common stock of Duke Energy Ohio. Duke Energy owns all of the common stock of Cinergy. Duke Energy 
Ohio anticipates making periodic dividends to provide funding support for Duke Energy's dividend. During the years ended December 31, 
2008, 2007 and 2006, Duke Energy Ohio paid dividends to its parent, Cinergy, of $200 million, $135 million and $102 million, 
respectively. 
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Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations. 

INTRODUCTION 

Management's Discussion and Analysis should be read in conjunction with the accompanying Consolidated Financial Statements and 
Notes for the years ended December 31,2008, 2007 and 2006. 

BASIS OF PRESENTATION 

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

RESULTS OF OPERATIONS 

Results of Operations and Variances 

Summary of Results (in millions) 

Years Ended December 31, 
Increase 

2008 2007 (Decrease) 
____I" 

Operating revenues 
Operating expenses 
Gains (losses) on sales of other assets and other, net 

Operating income 
Other income and expenses, net 
Interest expense 

Income before income taxes 
Income tax expense 

Income before extraordinary items 
Extraordinary items, net of tax 

Net income 

$3,424 
2,965 

59 

518 
34 
94 

458 
171 

287 
67 

$ 354 - - 

$3,455 
2,964 

(8) 
483 

32 

- 

1 ao ___ 
415 
151 

264 
II__ 

- 
I___ 

$ 264 - - 

$(31) 
1 

67 

35 
2 

(6) 

43 
20 

___ 

____ 

23 
67 

Net Income 

The $90 million increase in Duke Energy Ohio's net income was primarily due to the following factors: 

Operating Revenues. The decrease was due primarily to: 

* A  $38 million decrease from coal sales due to the expiration of contracts, 

A $30 million decrease in retail electric revenues resulting from lower retail volumes due to the weakening economy, 

* A  $21 million decrease in wholesale electric revenues due to lower hedge realization and lower generation volumes primarily result- 
ing from increased plant outages in 2008 compared to 2007, 

* A $21 million decrease in net mark-to-market revenues on non-qualifying hedge accounting power and capacity contracts, consist- 
ing of $74 million of net markto-market losses in 2008, as compared to net mark-tomarket losses of $53 million in 2007, 

A $17 million decrease in revenues due to lower generation volumes from the Midwest gas-fired assets resulting from milder 
weather net of increased PJM capacity revenues in 2008 compared to 2007, and 

An $1 1 million decrease related to native load due to milder weather in 2008 compared to 2007. 

Partially offsetting these decreases were: 

A $45 million increase in regulated fuel revenues driven primarily by higher natural gas costs, 

* A  $21 million increase in retail electric revenues resulting from higher retail pricing primarily related to environmental and capacity 
riders that were approved in the fourth quarter of 2007 by the PUCO and increased amortization of purchase accounting valuation 
liability of the Rate Stabilization Plan (RSP) in 2008 compared to 2007, 
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A $19 million increase due to implementation of new gas rates in Ohio, 

A $9 million increase related to the Ohio electric Demand Side Management (DSM) rider implemented in the third quarter of 2007, 

A $9 million increase in Ohio electric base transmission due to a change in the Transmission Cost Recovery rider. 

Operating Expenses. The increase was due primarily to: 

An $82 million impairment of emission allowances due to the invalidation of the Clean Air Interstate Rule (CAIR) in July 2008, 

A $69 million increase in fuel expense due to mark-to-market losses on nonqualifying fuel hedge contracts, consisting of 

A $40 million increase in regulated fuel expense primarily due to higher natural gas costs, and 

A $16 million increase in regulatory amortization of the Ohio and Kentucky DSM costs and Ohio regulatory transition charge. 

Partially offsetting these increases were: 

A $63 million decrease in emission allowance expenses due to lower cost basis emission allowances consumed and lower overall 
emission allowance consumption due to installation of flue gas desulfurization equipment and lower generation volumes due to 
increased plant outages in 2008 compared to 2007, 

A $46 million decrease in net fuel and purchased power expense for retail load due to realized gains on fuel hedges, partially offset 
by higher purchased power as a result of increased plant outages in 2008 compared to 2007, 

* A  $31 million decrease in expenses associated with coal sales due to the expiration of contracts, 

A $24 million decrease in fuel and operating expenses for the Midwest gas-fired assets primarily due to lower generation volumes 
and lower amortization of locked-in hedge losses in 2008 compared to 2007, net of an approximate $15 million bad debt reserve 
related to the Lehman Bros. bankruptcy and higher plant maintenance expenses, 

and 

mark-to-market losses of $3 million in 2008, as compared to gains of $66 million in 2007, 

A $21 million decrease in other post-employment benefits due to an adjustment to the liability recorded for these benefits, and 

0 An $18 million decrease in short-term incentive costs. 

Gains (LossesJ on Sales of Other Assets and Other, net. The increase in 2008 as compared to 2007 was attributable to gains on 
sales of emission allowances in 2008 compared to losses on sales of emission allowances in 2007. Gains in 2008 were a result of sales 
of zero cost basis emission allowances, while losses in 2007 were as a result of sales of emission allowances acquired in connection with 
Duke Energy's merger with Cinergy in 2006 which were written up to fair value as part of purchase accounting. 

Income Tax Expense. The increase was primarily the result of higher pre-tax income. 

Extra0rdinar.y Items, net of tax. The reapplication of SFAS No. 71, "Accounting for the Effects of Certain Types of Regulation" (SFAS 
No. 711, on December 17, 2008 resulted in an approximate $67 million after-tax (approximately $103 million pre-tax) extraordinary gain 
related to total mark-to-market losses previously recorded in earnings associated with open forward native load economic hedge con- 
tracts for fuel, purchased power and emission allowances, which the Electric Security Plan (ESP) allows to be recovered through a fuel 
and purchased power rider. See further discussion under the "Matters Impacting Future Results" below. 

Matters Impacting Future Results 

continue for some period into 2009, and perhaps beyond, until the economy begins to recover. Duke Energy Ohio's current strategy is 
focused on maximizing the returns and cash flows from its current portfolio. Results for Duke Energy Ohio are sensitive to changes in 
power supply, power demand and weather. 

On December 17, 2008, the PUCQ approved Duke Energy Ohio's ESP price structure, which establishes generation rates for 2009 
through 2011. The base cost for generation service will increase by approximately 2 percent annually in 2009 and 2010 for residential 
customers, and each year from 2009 through 201 1 for non-residential customers. Additionally, the ESP provides for a new Infrastructure 
Modernization rider to maintain distribution system reliability and to purchase and deploy SmartGrid technology. As discussed further 
below, the approval of the ESP also resulted in the reapplication of SFAS No. 71  to portions of generation within Duke Energy Ohio's 
Commercial Power business segment. As a result of the reapplication of SFAS No. 71 to certain portions of Duke Energy Ohio's 
operations, Duke Energy Ohio's future results will be subject to less volatility than had been caused by the timing of under-and-over collec- 
tions of certain costs, as well as the impacts of rnarkto-market activity on certain coal and power derivatives. 

Sales, especially in the industrial sector, were impacted by the economic downturn in 2008. Duke Energy Ohio expects this trend to 
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The outcome of the pending Duke Energy Ohio electric distribution rate case could impact future results through the increase of 
base rates. 

Duke Energy Ohio's generation operations within its Commercial Power business segment include generation assets located in Ohio 
that are dedicated to serve Ohio native load customers. These assets, as excess capacity allows, also generate revenues through sales 
outside the native load customer base, and such revenue is termed non-native. 

due to the comprehensive electric deregulation legislation passed by the state of Ohio in 1999. As described further below, effective 
December 17, 2008, the Public Utilities Commission of Ohio (PLICO) approved Duke Energy Ohio's ESP, which resulted in the 
reapplication of SFAS No. 71  to certain portions of Commercial Power's operations as of that date. 

been operating under a RSP, which was a market-based standard service offer. Although the RSP contained certain trackers that 
enhanced the potential for cost recovery, there was no assurance of stranded cost recovery upon the expiration of the RSP on 
December 31, 2008 since it was initially anticipated that, upon the expiration of the RSP, there would be a move to full competitive mar- 
kets. Accordingly, Duke Energy Ohio's Commercial Power business segment did not apply the provisions of SFAS No. 71 to any of its 
generation operations prior to December 17, 2008. As discussed further in Note 4 to the Consolidated Financial Statements, "Regulatory 
Matters," in April 2008, new legislation (SB 221) was passed in Ohio and signed by the Governor of Ohio on May 1, 2008. The new law 
codified the PUCO's authority to approve an electric utility's standard service offer either through an ESP or a Market Rate Option (MRO). 
The MRO is a price determined through a competitive bidding process. On .My 31, 2008, Duke Energy Ohio filed an ESP, and with certain 
amendments, the ESP was approved by the PUCO on December 17, 2008. The ESP became effective on January 1, 2009. 

In connection with the approval of the ESP, Duke Energy Ohio reassessed the applicability of SFAS No. 71 to Commercial Power's 
generation operations as SB 221 substantially increased the PIJCO's oversight authority over generation in the state of Ohio, including 
giving the PUCO complete approval of generation rates and the establishment of an earnings test to determine if a utility has earned sig- 
nificantly excessive earnings. Duke Energy Ohio determined that certain costs and related rates (riders) of Commercial Power's oper- 
ations related to generation serving native load meet the criteria established by SFAS No. 71 for regulatory accounting treatment as SB 
221 and Duke Energy Ohio's approved ESP solidified the automatic recovery of certain costs of its generation serving native load within 
its Commercial Power business segment and increased the likelihood that Commercial Power's operations will remain under a cost recov- 
ery model for certain costs for the foreseeable future. 

Under the ESP, Duke Energy Ohio will bill for its native load generation via numerous riders. SB 221 and the ESP resulted in the 
approval of the automatic recovery of certain of these riders, which includes, but is not limited to, a fuel and purchased power FPP) rider 
and certain portions of a cost of environmental compliance (AAC) rider. Accordingly, Duke Energy Ohio's Commercial Power business 
segment began applying SFAS No. 71 to the corresponding RSP riders granting automatic recovery under the ESP on December 17, 
2008. The remaining portions of Commercial Power's native load generation operations, revenues from which are reflected in rate riders 
for which the ESP does not specifically allow automatic cost recovery, as well as all generation operations associated with non-native 
customers, including Commercial Power's Midwest gas-fired generation assets, continue to not apply regulatory accounting as those 
operations do not meet the criteria of SFAS No. 71. Moreover, generation remains a competitive market in Ohio and native load custom 
ers continue to have the ability to switch to alternative suppliers for their electric generation service. As customers switch, there is a risk 
that some or all of the regulatory assets will not be recovered through the established riders. Duke Energy Ohio will continue to monitor 
the amount of native load customers that have switched to alternative suppliers when assessing the recoverability of its regulatory assets 
established for its native load generation operations within its Commercial Power business segment. 

Duke Energy Ohio evaluates the carrying amount of its recorded goodwill for impairment under the guidance of SFAS No. 142, 
"Goodwill and Intangible Assets." As of the date of the 2008 annual impairment analysis, the estimated fair value of Duke Energy Ohio's 
reporting units exceeded their respective carrying value, thus no goodwill impairment charges were recorded. However, management is 
continuing to monitor the impact of recent market and economic events to determine if it is more likely than not that the carrying value of 
any of Duke Energy Ohio's reporting units have been impaired. Should any such triggering events or circumstances occur in 2009 that 
would more likely than not reduce the fair value of a reporting unit below its carrying value, management would perform an impairment 
assessment of Duke Energy Ohio's goodwill and it is possible that goodwill impairment charges could be recorded as a result of any such 
assessments. At December 31, 2008, Duke Energy Ohio had total goodwill of approximately $2,360 million. 

Prior to December 17, 2008, Duke Energy Ohio's Commercial Power business segment did not apply the provisions of SFAS No. 71 

From .January 1, 2005 through December 31, 2008, Duke Energy Ohio, including its Commercial Power business segment, had 
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Other Matters 

December 31, 2008, 3.8 times for the year ended December 31, 2007, 1.9 times for the nine months ended December 31, 2006 and 
6.2 times for the three months ended March 31, 2006. 

standing. While these debt instruments are long-term in nature and cannot be put back to Duke Energy Ohio prior to maturity, the interest 
rates on these instruments are designed to reset periodically through an auction process. In February 2008, Duke Energy Ohio began to 
experience failed auctions on these debt instruments. When failed auctions occur on a series of this debt, Duke Energy Ohio is required to 
pay the maximum auction rate as prescribed by the bond document. The maximum auction rate for the auction rate debt is 2.0 times 
one-month London Interbank Offered Rate. Payment of the failed-auction interest rates will continue until Duke Energy Ohio is able to either 
successfully remarket these instruments through the auction process or refund and refinance the existing debt through the issuance of an 
equivalent amount of tax exempt bonds. While Duke Energy Ohio intends to refund and refinance these tax exempt auction rate bonds, the 
timing of such refinancing transactions is uncertain and subject to market conditions. However, even if Duke Energy Ohio is unable to 
successfully refund and refinance these debt instruments, the impact of paying higher interest rates on the outstanding auction rate debt 
is not expected to materially affect Duke Energy Ohio's consolidated results of operations, cash flows or financial position. The weighted- 
average interest rate, associated with Duke Energy Ohio's auction rate pollution control bonds, was 1.58% as of December 31, 2008 and 
4.56% as of December 31, 2007. 

that the Earth's climate is changing, caused in part by greenhouse gases emitted into the atmosphere from human act 
there is still much to learn about the causes and long-term effects of climate change, many, including Duke Energy Ohio, advocate taking 
steps now to begin reducing emissions with the aim of stabilizing the atmospheric concentration of greenhouse gases at a level that 
avoids the potentially worst-case effects of climate change. 

emissions annually. Carbon dioxide (CO,), an essential trace gas, is a by product of fossil fuel combustion and currently accounts for 
about 85% of US. greenhouse gas emissions. Duke Energy Ohio currently accounts for about 0.30% of total U.S. CO, emissions, and 
about 0.26% of total US. GHG emissions. 

Duke Energy Ohio's long-term strategies for how best to meet its customers' growing demand for electricity are impacted by the 
issues surrounding global warming. These strategies include significant commitments to customer energy efficiency and renewable 
energy. Each of these actions will or has the potential to reduce Duke Energy Ohio's C02 emissions and therefore its exposure to the 
costs of future GHG regulation. 

Duke Energy Ohio's cost of complying with any federal GHG emissions law that may be enacted will depend on the design details of 
the program. If potential future GHG legislation adopts a cap-and-trade approach, the design elements of such a program that will have 
the greatest influence on Duke Energy Ohio's compliance costs include (1) the required levels and timing of the cap, which will drive emis- 
sion allowance prices, (2) the emission sources covered under the cap, (3) the number of allowances that Duke Energy Ohio might be 
allocated at no cost on a year-to-year basis, (4) the type and effectiveness of any cost control mechanisms included in the program, 
( 5 )  the role of emission offsets, which will also influence allowance prices, and (6) the availability and cost of technologies that Duke 
Energy Ohio can deploy to lower its emissions. While Duke Energy Ohio believes it is very likely that Congress will adopt mandatory GHG 
emission reduction legislation at some point, the timing and design details of any such legislation are highly uncertain. 

While there were many bills introduced in both houses of Congress during the 1 1 0 t h  Congress that proposed mandatory limits on 
GHG emissions, S.  2191-America's Climate Security Act of 2007 (commonly referred to as the Lieberman-Warner bill after the sponsors 
Senators Joseph Lieberman of Connecticut and John Warner of Virginia) became the primary climate change related legislative vehicle. 
The bill was approved by the Senate Environment and Public Works Committee in December 2007, but failed to advance on the Senate 
floor in June 2008 when the bill fell considerably short of the 60 votes necessary to invoke cloture and cut off debate. No subsequent 
action was taken in the 110th Congress related to mandatory federal GHG legislation. 

Numerous bills mandating reductions in GHG emissions are expected to be introduced in both houses of Congress in 2009. The 
leadership in both the House and Senate has publicly stated it is their intent to proceed with climate legislation. President Obama, in his 
presidential campaign and after the election, indicated passage of climate change legislation is a priority. Still, as the Senate debate in 
2008 revealed, there are wide-ranging views in Congress regarding what constitutes acceptable GHG legislation. The current condition of 
the U.S. economy could add a degree of uncertainty, and there are indications that, in the 11 1thCongress multiple committees will be 
involved in crafting GHG legislation, which will make the process of developing GHG legislation potentially more challenging. 

General. Duke Energy Ohio's fixed charges coverage ratio, as calculated using SEC guidelines, was 4.6 times for the year ended 

As of December 31, 2008, Duke Energy Ohio had approximately $390 million of auction rate pollution control bonds out- 

Global Climate Change. A body of scientific evidence now accepted by a growing majority of the public and policymakers suggests 

Greenhouse gas (GHG) emissions are produced from a wide variety of human activities. The US. EPA publishes an inventory of these 
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Duke Energy Ohio supports the enactment of federal GHG cap-and-trade legislation. Due to Duke Energy Ohio’s concern about patch- 
work policies focused on a single industrial sector or particular region of the country, Duke Energy Ohio believes this legislation should 
establish a program that applies to all parts of the economy, including power generation, industrial and commercial sources and motor 
vehicles. To permit the economy to adjust rationally to the policy, legislation should establish a long-term program that first slows the 
growth of emissions, stops them and then transitions to a gradually declining emissions cap as new lower-and non-emitting technologies 
are developed and become available for wide-scale deployment. Legislation should also include adequate costcontainment measures to 
protect the US. economy from grave and unintended impacts of the policy. 

Duke Energy Ohio is unable to estimate the potential cost of complying with currently unspecified and unknowable future GHG legis- 
lation or any indirect costs that might result. Compliance costs are sensitive to numerous policy design details, allowance prices, and 
technology availability and cost. During the Senate debate on the Lieberman-Warner legislation in 2007 and 2008, Duke Energy Ohio 
attempted to estimate its cost of complying with that legislation over a range of potential allowance prices. Duke Energy Ohio estimated 
its compliance costs under the Lieberman-Warner model to be between approximately $230 million to $680 million in the first year of the 
program (20121, which represented the cost to purchase emission allowances needed for compliance over and above what might be 
allocated to Duke Energy Ohio at zero cost. Duke Energy Ohio would have continued to incur similar or greater annual compliance costs 
in subsequent years for continued allowance purchases until such time as new lower-and zero-emitting technologies could be deployed to 
reduce emissions. Duke Energy Ohio’s compliance costs at that time would then include the cost of purchasing and deploying new gen- 
eration technologies. Duke Energy Ohio would only be able to reduce its allowance purchase costs after new technologies were actually 
deployed. 

There is no way to know how similar or different the requirements of the Lieberman-Warner legislation might be to any future GHG 
legislation that Congress may eventually adopt, so it is uncertain whether these costs are at all representative of compliance costs that 
Duke Energy Ohio might incur as a result of any potential future GHG legislation. Under any future scenario involving mandatory GHG limi- 
tations, Duke Energy Ohio would plan to seek to recover its compliance costs through appropriate regulatory mechanisms in the juris- 
dictions in which it operates. 

At the state level, the Midwestern Governors Association has an initiative under way called the Midwestern Greenhouse Gas Reduc- 
tion Accord. One of the ongoing activities of the initiative is the design of a regional GHG cap-and-trade system, with the anticipated end 
product to be a Model Rule for implementing a GHG capand-trade system. Once complete, the Model Rule would go to participating 
states for their consideration and possible adoption. The state of Ohio is currently only an observer to the accord process. The outcome 
of this initiative is highly uncertain and Duke Energy Ohio is unable to determine at this time whether there might be direct or indirect cost 
impacts from any new regulations that might result from the initiative. 

While Duke Energy Ohio’s near-term compliance strategy associated with any potential future GHG legislation that incorporates a 
cap-and-trade mechanism will likely be focused on allowance purchases, it is expected that at some point in the future Duke Energy Ohio 
would begin reducing emissions by replacing existing coal-fired generation with new lower-and zero-emitting generation technologies, and/ 
or installing new carbon capture and sequestration technology on existing coal-fired generating plants when the technologies become 
available and cost-effective. It is not possible at this time, however, to predict with certainty what new technologies might be developed, 
when they will be ready to be deployed, or what their costs will be. There is also uncertainty as to how or when certain non-technical 
issues, such as legal and liability questions, that could affect the cost and availability of new technologies might be resolved by regu- 
lators. Duke Energy Ohio currently is focused on integrated gasification combined cycle generation with carbon capture and sequestra- 
tion, and capture and storage retrofit technology for existing pulverized coal-fired generation as promising new technologies for 
generating electricity with lower or no C02 emissions. 

Duke Energy Ohio has regulatory requirements in Ohio to meet increasing percentages of customer demand for electricity with 
renewable energy. The requirement reaches a minimum of 12.5% in 2024. Duke Energy Ohio also anticipates the Congress will consider 
a federal renewable portfolio standard in 2009. Previous attempts have passed in the U S .  House of Representatives but fallen short in 
the Senate. Duke Energy Ohio believes, however, chances of passage in the 11 Ilh Congress have increased. 

In addition to relying on new technologies to reduce its C02 emissions, Duke Energy Ohio has received regulatory approval in Ohio 
for a first-of-its-kind innovative approach in the utility industry to help meet growing customer demand with new and creative ways to 
increase energy efficiency, thereby reducing demand (Save-A-Watt) instead of relying almost exclusively on new power plants to generate 
electricity. 

exposure to future GHG regulation. 
es has the potential to reduce Duke Energy Ohio’s future CO? emissions which will reduce Duke Energy Ohio’s 
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Duke Energy Ohio recognizes the potential for more frequent and severe extreme weather events as a result of climate change and 
the possibility that these weather events could have a material impact on its future results of operations should these events occur. 
However, the uncertain nature of potential changes in extreme weather events (such as increased frequency, duration, and severity) and 
the long period of time over which any changes might take place make estimating any potential future financial risk to Duke Energy Ohio’s 
operations that may he caused by the physical risks of climate change extremely challenging. Currently, Duke Energy Ohio plans and 
prepares for extreme weather events that it experiences from time to time, such as ice storms, tornados, severe thunderstorms, high 
winds and droughts. Duke Energy Ohio‘s past experiences preparing for and responding to the impacts of these types of weather-related 
events would reasonably he expected to help management plan and prepare for future climate change-related severe weather events to 
reduce, but not eliminate, the operational, economic and financial impacts of such events. 

For additional information on other issues related to Duke Energy Ohio, see Note 4 to the Consolidated Financial Statements, 
“Regulatory Matters” and Note 18  to the Consolidated Financial Statements, “Commitments and Contingencies.” 

Item 7A. Quantitative and Qualitative Disclosures About Market Risk. 

Risk Management Policies 

Duke Energy Ohio is exposed to market risks associated with commodity prices, credit exposure and interest rates. Management 
has established comprehensive risk management policies to monitor and manage these market risks. The Treasurer of Duke Energy, the 
ultimate parent entity of Duke Energy Ohio, is responsible for the overall governance of managing credit risk and commodity price risk, 
including monitoring exposure limits for Duke Energy Ohio. 

Commodity Price Risk 

Duke Energy Ohio is exposed to the impact of market fluctuations in the prices of electricity, coal, natural gas and other energy- 
related products marketed and purchased within its non-regulated operations, as well as within its regulated operations, to the extent 
there is excess capacity from generation assets that are dedicated to serve Ohio native load customers. Price risk represents the poten- 
tial risk of loss from adverse changes in the market price of electricity or other energy commodities, such as gas and coal. For Duke 
Energy Ohio, this price risk has been somewhat reduced by the December 17, 2008 PUCO approval of Duke Energy Ohio’s ESP, which 
resulted in the reapplication of SFAS No. 71 to certain portions of Duke Energy Ohio’s Commercial Power business segment operations 
as of that date. Duke Energy Ohio employs established policies and procedures to manage its risks associated with these market fluctua- 
tions using various commodity derivatives, such as swaps, futures, forwards and options. See Note 1 to the Consolidated Financial 
Statements, “Summary of Significant Accounting Policies” and Note 8 to the Consolidated Financial Statements, “Risk Management and 
Hedging Activities and Credit Risk,” for additional information. 

Validation of a contract‘s fair value is performed by an internal group separate from Duke Energy Ohio’s deal origination areas. Duke 
Energy Ohio‘s derivative contract portfolio is predominantly valued using observable market inputs with little internally developed assump- 
tions. However, for contracts valued beyond the observable market period, Duke Energy Ohio uses common industry practices to develop 
its valuation techniques and changes in its pricing methodologies or the underlying assumptions could result in significantly different fair 
values and income recognition. 

and, where appropriate, uses various commodity instruments such as electricity, coal and natural gas forward contracts to mitigate the 
effect of such fluctuations on operations. Duke Energy Ohio’s primary use of energy commodity derivatives is to hedge the generation 
portfolio against exposure to changes in the prices of power and fuel. 

Certain derivatives used to manage Duke Energy Ohio’s commodity price exposure are accoiinted for as either cash flow hedges or 
fair value hedges. To the extent that instruments accounted for as hedges are effective in offsetting the transaction being hedged, there 
is no impact to the Consolidated Statements of Operations until delivery or settlement occurs. Accordingly, assumptions and valuation 
techniques for these contracts have no impact on reported earnings prior to settlement. Several factors influence the effectiveness of a 
hedge contract, including the use of contracts with different commodities or unmatched terms and counterparty credit risk. Hedge effec- 
tiveness is monitored regularly and measured at least quarterly. 

In addition to the hedge contracts described above and recorded on the Consolidated Balance Sheets, Duke Energy Ohio enters into 
other contracts that qualify for the normal purchases and sales exception described in paragraph 10 of SFAS No. 133, as amended and 
interpreted by Derivatives Implementation Group Issue C15, “Scope Exceptions: Normal Purchases and Normal Sales Exception for 
Option-Type Contracts and Forward Contracts in Electricity,” and SFAS No. 149, “Amendment of Statement 133 on Derivative Instruments 

Hedging Strategies. Duke Energy Ohio closely monitors the risks associated with commodity price changes on its future operations 
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and Hedging Activities.” On a limited basis, Franchised Electric and Gas and Commercial Power apply the normal purchase and normal 
sales exception to certain contracts. Income recognition and realization related to normal purchases and normal sales contracts generally 
coincide with the physical delivery of power. For contracts qualifying for the scope exception, no recognition of the contract’s fair value in 
the Consolidated Financial Statements is required until settlement of the contract unless the contract ceases to qualify for the normal 
purchase and normal sale exception at some point during the contract period. Recognition of the contracts in the Consolidated State 
ments of Operations will be the same regardless of whether the contracts are accounted for as cash flow hedges or as normal purchases 
and sales assuming no hedge ineffectiveness. 

Other derivatives used to manage Duke Energy Ohio’s commodity price exposure are either not designated as a hedge or do not 
qualify for hedge accounting. Derivatives related to regulated businesses reflect changes in the fair value of the derivative instruments as 
a regulatory asset or liability on the Consolidated Balance Sheets. Derivatives related to unregulated businesses are marked-to-market 
each period, with changes in the fair value of the derivative instruments reflected in earnings. 

Generation Portfolio Risks for 2009. Duke Energy Ohio is primarily exposed to market price fluctuations of wholesale power, coal, 
natural gas and emission allowance prices associated with its excess capacity from generation assets that are dedicated to serve Ohio 
native load customers and its nonregulated operations. Duke Energy Ohio closely monitors the risks associated with these commodity 
price changes on its future generation operations and, where appropriate, uses various commodity instruments such as electricity, coal 
and natural gas forward contracts to mitigate the effect of such fluctuations on operations, in addition to optimizing the value of its 
nonregulated generation portfolio. The portfolio includes generation assets (power and capacity), fuel, and emission allowances. Modeled 
forecasts of future generation output, fuel requirements, and emission allowance requirements are based on forward power, fuel and 
emission allowance markets. The component pieces of the portfolio are bought and sold based on this model in order to manage the 
economic value of the portfolio, where such market transparency exists. The generation portfolio not utilized to serve native load or 
committed load is subject to commodity price fluctuations. Based on a sensitivity analysis as of December 31, 2008 and 2007, it was 
estimated that a ten percent price change per megawatt hour in forward wholesale power prices would have a corresponding effect on 
Duke Energy Ohio’s pre-tax income of approximately $5 million in 2009 and $13 million in 2008, respectively, excluding the impact of 
mark-to-market changes on non-qualifying or undesignated hedges relating to periods in excess of one year from the respective date, 
which are discussed further below. Based on a sensitivity analysis as of December 31, 2008 and 2007, it was estimated that a ten per- 
cent change in the forward price per ton of coal would have a corresponding effect on Duke Energy Ohio’s pre-tax income of approx- 
imately $10 million in 2009 and $4 million in 2008, respectively, excluding the impact of mark-to-market changes on nonqualifying or 
undesignated hedges relating to periods in excess of one year from the respective date, which are discussed further below. Based on a 
sensitivity analysis as of December 31, 2008 and 2007, it was estimated that a ten percent price change per MMBtu (one million British 
thermal units) in natural gas prices would have a corresponding effect on Duke Energy Ohio’s pretax income of approximately $5 million 
in 2009 and $9 million in 2008 respectively, excluding the impact of mark-to-market changes on undesignated hedges relating to periods 
in excess of one year from the respective date. 

beyond 2009 are also exposed to changes in fair value due to market price fluctuations of wholesale power and coal. Based on a sensi- 
tivity analysis as of December 31, 2008 and 2007, it was estimated that a ten percent price change in the forward price per megawatt 
hour of wholesale power would have a corresponding effect on Duke Energy Ohio’s pre-tax income of approximately $1 1 million in 2009 
and $16 million in 2008, respectively, resulting from the impact of mark-to-market changes on nonqualifying and undesignated power 
contracts pertaining to periods in excess of one year from the respective date. Based on a sensitivity analysis as of December 31, 2008 
and 2007, it was estimated that a ten percent change in the forward price per ton of coal would have a Corresponding effect on Duke 
Energy Ohio’s pretax income of approximately $10 million in 2009 and $14 million in 2008, respectively, resulting from the impact of 
mark-to-market changes on non-qualifying and undesignated coal contracts pertaining to periods in excess of one year from the 
respective date. 

Comparability of sensitivity analysis. As Commercial Power began reapplying the provisions of SFAS No. 71 on December 17, 2008 
to portions of its operations, certain derivative contracts that historically resulted in earnings volatility receive regulatory deferral of gains 
and losses. Accordingly, the mark-to-market associated with these contracts will not impact earnings until recovered in revenues. How- 
ever, to achieve comparahility of sensitivity information between periods, the portion of the derivative contracts that receive regulatory 
treatment has been included in the sensitivity amounts for both periods presented. Since certain derivative contracts included in the sensi- 
tivity analysis for 2009 will not result in earnings impacts, the forecasted sensitivities for 2009 are less than the pre-tax income amounts 
disclosed above. 

es for derivatives beyond 2009. Derivative contracts executed to manage generation portfolio risks for delivery periods 
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The commodity price sensitivity calculations above consider existing hedge positions and estimated production levels, but do not 
consider other potential effects that might result from such changes in commodity prices, 

Credit Risk 

Credit risk represents the loss that Duke Energy Ohio would incur if a counterparty fails to perform under its contractual obligations. 

Retail. Credit risk associated with Duke Energy Ohio‘s service to residential, commercial and industrial customers is generally limited 
to outstanding accounts receivable. Duke Energy Ohio mitigates this credit risk by requiring customers to provide a cash deposit or letter 
of credit until a satisfactory payment history is established, at which time the deposit is typically refunded. Charge-offs for the retail cus- 
tomers have historically been insignificant to the operations of Duke Energy Ohio and are typically recovered through the retail rates. 
However, in light of current overall economic conditions, management continues to monitor customer chargeoffs and payment patterns 
to ensure the adequacy of bad debt reserves. Duke Energy Ohio sells certain of their accounts receivable and related collections through 
Cinergy Receivables Company, L1.C a bankruptcy remote, special purpose entity. While no direct recourse to Duke Energy Ohio exists, it 
risks loss in the event collections are not sufficient ta allow for full recovery of its retained interests or in the event the level of charge-offs 
in future periods increases. See Note 13 to the Consolidated Financial Statements, “Sales of Accounts Receivable.” 

Wholesale and Nan-native Sales. To reduce credit exposure related to non-native sales, Duke Energy Ohio seeks to enter into netting 
agreements with counterparties that permit it to offset receivables and payables with such counterparties. Duke Energy Ohio attempts to 
further reduce credit risk with certain counterparties by entering into agreements that enable it to obtain collateral or to terminate or reset 
the terms of transactions after specified time periods or upon the occurrence of credit-related events. Where exposed to credit risk, Duke 
Energy Ohio analyzes the counterparties’ financial condition prior to entering into an agreement, establishes credit limits and monitors the 
appropriateness af those limits on an ongoing basis. Duke Energy Ohio‘s industry has historically operated under negotiated credit lines 
for physical delivery contracts. Duke Energy Ohio may use master collateral agreements to mitigate certain credit exposures. The 
collateral agreements provide for a counterparty to post cash or letters of credit to the exposed party for exposure in excess of an estab- 
lished threshold. The threshold amount represents an unsecured credit limit, determined in accordance with the corporate credit policy. 
Collateral agreements also provide that the inability to post collateral is sufficient cause to terminate contracts and liquidate all positions. 

Duke Energy Ohio also obtains cash or letters of credit from customers to provide credit support outside of collateral agreements, 
where appropriate, based on its financial analysis of the customer and the regulatory or contractual terms and conditions applicable to 
each transaction. 

Based on Duke Energy Ohio’s policies for managing credit risk, its exposures and its credit and other reserves, Duke Energy Ohio 
does not anticipate a materially adverse effect on its consolidated results of operations, cash flows or financial position as a result of 
non-performance by any counterparty. 

Interest Rate Risk 

Duke Energy Ohio is exposed to risk resulting from changes in interest rates as a result of its issuance of variable and fixed rate 
debt. Duke Energy Ohio manages its interest rate exposure by limiting its variable-rate exposures to a percentage of total capitalization 
and by monitoring the effects of market changes in interest rates. Duke Energy Ohio also enters into financial derivative instruments, 
including interest rate swaps, swaptions and U S .  Treasury lock agreements to manage and mitigate interest rate risk exposure, See 
Notes 1, 8, and 16 to the Consolidated Financial Statements, “Summary of Significant Accounting Policies,” “Risk Management and Hedg- 
ing Activities and Credit Risk“ and “Debt and Credit Facilities,” respectively. 

Based on a sensitivity analysis as of December 31, 2008, it was estimated that if market interest rates average 1% higher (lower) in 
2009 than in 2008, interest expense, net of offsetting impacts in interest income, would increase (decrease) by approximately $1 1 mil- 
lion. Comparatively, based on a sensitivity analysis as of December 31, 2007, had interest rates averaged l% higher (lower) in 2008 than 
in 2007, it was estimated that interest expense, net of offsetting impacts in interest income, would have increased (decreased) by apprax- 
imately $8  million. These amounts were estimated by considering the impact of the hypothetical interest rates on variablerate securities 
outstanding, including money pool balances, adjusted for interest rate hedges and cash and cash equivalents outstanding as of 
December 31, 2008 and 2007. If interest rates changed significantly, management would likely take actions to manage its exposure to 
the change. However, due to the uncertainty of the specific actions that would be taken and their possible effects, the sensitivity analysis 
assumes no changes in Duke Energy Ohio’s financial structure. 
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Item 8. Financial Statements and Supplementary Data. 

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 

To the Board of Directors of Duke Energy Ohio, Inc. 
Charlotte, North Carolina 

We have audited the accompanying consolidated balance sheets of Duke Energy Ohio, Inc. and subsidiaries (the "Company") as of 
December 31, 2008 and 2007, and the related consolidated statements of operations, common stockholder's equity and comprehensive 
income, and cash flows for the years ended December 31, 2008 and 2007, the nine months ended December 31, 2006 (successor 
period), and the three months ended March 31, 2006 (predecessor period). Our audits also included the financial statement schedule 
listed in the Index at Item 15. These financial statements and financial statement schedule are the responsibility of the Company's 
management. Our responsibility is to express an opinion on the financial statements and financial statement schedule based on our 
audits. 

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). 
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are 
free of material misstatement. The Company is not required to have, nor were we engaged to perform, an audit of its internal control over 
financial reporting. Our audits included consideration of internal control over financial reporting as a basis for designing audit procedures 
that are appropriate in the circumstances, but not: for the purpose of expressing an opinion on the effectiveness of the Company's internal 
control over financial reporting. Accordingly, we express no such opinion. An audit also includes examining, on a test basis, evidence 
supporting the amounts and disclosures in the financial statements, assessing the accounting principles used and significant estimates 
made by management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable 
basis for our opinion. 

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial position of Duke Energy 
Ohio, Inc. and subsidiaries at December 31, 2008 and 2007, and the results of their operations their cash flows for the periods stated 
above, in conformity with accounting principles generally accepted in the United States of America. Also, in our opinion, such financial 
statement schedule, when considered in relation to the basic consolidated financial statements taken as a whole, presents fairly in all 
material resDects the information set forth therein. 

/ s /  DELOITTE & TOUCHE LLP 
Charlotte, North Carolina 
March 13 ,  2009 
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Successor 

Year Ended Year Ended Nine Months Ended 
December 31, 2008 December 31, 2007 December 31,2006 .______ ____ 

Operating Revenues 
Non-regulated electric and other $1,646 $1,751 $1,236 
Regulated electric 988 984 638 
Regulated natural gas 790 720 387 

Total operating revenue 3,424 3,455 2,261 
Operating Expenses 

Fuel used in electric generation and 
purchased power-non-regulated 847 916 712 

Fuel used in electric generation and 
purchased power--regulated 157 154 92 

Cost of natural gas and coal sald 486 496 313 
Operation, maintenance and other 743 756 505 
Depreciation and amortization 409 392 280 
Property and other taxes 24 1 250 I65 
Impairment charges 82 

Total operating expenses 2,965 2,964 2,067 
Gains (Losses) on Sales of Other Assets and 

Other, net 59 (8) (28) 
Operating Income 518 483 166 
Other Income and Expenses, net 34 32 17 
Interest Expense 94 100 81 
Income From Continuing Operations Before 

Income Taxes 458 415 102 
Income Tax Expense from Continuing 

Operations 171 151 41 
Income From Continuing Operations 287 264 61 
Loss From Discontinued Operations, net of 

(6) 
Income Before Extraordinary Items 287 264 55 
Extraordinary Items, net of tax 
Net Income $ 354 $ 264 $ 55 

- __ 

- - tax 

- I_ 67 

Predecessor 

Three Months Ended 
Match 31, 2006 

______I__ 

$42 I 
220 
322 
963 

172 

24 
276 
173 
68 
68 

78 1 

26 
208 

8 
30 

186 

68 
118 

__ 

(2) - 
116 

$1 16 
- 

See Notes to Consolidated Financial Statements 
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DUKE ENERGY OHIO, INC. 
Consolidated Balance Sheets 

(In millions) 

December 31, 

2008 2007 - -- 
ASSETS 
Current Assets 
Cash and cash equivalents $ 27 $ 33 
Receivables (net of allowance for doubtful accounts of $18 at December 31, 
2008 and $3 at December 31, 2007) 303 334 

Inventory 180 212 
Unrealized gains on mark-to-market and hedging transactions 51 22 
Other 336 94 

Total current assets 897 695 

Investments and Other Assets 
Restricted funds held in trust 10 62 
Goodwill 2,360 2,325 
Intangibles, net 403 551 
Unrealized gains on mark-to-market and hedging transactions 17 17 
Other 55 33 

Total investments and other assets 2,845 2,988 

Property, Plant and Equipment 
Cost 10,047 9,577 

2,277 2,097 Less accumulated depreciation and amortization 

7,770 7,480 

Regulatory Assets and Deferred Debits 
Deferred debt expense 23 23 

Other 451 40 1 

Total regulatory assets and deferred debits l___ 577 514 

Total Assets $12,089 $11,677 

- _ _ ~  Net property, plant and equipment 

Regulatory assets related to income taxes 103 90 

See Notes to Consolidated Financial Statements 
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PART II 

DUKE ENERGY OHIO, INC. 
Consolidated Balance Sheets-(Continued) 

(In millions, except share and per-share amounts) 

December 31. 

2008 2007 
I 

LIABILITIES AND COMMON STOCKHOLDER'S EQUITY 
Current Liabilities 
Accounts payable $ 511 $ 602 
Notes payable 343 189 
Taxes accrued 134 172 
Interest accrued 24 24 
Current maturities of long-term debt 27 126 
Unrealized losses on mark-to-market and hedging transactions 47 24 

93 86 Other 
Total current liabilities 1,179 1,223 

1,856 1,810 

_ _ _ ~  

-___-- Long-term Debt 

Deferred Credits and Other Liabilities 
Deferred income taxes 1,619 1,436 
Investment tax credit 14 16 
Accrued pension and other post-retirement benefit costs 406 259 

Asset retirement obligations 33 31 
343 Other 

Total deferred credits and other liabilities 2,384 2,110 

Unrealized losses on mark-tomarket and hedging transactions 15 25 

_____________ 297 ~- 

Commitments and Contingencies 
Common Stockholder's Equity 
Common Stock, $8.50 par value, 120,000,000 shares authorized; 89,663,086 shares outstanding at 

December 31, 2008 and December 31, 2007 762 762 
Additional paid-in capital 5,570 5,570 

Accumulated other comprehensive loss (43) (25) 
Total common stockholder's equity 6,670 6,534 

Retained earnings 38 1 227 

Total Liabilities and Common Stockholder's Equity $i2,a89 $11,677 

See Notes to Consolidated Financial Statements 

23 



PART I I  

DUKE ENERGY OHIO, INC. 
Consolidated Statements of Cash Flows 

(In millions) 

Successor 
Year Ended Year Ended Nine Months Ended 

December 31, 200t December 31, 2008 - December 31, 2007 
CASH FLOWS FROM OPERATING ACTIVITIES 

Net income s 354 S 264 s 55 
Adjustments to reconcile net income to net cash provided by 

operating activities: 
280 Depreciation and amortization 412 

Extraordinary items, net of taxes (67) 
31 (Gains) losses on sales of other assets and other, net (59) 

Impairment charges 82 
Deferred income taxes 53 18 (120) 
Accrued pension and other post-retirement benefit costs 4 37 40 
Contribution to company-sponsored pension and other post- 

retirement benefit plans - (92) (22) 
(Increase) decrease in: 

Net realized and unrealized mark-to-market and hedging 
transactions 10 21 (6) 

Receivables 47 (25) 132 
Inventory (70) 5 (84) 
Other current assets (281 22 25 

Accounts payable (130) 181 (86) 
54 Taxes accrued (43) (144) 

Other current liabilities 9 1 (63) 
Regulatory asset/liability deferrals (50) (19) (7) 
Other assets 19 165 184 
Other liabilities 4 (89) (50) 

Net cash provided by operating activities , 547 748 363 

Capital expenditures (565) (593) (3911 
Purchases of emission allowances (17) (23) (167) 
Sales of emission allowances 74 29 138 

32 Net proceeds from the sales of other assets 4 
22 Change in restricted funds held in trust 52 

Other 1 
Net cash used in investing activities (451) 1618) (366) 

CASH FLOWS FROM FINANCING ACTIVITIES 
Issuance of Ion term debt 136 205 88 

(80) (153) 
Redemption of preferred stock of subsidiaries Notes payable and commercial paper 279 - 

36 Notes payable to affiliate, net (126) (85) 
(200) (135) 

__ 29 
Dividends to parent 
Capital contribution from parent 
Other __ (3) (4) 

Net cash (used in) provided by financing activities , (102L_ (142) 40 
Net (decrease) increase in cash and cash equivalents (6) (12) 37 

8 Cash and cash equivalents at beginning of period 33 45 
Cash and cash equivalents at end of period S 27 s 33 $ 45 

_. 

395 

8 
- 

- - 

Increase (decrease) in: 

CASH FLOWS FROM INVESTING ACTIVITIES 

- 
__ (31) - 
-I 

- - Redemption of fong-term debt (191) - 
- 

- - 

- 

Supplemental Disclosures: 

Significant non-cash transactions: 
5 1:; 5 l;? 

5 (i? 

Cash paid lor interest, net of amount capitalized $ 91 
Cash paid lor income taxes 

Purchase accounting adjustments 
Accrued capital expenditures 

S 187 

$2,8:: 
$1,462 s -  5 8 1  

Transfer of generating assets from Duke Energy $ -  

Predecessor 
Three Months Ended 

March 31, 2006 

$116 

7 
9 

(30) 
10 
56 
68 

(157) 
50 
(78) 
(1) 
24 
_. 

116 

(135) 
(162) 
105 

141 
(1) 

(211 

See Notes to  Consolidated Financial Statements 
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PART II 

DUKE ENERGY OHIO, INC. 
Consolidated Statements of Common Stockholder's Equity 

and Comprehensive income 
(In millions) 

Accumulated Other Comorehensive Income (Loss) 
Pension and 

Common Paid.in Retained Cash Flow Liability Adjustments 

Net Gains Minimum OPEB 
Additional (Losses) on Pension Related 

Stock Capital "Earnings Hedges Adjustment to AOCl Total 
Successor 
Nine Months Ended December 31, 2006 
Balance at April 1, 2006 

___I_- 

$762 $4,123 $ - $ -' $ - -  $ -  $4,8851bl 
_____l__l- - 55 

3 

- - 
_. 55 - Net income 

Other comprehensive income __ - - I - 3 Cash flow hedges (dl 
~ 

58 
_. - 1,423 

16 
__ 1,462 

Total comprehensive income 
Transfer of generating assets from Duke Energy (a1 

- (2) (2) 
Contribution from parent company for reallocation of taxes - 16 
SFAS No. 158 funded status provision __ - 

Balance at December 31,2006 $762 $5,601 $ 55 $(36) $ -  $ (2) $6,380 
Year Ended December 31, 2007 
Balance at December 31,2006 $762 $5,601 $ 55 $(36) $ -- $ (2) $6,380 

- 264 
4 

__ 11 11 
Total comprehensive income 2 79 

- 29 
(14) 

Capital contribution from parent - 

I21 I51 
Push-down accounting adjustments - 

- 11351 
Adoption of SFAS No. 158 -measurement date provision - - 
Dividends to Cinergy Corp. 

Balance at December 31, 2007 $762 $5,570 $227 $(32) $ -- $ 7 $6,534 
Year Ended December 31,2008 
Balance at December 31,2007 $762 $5,570 $227 $(32) $7 -- $ 7 $6,534 

__ 354 
I_ 17 - 17 

1351 1351 
Cash flow hed es id) 
Pension and OfEB related adjustments to AOCl (11 

Total comprehensive income 336 
I2001 

Balance at December 31,2008 $762 $5,570 ____I____ $381 $(15) $ -  $(28) $6,670 
Predecessor 
Three Months Ended March 31, 2006 

__ - - I 

139) - 
- - 

- - Net income - - 264 
Other comprehensive income __ - 4 __ Cash flow hedges (dl - - 

SFAS 158 net actuarial gain IC) le) - - __ - 
_I_ 

__ - __ - _. - 29 
1141 - 

I31 
146) (891 

- - - - - 
.l_____ 

- - - 354 Net income - 
Other comprehensive income 

I 

-I__ 

- - -- 
_. - - - 

I_ - - - I2001 Dividends to Cinergy Corp. - 

$1,975 _____- - 116 
Balance at December 31,2005 $762 $ 603 $657 $(14) $133) - __ - 116 Net income - 

Other comprehensive income 
Minimum pension liability adjustment 
Cash flow hedges 

Total comprehensive income 118 
"_ 11021 - __ - 1102) Dividends to Cinergy Corp. - -- 

Balance at March 31,2006 $762 $ 603 $671 $(13) $(32) $ -  $1,99 1 Ibl 

(a) 
(b) 

Includes $39 (net of tax benefit of $241 related to deferred losses on terminated cash flow hedges included in Accumulated Other Comprehensive Income ILoss) 
Difference in equity balances at March 31, 2006 and April 1, 2006 is due to the application of push-down accounting reflecting Duke Energy's merger with Cinergy 
(see Notes 1 and 3 to the Consolidated Financial Statements) 

in 2007 and $2 tax expense for the nine months ended December 31, 2006. 

See Notes to Consolidated Financial Statements 
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PART II 

DUKE ENERGY OHIO, INC. 
Notes To Consolidated Financial Statements 

For the Years Ended December 31, 2008, 2007 and 2006 

1. Summary of Significant Accounting Policies 

1837, is a wholly-owned subsidiary of Cinergy Corp. (Cinergy). Cinergy is a whollyowned subsidiary of Duke Energy Corporation (Duke 
Energy). Duke Energy Ohio is a combination electric and gas public utility company that provides service in the southwestern portion of 
Ohio and through its whollyowned subsidiary, Duke Energy Kentucky, Inc. (Duke Energy Kentucky), in nearby areas of Kentucky, as well 
as electric generation in parts of Ohio, Illinois, Indiana and Pennsylvania through Duke Energy Ohio’s Commercial Power business segment 
operations, which are discussed further below. Duke Energy Ohio’s principal lines of business include generation, transmission and dis- 
tribution of electricity, the sale of and/or transportation of natural gas and energy marketing. Duke Energy Kentucky‘s principal lines of 
business include generation, transmission and distribution of electricity, as well as the sale of and/or transportation of natural gas. Except 
where separately noted, references to Duke Energy Ohio herein relate to the consolidated operations of Duke Energy Ohio, including Duke 
Energy Kentucky. 

On April 3, 2006, Duke Energy Corporation (Old Duke Energy) and Cinergy merged into wholly-owned subsidiaries of Duke Energy 
Holding Corp. (Duke Energy HC), resulting in Duke Energy HC becoming the parent entity. In connection with the closing of the merger 
transactions, Duke Energy HC changed its name to Duke Energy Corporation (New Duke Energy or Duke Energy) and Old Duke Energy 
converted into a limited liability company named Duke Power Company LLC (subsequently renamed Duke Energy Carolinas, LLC effective 
October 1, 2006). As a result of the merger transactions, each outstanding share of Cinergy common stock was converted into 1.56 
shares of common stock of New Duke Energy, which resulted in the issuance of approximately 313 million shares of Duke Energy corn- 
mon stock. See Note 3 for additional information regarding the merger. Both Old Duke Energy and New Duke Energy are referred to as 
Duke Energy herein. 

These Consolidated Financial Statements include, after eliminating intercompany transactions and balances, the accounts of Duke 
Energy Ohio and all majority-owned subsidiaries where Duke Energy Ohio has control, as well as Duke Energy Ohio’s proportionate share 
of certain generation and transmission facilities in Ohio, Kentucky and Indiana. 

Predecessor and Successor Reporting. In connection with the merger between Duke Energy and Cinergy, Duke Energy acquired 
all of the outstanding common stock of Cinergy. The merger was accounted for under the purchase method of accounting with Duke 
Energy treated as the acquirer for accounting purposes. As a result, the assets and liabilities of Cinergy were recorded at their respective 
fair values as of the merger consummation date. Purchase accounting impacts, including goodwill recognition, have been “pushed down” 
to Duke Energy Ohio, resulting in the assets and liabilities of Duke Energy Ohio being recorded at their respective fair values as of April 3, 
2006 (see Note 3). Except for an adjustment related to pension and other post-retirement benefit obligations, as mandated by the Finan- 
cial Accounting Standards Board (FASB) Statement of Financial Accounting Standards (SFAS) No. 87, “Employers’ Accounting for 
Pensions,” and SFAS No. 106, “Employers’ Accounting for Postretirement Benefits Other Than Pensions,” the accompanying consolidated 
financial statements do not reflect any adjustments related to Duke Energy Ohio’s regulated operations that were accounted for pursuant 
to SFAS No. 71, “Accounting for the Effects of Certain Types of Regulation” (SFAS No. 71) at the time of the merger, which are com- 
prised of Duke Energy Ohio’s regulated transmission and distribution operations and Duke Energy Kentucky. Under the rate setting and 
recovery provisions currently in place for these regulated operations which provide revenues derived from cost, the fair values of the 
individual tangible and intangible assets and liabilities are considered to approximate their carrying values. 

chase accounting adjustments and depreciation of fixed assets based upon their fair value as of the merger date. Therefore, the Duke 
Energy Ohio financial data prior to the merger will not generally be comparable to its financial data subsequent to the merger. See Note 3 
for additional information. 

Due to the impact of push-down accounting, the financial statements and certain note presentations separate Duke Energy Ohio‘s 
presentations into two distinct periods, the period before the consummation of the merger (labeled “Predecessor”) and the period after 
that date (labeled “Successor”), to indicate the application of different bases of accounting between the periods presented. 

estimates and assumptions that affect the amounts reported in the Consolidated Financial Statements and Notes. Although these esti- 
mates are based on management‘s best available information at the time, actual results could differ. 

Nature of Operations and Basis of Consolidation. Duke Energy Ohio, Inc. (Duke Energy Ohio), an Ohio corporation organized in 

Duke Energy Ohio‘s Consolidated Statements of Operations subsequent to the merger include amortization expense relating to pur- 

Use of Estimates. To conform to generally accepted accounting principles (GAAP) in the United States (U.S.), management makes 
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PART II 

DUKE ENERGY OHIO, INC. 
Notes To Consolidated Financial Statements-(Continued) 

Reapplication of SFAS No. 71 to Portions of Generation in Ohio. Duke Energy Ohio’s generation operations within its Commer- 
cial Power business segment (see Note 2) include generation assets located in Ohio that are dedicated to serve Ohio native load custom- 
ers. These assets, as excess capacity allows, also generate revenues through sales outside the native load customer base, and such 
revenue is termed non-native. 

Prior to December 17, 2008, Duke Energy Ohio’s Commercial Power business segment did not apply the provisions of SFAS No. 71 
due to the comprehensive electric deregulation legislation passed by the state of Ohio in 1999. As described further below, effective 
December 17, 2008, the Public Utilities Commission of Ohio (PUCO) approved Duke Energy Ohio‘s Electric Security Plan (ESP), which 
resulted in the reapplication of SFAS No. 71 to certain portions of Commercial Power’s operations as of that date. 

From January I ,  2005 through December 31, 2008, Duke Energy Ohio, including its Commercial Power business segment, had 
been operating under a rate stabilization plan (RSP), which was a market-based standard service offer. See “Cost-Based Regulation” sec- 
tion below for further information on the RSP and the market-based standard service offer. Although the RSP contained certain trackers 
that enhanced the potential for cost recovery, there was no assurance of stranded cost recovery upon the expiration of the RSP on 
December 31, 2008 since it was initially anticipated that, upon the expiration of the RSP, there would be a move to full competitive mar- 
kets. Accordingly, Duke Energy Ohio’s Commercial Power business segment did not apply the provisions of SFAS No. 71  to any of its 
generation operations prior to December 17, 2008. As discussed further in Note 4, in April 2008, new legislation (SB 221) was passed in 
Ohio and signed by the Governor of Ohio on May 1, 2008. The new law codified the PUCO’s authority to approve an electric utility’s stan- 
dard service offer either through an ESP or a Market Rate Option (MRO). The MRO is a price determined through a competitive bidding 
process. On July 31, 2008, Duke Energy Ohio filed an ESP, and with certain amendments, the ESP was approved by the PUCO on 
December 17, 2008. The ESP became effective on January 1, 2009. 

In connection with the approval of the ESP, Duke Energy Ohio reassessed the applicability of SFAS No. 71 to Commercial Power’s 
generation operations as SB 221 substantially increased the PUCO’s oversight authority over generation in the state of Ohio, including 
giving the PUCO complete approval of generation rates and the establishment of an earnings test to determine if a utility has earned sig- 
nificantly excessive earnings. Duke Energy Ohio determined that certain costs and related rates (riders) of Commercial Power’s oper- 
ations related to generation serving native load meet the criteria established by SFAS No. 71  for regulatory accounting treatment as SB 
221 and Duke Energy Ohio’s approved ESP solidified the automatic recovery of certain costs of its generation serving native load within 
its Commercial Power business segment and increased the likelihood that Commercial Power’s operations will remain under a cost recov- 
ery model for certain costs for the foreseeable future. 

Under the ESP, Duke Energy Ohio will bill for its native load generation via numerous riders. SB 221 and the ESP resulted in the 
approval of the automatic recovery of certain of these riders, which includes, but is not limited to, a fuel and purchased power (FPP) rider 
and certain portions of a cost of environmental compliance (AAC) rider. Accordingly, Duke Energy Ohio’s Commercial Power business 
segment began applying SFAS No. 71 to the corresponding RSP riders granting automatic recovery under the ESP on December 17, 
2008. The remaining portions of Commercial Power’s native load generation operations, revenues from which are reflected in rate riders 
for which the ESP does not specifically allow automatic cost recovery, as well as all generation operations associated with non-native 
customers, including Commercial Power’s Midwest gas-fired generation assets, continue to not apply regulatory accounting as those 
operations do not meet the criteria of SFAS No. 71. Moreover, generation remains a competitive market in Ohio and native load custom- 
ers continue to have the ability to switch to alternative suppliers for their electric generation service. As customers switch, there is a risk 
that some or all of the regulatory assets will not be recovered through the established riders, Duke Energy Ohio will continue to monitor 
the amount of native load customers that have switched to alternative suppliers when assessing the recoverability of its regulatory assets 
established for its native load generation operations within its Commercial Power business segment. 

Despite certain portions of the Ohio native load operations not being subject to the accounting provisions of SFAS No. 71, all of 
Duke Energy Ohio’s native load operations’ rates are subject to approval by the PUCO, and thus these operations are referred to herein 
as Duke Energy Ohio’s regulated operations. 

above, resulted in an approximate $67 million after-tax (approximately $103 million pre-tax) extraordinary gain related to mark-tomarket 
losses previously recorded in earnings associated with open forward native load economic hedge contracts for fuel, purchased power and 
emission allowances, which the RSP and ESP allow to be recovered through a FPP rider. There were no other immediate income statement 
impacts on the date of reapplication of SFAS No. 71 A corresponding regulatory asset was established for the value of these contracts. 

Extraordinary item. The reapplication of SFAS No. 71 to certain portions of generation in Ohio on December 17, 2008, as discussed 
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PART It 

DUKE ENERGY OHIO, INC. 
Notes To Consolidated Financial Statements-(Continued) 

Cash and Cash Equivalents. All highly liquid investments with maturities of three months or less at the date of acquisition are 
considered cash equivalents. 

Restricted Funds Held in Trust. At  December 31, 2008 and 2007, Duke Energy Ohio had approximately $10 million and $62 mil- 
lion, respectively, of restricted cash related primarily to proceeds from debt issuances that are held in trust, primarily for the purpose of 
funding future environmental expenditures. 

transmission and sales commitments, and is recorded primarily using the average cost method. Inventory related to Duke Energy Ohio's 
regulated operations is valued at historical cost consistent with ratemaking treatment. Materials and supplies are recorded as inventory 
when purchased and subsequently charged to expense or capitalized to plant when installed. Inventory related to Duke Energy Ohio's 
non-regulated operations is valued at the lower of cost or market. 

Inventory. Inventory consists primarily of coal held for electric generation, materials and supplies and natural gas held in storage for 

Components of Inventory 

December 31, 
2008 2007 

(in millions) 
Inventory 
Fuel for use in electric generation 
Materials and supplies 
Gas held in storage 

Total Inventory 

$ 89 $ 77 
88 66 

69 

$212 
~ 

3 

$1 80 
__ 
- ___. - - 

Effective November 1, 2008, Duke Energy Ohio and Duke Energy Kentucky executed agreements with a third party to transfer title 
of natural gas inventory purchased by Duke Energy Ohio and Duke Energy Kentucky to the third party. Under the agreements, the gas 
inventory will be stored and managed for Duke Energy Ohio and Duke Energy Kentucky and will be delivered on demand. The gas storage 
agreements will expire on October 31, 2009, unless extended by the third party for an additional 12 months. As a result of the agree- 
ments, the combined natural gas inventory of approximately $81 million being held by a third party as of December 31, 2008 has been 
classified as Other within Current Assets on the Consolidated Balance Sheets. At December 31, 2008, this balance exceeded 5% of total 
current assets. 

Cost-Based Regulation. Duke Energy Ohio accounts for certain of its regulated operations under the provisions of SFAS No. 71. 
The economic effects of regulation can result in a regulated company recording assets for costs that have been or are expected to be 
approved for recovery from customers in a future period or recording liabilities for amounts that are expected to be returned to custom- 
ers in the rate-setting process in a period different from the period in which the amounts would be recorded by an unregulated enterprise. 
Accordingly, Duke Energy Ohio records assets and liabilities that result from the regulated ratemaking process that would not be 
recorded under GAAP for non-regulated entities. Regulatory assets and liabilities are amortized consistent with the treatment of the 
related costs in the ratemaking process. Management continually assesses whether regulatory assets are probable of future recovery by 
considering factors such as applicable regulatory changes, recent rate orders applicable to other regulated entities and the status of any 
pending or potential deregulation legislation. Additionally, management continually assesses whether any regulatory liabilities have been 
incurred. Based on this continual assessment, management believes the existing regulatory assets are probable of recovery and that no 
regulatory liabilities, other than those recorded, have been incurred. These regulatory assets and liabilities are primarily classified in the 
Consolidated Balance Sheets as Regulatory Assets and Deferred Debits, and Deferred Credits and Other Liabilities. Duke Energy Ohio 
periodically evaluates the applicability of SFAS No. 71, and considers factors such as regulatory changes and the impact of competition. 
If cost-based regulation ends or competition increases, Duke Energy Ohio may have to reduce its asset balances to reflect a market basis 
less than cost and write off the associated regulatory assets and liabilities. For further information see Note 4. 

In order to apply the accounting provisions of SFAS No. 71 and record regulatory assets and liabilities, the scope criteria in SFAS 
No. 71 must be met. Management makes significant judgments in determining whether the scope criteria of SFAS No. 71 are met for its 
operations, including determining whether revenue rates for services provided to customers are subject to approval by an independent, 
third-party regulator, whether the regulated rates are designed to recover specific costs of providing the regulated service, and a 
determination of whether, in view of the demand for the regulated services and the level of competition, it is reasonable to assume that 

28 



PART II 

DUKE ENERGY OHIO, INC. 
Notes To Consolidated Financial Statements-(Continued) 

rates set at levels that will recover the operations’ costs can be charged to and collected from customers. This final criterion requires 
consideration of anticipated changes in levels of demand or competition, direct and indirect, during the recovery period for any cap- 
italized costs. If facts and circumstances change so that a portion of Duke Energy Ohio‘s regulated operations meet all of the scope cri- 
teria set forth in SFAS No. 71 when such criteria had not been previously met, SFAS No. 71 would be reapplied to all or a separable 
portion of the operations. Such reapplication includes adjusting the balance sheet for amounts that meet the definition of a regulatory 
asset or regulatory liability of SFAS No. 71. Refer to the above section titled, “Reapplication of SFAS No. 71 to Portions of Generation in 
Ohio.“ 

From January 1, 2005 through December 31, 2008, Duke Energy Ohio operated under a RSP, a market-based standard service 
offer which was approved by the PLlCO in November 2004, and which provided price certainty through December 31, 2008. See Note 4 
for additional information. The RSP consisted of the following discrete charges: 

* Annually Adjusted Component-intended to provide cost recovery primarily for environmental compliance expenditures. This compo 
nent was avoidable (or bypassable) for the first 25% of residential load and 50% of non-residential load to switch to an alternative 
electric service provider. 

charge was unavoidable (or non-bypassable). 

and related market costs for purchases to meet capacity needs. This charge was non-by-passable for residential load and 
by-passable for non-residential load under certain circumstances. 

by-passable by the first 25% of residential load and 50% of non-residential load to switch. 

price was a fuel cost recovery mechanism that was adjusted quarterly for fuel, emission allowances, and certain purchased power 
costs, that exceed the amount originally included in the rates frozen in the Duke Energy Ohio transition plan. These new prices were 
applied to non-residential customers beginning January 1, 2005 and to residential customers beginning January 1, 2006. 

non-residential customers and beginning January 1, 2006 for residential customers. The transmission cost recovery mechanism 
was designed to permit Duke Energy Ohio to recover certain Midwest Independent Transition System Operator, Inc. (Midwest ISO) 
charges, all Federal Energy Regulatory Commission (FERC) approved transmission costs, and all congestion costs allocable to 
retail ratepayers that are provided service by Duke Energy Ohio. 

* Infrastructure Maintenance Fund Charge-intended to compensate Duke Energy Ohio for committing its physical capacity. This 

System Reliability Tracker-intended to provide actual cost recovery for capacity purchases, purchased power, reserve capacity, 

Rate Stabilization Charge-intended to compensate Duke Energy Ohio for maintaining a fixed price through 2008. This charge was 

* Generation Prices and Fuel Recovery-A market price has been established for generation service. A component of the market 

Transmission Cost Recovery-A transmission cost recovery mechanism was established beginning January 1, 2005 for 

Energy Purchases and Fuel Costs. A cost tracking recovery mechanism is used to recover costs of retail fuel and emission 
allowances that exceed the amount originally included in the rates frozen in the Duke Energy Ohio transition plan. Also, Duke Energy Ohio 
began utilizing a tracking mechanism approved by the PUCO for the recovery of system reliability capacity costs related to certain speci- 
fied purchases of power. 

different derivative and non-derivative instruments in connection with its commodity price and interest rate risk management activities, 
including swaps, futures, forwards and options. All derivative instruments not designated and qualifying for the normal purchases and 
normal sales exception under SFAS No. 133, “Accounting for Derivative instruments and Hedging Activities,” as amended (SFAS 
No. 133), are recorded on the Consolidated Balance Sheets at their fair value. Cash inflows and outflows related to derivative instru- 
ments, except those that contain financing elements and those related to other investing activities, are presented as a component of 
operating cash flows in the accompanying Consolidated Statements of Cash Flows. Cash inflows and outflows related to derivative 
instruments containing financing elements are presented as a component of financing cash flows in the accompanying Consolidated 
Statements of Cash Flows while cash inflows and outflows from derivatives related to investing activities are presented as a component of 
investing cash flows in the accompanying Consolidated Statements of Cash Flows. 

Accounting for Risk Management and Hedging Activities and Financial Instruments. Duke Energy Ohio may use a number of 
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DUKE ENERGY OHIO, INC. 
Notes To Consolidated Financial Statements-(Continued) 

Duke Energy Ohio has designated all energy commodity derivatives as nontrading subsequent to the October 2006 sale of Cinergy 
Marketing and Trading, LP, and Cinergy Canada, Inc. (collectively CMT), which is discussed further in Note 14. Gains and losses for all 
derivative contracts that do not represent physical delivery contracts are reported on a net basis in the Consolidated Statements of 
Operations. For each of Duke Energy Ohio's physical delivery contracts that are derivatives, the accounting model and presentation of 
gains and losses, or revenue and expense in the Consolidated Statements of Operations is shown below. 

Duke Energy Ohio 
Accounting Model Classification of Contract 

Trading derivatives Mark-tomarketla] Net basis in Nan-regulated electric and other 

Non-trading derivatives: 

Presentation of Gains & Losses or Revenue & Expense 

Cash flow hedge 

Fair value hedge 

Normal purchase or sale 

llndesignated 

Accrual'bl 

Accruallb] 

AccruaPl 

Mark-to-rnarket(a1 

Gross basis in the same Statement of Operations category as the related 
hedged item 

Gross basis in the same Statement of Operations category as the related 
hedged item 

Gross basis upon settlement in the corresponding Statement of Operations 
category based on commodity type 

Net basis in the related Statement of Operations category for interest rate 
and commodity derivatives in the non-regulated business. For derivatives 
related to the regulated business, gains and losses are deferred as 
regulatory liabilities and assets, respectively. 

(a) An accounting term used by Duke Energy Ohio to refer to derivative contracts for which an asset or liability is recognized at fair value and the change in the fair 
value of that asset or liability is generally recognized in the Consolidated Statements of Operations for the non-regulated business and the Consolidated Balance 
Sheets within regulatory assets or regulatory liabilities for the regulated business. This term is applied to trading and undesignated non-trading derivative c o n  
tracts. As this term is not explicitly defined within GAAP, Duke Energy Ohio's application of this term could differ from that of other companies. 

(b) An accounting term used by Duke Energy Ohio to refer to contracts for which there is generally no recognition in the Consolidated Statements of Operations for 
any changes in fair value until the service is provided, the associated delivery period occurs or there is hedge ineffectiveness. As discussed further below, this 
term is applied to derivative contracts that are accounted for as cash flow hedges, fair value hedges, and normal purchases or sales, as well as to non-derivative 
contracts used for commodity risk management purposes As this term is not explicitly defined within GAAP, Duke Energy Ohio's application of this term could 
differ from that of other companies. 

On January 1, 2008, Duke Energy Ohio adopted FASB Staff Position (FSP) No. FIN 39-1, "Amendment of FASB Interpretation No. 
(FIN) 39, Offsetting of Amounts Related to Certain Contracts" (FSP No. FIN 39-11" In accordance with FSP No. FIN 39-1, Duke Energy Ohio 
offsets fair value amounts (or amounts that approximate fair value) recognized on its Consolidated Balance Sheets related to cash 
collateral amounts receivable or payable against fair value amounts recognized for derivative instruments executed with the same 
counterparty under the same master netting agreement. Prior to the adoption of FSP No. FIN 39-1, Duke Energy Ohio offset the fair value 
amounts recognized for derivative instruments executed with the same counterparty under the same master netting agreement in 
accordance with FIN 39, "Offsetting of Amoiints Related to Certain Contracts," hut presented cash collateral on a gross basis within the 
Consolidated Balance Sheets. At December 31, 2008 and 2007, Duke Energy Ohio had receivables related to the right to reclaim cash 
collateral of approximately $85 million and $5 million, respectively, and had payables related to obligations to return cash collateral of an 
insignificant amount at each balance sheet date that have been offset against net derivative positions in the Consolidated Balance 
Sheets. Additionally, Duke Energy Ohio had cash collateral receivables of approximately $53 million and $I 5 million under master netting 
arrangements that have not been offset against net derivative positions at December 31, 2008 and 2007, respectively, as these 
amounts primarily represent initial margin deposits related to New York Mercantile Exchange (NYMEX) futures contracts. Duke Energy 
Ohio had insignificant cash collateral payables under master netting arrangements that have not been offset against net derivative posi- 
tions at December 31, 2008 and December 31, 2007. 

forecasted transaction or future cash flows (cash flow hedge) or a hedge of a recognized asset, liability or firm commitment (fair value 
hedge). For all contracts accounted for as a hedge, Duke Energy Ohio prepares formal documentation of the hedge in accordance with 
SFAS No. 133. In addition, at inception and at least every three months thereafter, Duke Energy Ohio formally assesses whether the 
hedge contract is highly effective in offsetting changes in cash flows or fair values of hedged items. Duke Energy Ohio documents hedg- 
ing activity by transaction type (futures/swaps) and risk management strategy (commodity price risklinterest rate risk). 

Cash Flow and Fair Value Hedges. Qualifying energy commodity and other derivatives may be designated as either a hedge of a 
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Changes in the fair value of a derivative designated and qualified as a cash flow hedge, to the extent effective, are included in the 
Consolidated Statements of Common Stockholder’s Equity and Comprehensive Income as Accumulated Other Comprehensive Income 
(Loss) (AOCI) until earnings are affected by the hedged item. Duke Energy Ohio discontinues hedge accounting prospectively when it has 
determined that a derivative no longer qualifies as an effective hedge, or when it is no longer probable that the hedged forecasted trans 
action will occur. When hedge accounting is discontinued because the derivative no longer qualifies as an effective hedge, the derivative 
is subject to the Mark-to-Market model of accounting (MTM Model) prospectively. Gains and losses related to discontinued hedges that 
were previously accumulated in AOCl will remain in AOCl until the underlying contract is reflected in earnings, unless it is probable that the 
hedged forecasted transaction will not occur, at which time associated deferred amounts in AOCl are immediately recognized in earnings. 

For derivatives designated as fair value hedges, Duke Energy Ohio recognizes the gain or loss on the derivative instrument, as well 
as the offsetting loss or gain on the hedged item in earnings, to the extent effective, in the current period. All derivatives designated and 
accounted for as hedges are classified in the same category as the item being hedged in the Consolidated Statements of Cash Flows. In 
addition, all components of each derivative gain or loss are included in the assessment of hedge effectiveness. 

Normal Purchases and Normal Sales (NPNSI. On a limited basis, Duke Energy Ohio applies the NPNS exception to certain contracts. 
If contracts cease to meet this exception, the fair value of the contracts is recognized on the Consolidated Balance Sheets and the con- 
tracts are accounted for prospectively using the MTM Model unless immediately designated as a cash flow or fair value hedge. 

Valuation. When available, quoted market prices or prices obtained through external sources are used to measure a contract‘s fair 
value. For contracts with a delivery location or duration for which quoted market prices are not available, fair value is determined based 
on internally developed valuation techniques or models. For derivatives recognized under the MPM Model, valuation adjustments are also 
recognized in the Consolidated Statements of Operations. 

Goodwill. Duke Energy Ohio evaluates goodwill for potential impairment under the guidance of SFAS No. 142, “Goodwill and Other 
Intangible Assets’’ (SFAS No, 142). Under this provision, goodwill is subject to an annual test for impairment. Duke Energy Ohio has des- 
ignated August 31 as the date it performs the annual review for goodwill impairment for its reporting units. Under the provisions of SFAS 
No. 142, Duke Energy Ohio performs the annual review for goodwill impairment at the reporting unit level, which Duke Energy Ohio has 
determined to be an operating segment. 

Impairment testing of goodwill consists of a two-step process. The first step involves a comparison of the determined fair value of a 
reporting unit with its carrying amount. If the carrying amount of the reporting unit exceeds its fair value, the second step of the process 
involves a comparison of the fair value and carrying value of the goodwill of that reporting unit. If the carrying value of the goodwill of a 
reporting unit exceeds the implied fair value of that goodwill, an impairment loss is recognized in an amount equal to the excess. Addi- 
tional impairment tests are performed between the annual reviews if events or changes in circumstances make it more likely than not that 
the fair value of a reporting unit is below its carrying amount. 

Duke Energy Ohio primarily uses a discounted cash flow analysis to determine fair value. Key assumptions in the determination of 
fair value include the use of an appropriate discount rate, estimated future cash flows and estimated run rates of operation, maintenance, 
and general and administrative costs. In estimating cash flows, Duke Energy Ohio incorporates expected growth rates, regulatory stability 
and ability to renew contracts as well as other factors into its revenue and expense forecasts. See Note 10 for further information. 

Property, Plant and Equipment. As discussed under “Predecessor and Successor Reporting” above, recorded balances for prop- 
erty, plant and equipment existing as of April 3, 2006 were adjusted to reflect fair values as of that date. Due to rate-setting and recovery 
provisions currently in place for regulated operations, the fair values of property plant and equipment of the regulated operations were 
considered to approximate their carrying values as of the date of Duke Energy’s merger with Cinergy. Accumulated depreciation was not 
reset to zero as of the merger date for the regulated property, plant and equipment due primarily to regulatory reporting implications. 
Unregulated property, plant and equipment were recorded at respective fair values and accumulated deprecation was reset to zero as of 
the merger date. Otherwise, property, plant and equipment are stated at the lower of historical cost less accumulated depreciation or fair 
value, if impaired. Duke Energy Ohio capitalizes all construction-related direct labor and material costs, as well as indirect construction 
costs. Indirect costs include general engineering, taxes and the cost of funds used during construction (see “Allowance for Funds Used 
During Construction (AFUDC),” discussed below). The cost of renewals and betterments that extend the useful life of property, plant and 
equipment are also capitalized. The cost of repairs, replacements and major maintenance projects, which do not extend the useful life or 
increase the expected output of the asset, is expensed as incurred. Depreciation is generally computed over the asset‘s estimated useful 
life using the composite straight-line method. The composite weighted-average depreciation rates were 2.6% for 2008, 2.6% for 2007 
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and 2.7% for 2006. Depreciation studies are conducted periodically to update the composite rates and are approved by the PllCO and 
the Kentucky Public Service Commission (KPSC). 

less salvage value, to accumulated depreciation. When it sells entire regulated operating units, or retires or sells non-regulated proper- 
ties, the cost is removed from the property account and the related accumulated depreciation and amortization accounts are reduced. 
Any gain or loss is recorded in earnings, unless otherwise required by the applicable regulatory body. 

ment balance. 

“Accounting For Asset Retirement Obligations” (SFAS No. 1431, for legal obligations associated with the retirement of long-lived assets 
that result from the acquisition, construction, development and/or normal use of the asset and FIN No. 47, “Accounting for Conditional 
Asset Retirement Obligations” (FIN 471, for conditional asset retirement obligations. The term conditional asset retirement obligation as 
used in SFAS No. 143 and FIN 47 refers to a legal obligation to perform an asset retirement activity in which the timing and (or) method 
of settlement are conditional on a future event that may or may not be within the control of the entity. The obligation to perform the asset 
retirement activity is unconditional even though uncertainty exists about the timing and (or) method of settlement. Thus, the timing and (or) 
method of settlement may be conditional on a future event. Both SFAS No. 143 and FIN 47 require that the present value of the projected 
liability for an asset retirement obligation be recognized in the period in which it is incurred, if a reasonable estimate of fair value can be 
made. The present value of the liability is added to the carrying amount of the associated asset. This additional carrying amount is then 
depreciated over the estimated useful life of the asset. See Note 7 for further information regarding Duke Energy Ohio’s asset retirement 
obligations. 

Long-Lived Asset Impairments, Assets Held For Sale and Discontinued Operations. Duke Energy Ohio evaluates whether 
long-lived assets, excluding goodwill, have been impaired when circumstances indicate the carrying value of those assets may not be 
recoverable. For such long-lived assets, an impairment exists when its carrying value exceeds the sum of estimates of the undiscounted 
cash flows expected to result from the use and eventual disposition of the asset. When alternative courses of action to recover the carry- 
ing amount of a long-lived asset are under consideration, a probability-weighted approach is used for developing estimates of future 
undiscounted cash flows. If the carrying value of the long-lived asset is not recoverable based on these estimated future undiscounted 
cash flows, the impairment loss is measured as the excess of the asset‘s carrying value over its fair value, such that the asset‘s carrying 
value is adjusted to its estimated fair value. 

Management assesses the fair value of long-lived assets using commonly accepted techniques, and may use more than one source. 
Sources to determine fair value include, but are not limited to, recent third party comparable sales, internally developed discounted cash 
flow analysis and analysis from outside advisors. Significant changes in market conditions resulting from events such as changes in 
commodity prices or the condition of an asset, or a change in management‘s intent to utilize the asset may generally require manage 
ment to reassess the cash flows related to the long-lived assets. 

Duke Energy Ohio uses the criteria in SFAS No. 144 “Accounting for the Impairment or Disposal of Long-Lived Assets” (SFAS 
No. 144), to determine when an asset is classified as “held for sale.” Upon classification as “held for sale,” the long-lived asset or asset 
group is measured at the lower of its carrying amount or fair value less cost to sell, depreciation is ceased and the asset or asset group 
is separately presented on the Consolidated Balance Sheets. When an asset or asset group meets the SFAS No. 144 criteria for classi- 
fication as held for sale within the Consolidated Balance Sheets, Duke Energy Ohio does not retrospectively adjust prior period balance 
sheets to conform to current year presentation. 

Duke Energy Ohio uses the criteria in SFAS No. 144 and Emerging Issues Task Force (EITF) Issue No. 03-13, “Applying the Con- 
ditions in Paragraph 42 of FASB Statement No. 144 in Determining Whether to Report Discontinued Operations” (EITF 03-13), to 
determine whether components of Duke Energy Ohio that are being disposed of, are classified as held for sale or have been wound down 
are required to be reported as discontinued operations in the Consolidated Statements of Operations. To qualify as a discontinued oper- 
ation under SFAS No. 144, the component being disposed of must have clearly distinguishable operations and cash flows. Additionally, 
pursuant to EITF 03-13, Duke Energy Ohio must not have significant continuing involvement in the operations after the disposal (i.e., Duke 
Energy Ohio must not have the ability to influence the operating or financial policies of the disposed component) and cash flows of the 
operations being disposed of must have been eliminated from Duke Energy Ohio‘s ongoing operations (Le”, Duke Energy Ohio does not 

When Duke Energy Ohio retires its regulated property, plant and equipment, it charges the original cost plus the cost of retirement, 

See Note 15 for further information on the components and estimated useful lives of Duke Energy Ohio’s property, plant and equip- 

Asset Retirement Obligations. Duke Energy Ohio recognizes asset retirement obligations in accordance with SFAS No. 143, 
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expect to generate significant direct cash flows from activities involving the disposed component after the disposal transaction is 
completed). Assuming both preceding conditions are met, the related results of operations for the current and prior periods, including any 
related impairments, are reflected within discontinued operations, net of tax, in the Consolidated Statements of Operations. If an asset 
held for sale does not meet the requirements for discontinued operations classification, any impairments and gains or losses on sales are 
recorded as a component of continuing operations in the Consolidated Statements of Operations. Impairments for all other long-lived 
assets are recorded in Operating Expenses in the Consolidated Statements of Operations. 

Unamortized Debt Premium, Discount and Expense. Premiums, discounts and expenses incurred with the issuance of out- 
standing long-term debt are amortized over the terms of the debt issues. Any call premiums or unamortized expenses associated with 
refinancing highercost debt obligations to finance regulated assets and operations are amortized consistent with regulatory treatment of 
those items, where appropriate. The amortization expense is recorded as a component of interest expense in the Consolidated State- 
ments of Operations and is reflected as Depreciation and amortization within Net cash provided by operating activities on the Con- 
solidated Statements of Cash Flows. 

Loss Contingencies. Duke Energy Ohio is involved in certain legal and environmental matters that arise in the normal course of 
business. Loss contingencies are accounted for under SFAS No. 5, "Accounting for Contingencies" (SFAS No. 5). Under SFAS No. 5, con- 
tingent losses are recorded when it is determined that it is probable that a loss has occurred and the amount of the loss can be reason- 
ably estimated. When a range of the probable loss exists and no amount within the range is a better estimate than any other amount, 
Duke Energy Ohio records a loss contingency at the minimum amount in the range. Unless otherwise required by GAAP, legal fees are 
expensed as incurred. See Note 18 for further information. 

ations that do not generate current or future revenues. Environmental expenditures related to operations that generate current or future 
revenues are expensed or capitalized, as appropriate. Liabilities are recorded on an undiscounted basis when the necessity for environ- 
mental remediation becomes probable and the costs can be reasonably estimated, or when other potential environmental liabilities are 
reasonably estimable and probable. 

provided or the product is delivered. Unbilled revenues are estimated by applying an average revenue per kilowatt-hour or per thousand 
cubic feet (Mcf) for all customer classes to the number of estimated kilowatt-hours or Mcfs delivered but not billed. The amount of unbilled 
revenues can vary significantly from period to period as a result of factors, including seasonality, weather, customer usage patterns and 
customer mix. Unbilled revenues, which are included in Receivables on the Consolidated Balance Sheets, primarily relate to wholesale 
sales at Commercial Power and were approximately $40 million and $38 million, at December 31, 2008 and 2007, respectively. 
Additionally, receivables for unbilled revenues of approximately $149 million and $145 million at December 31, 2008 and 2007, 
respectively, related to retail accounts receivable at Duke Energy Ohio and Duke Energy Kentucky are included in the sales of accounts 
receivable to Cinergy Receivables Company, LLC (Cinergy Receivables). See Note 13 for additional information. 

Fuel Cost Deferrals. Fuel expense includes fuel costs or other recoveries that are deferred through fuel clauses established by 
Duke Energy Ohio's regulators. These clauses allow Duke Energy Ohio to recover fuel costs, fuel-related costs and portions of purchased 
power costs through surcharges on customer rates. These deferred fuel costs are recognized in revenues and fuel expenses as they are 
billable to customers. 

AFUDC. In accordance with regulatory treatment, Duke Energy Ohio records AFUDC, which represents the estimated debt and 
equity costs of capital funds necessary to finance the construction of new regulated facilities. Both the debt and equity components of 
AFUDC are noncash amounts within the Consolidated Statements of Operations. AFUDC is capitalized as a component of the cost of 
Property, Plant and Equipment, with an offsetting credit to Other Income and Expenses, net on the Consolidated Statements of Oper- 
ations for the equity component and as an offset to Interest Expense on the Consolidated Statements of Operations for the debt compo- 
nent. After construction is completed, Duke Energy Ohio is permitted to recover these costs through inclusion in the rate base and the 
corresponding depreciation expense. The total amount of AFUDC included in the Consolidated Statements of Operations was $26 million 
in 2008, which consisted of an after-tax equity component of $7 million and a before-tax interest expense component of $19 million. The 
total amount of AFUDC included in the Consolidated Statements of Operations was $34 million in 2007, which consisted of an after-tax 
equity component of $4 million and a beforetax interest expense component of $30 million. The total amount of AFUDC included in the 
Consolidated Statements of Operations for the nine months ended December 31, 2006 was $16 million, which consisted of an after-tax 

Environmental Expenditures. Duke Energy Ohio expenses environmental expenditures related to conditions caused by past oper- 

Revenue Recognition and Unbilled Revenue. Revenues on sales of electricity and gas are recognized when either the service is 
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equity component of $2 million and a before-tax interest expense component of $14 million. The total amount of AFUDC included in the 
Consolidated Statements of Operations for the three months ended March 31, 2006 was $4 million, which consisted of an after-tax equity 
component of $1 million and a before-tax interest expense component of $3 million. 

income tax purposes (i.e., a permanent difference between financial statement and income tax reporting), thus reducing Duke Energy 
Ohio’s income tax expense and effective tax rate during the construction phase in which AFUDC equity is being recorded. The effective 
tax rate is subsequently increased in future periods when the completed property, plant and equipment is placed in service and deprecia- 
tion of the AFUDC equity commences. 

Accounting For Purchases and Sales of Emission Allowances. Emission allowances are issued by the Environmental Protection 
Agency (EPA) at zero cost and permit the holder of the allowance to emit certain gaseous by-products of fossil fuel combustion, including 
sulfur dioxide (SO2) and nitrogen oxide (NO,). Allowances may also be bought and sold via third patty transactions or consumed as the 
emissions are generated. Allowances allocated to or acquired by Duke Energy Ohio are held primarily for consumptian. Duke Energy Ohio 
records emission allowances as Intangibles, net on its Consolidated Balance Sheets and recognizes the allowances in earnings as they 
are consumed or sold. Gains or losses on sales of emission allowances for non-regulated businesses are presented on a net basis in 
Gains (Losses) on Sales of Other Assets and Other, net, in the accompanying Consolidated Statements of Operations. For regulated busi- 
nesses that provide for direct recovery of emission allowances, any gain or loss on sales of recoverable emission allowances are included 
in the rate structure of the regulated entity and are deferred as a regulatory asset or liability. Future rates charged to retail customers are 
impacted by any gain or loss on sales of recoverable emission allowances and, therefore, as the recovery of the gain or loss is recog 
nized in operating revenues, the regulatory asset or liability related to the emission allowance activity is recognized as a component of 
Fuel Used in Electric Generation and Purchased Power-Regulated in the Consolidated Statements of Operations. Purchases and sales of 
emission allowances are presented gross as investing activities on the consolidated Statements of Cash Flows. See Note 11 for dis- 
cussion regarding the impairment of the carrying value of certain emission allowances in 2008. 

Income Taxes. As a result of Duke Energy‘s merger with Cinergy, Duke Energy Ohio entered into a tax sharing agreement with 
Duke Energy, where the separate return method is used to allocate tax expenses and benefits to the subsidiaries whose investments or 
results of operations provide these tax expenses or benefits. The accounting for income taxes essentially represents the income taxes 
that Duke Energy Ohio would incur if Duke Energy Ohio were a separate company filing its own federal tax return as a C-Corporation. The 
current tax sharing agreement Duke Energy Ohio has with Duke Energy is substantially the same as the tax sharing agreement between 
Duke Energy Ohio and Cinergy prior to the merger. Deferred income taxes have been provided for temporary differences between the 
GAAP and tax carrying amounts of assets and liabilities. These differences create taxable or tax-deductible amounts for future periods. 
Investment tax credits have been deferred and are being amortized over the estimated useful lives of the related properties in Duke 
Energy Ohio’s regulated operations. 

Management evaluates and records uncertain tax positions in accordance with FIN 48, “Accounting For Uncertainty in Income 
Taxes-an Interpretation of FASB Statement 1 0 9  (FIN 481, which was adopted by Duke Energy Ohio on January 1, 2007. Duke Energy 
Ohio records tax benefits for uncertain positions taken or expected to be taken on tax returns, including the decision to exclude certain 
income or transactions from a return, when a more-likely-than-not threshold is met for a tax position and management believes that the 
position will be sustained upon examination by the taxing authorities. Management evaluates each position based solely on the technical 
merits and facts and circumstances of the position, assuming the position will be examined by a taxing authority having full knowledge of 
all relevant information. In accordance with FIN 48, Duke Energy Ohio records the largest amount of the uncertain tax benefit that is 
greater than 50% likely of being realized upon settlement or effective settlement. Management considers a tax position effectively settled 
for the purpose of recognizing previously unrecognized tax benefits when the following conditions exist: (i) the taxing authority has com- 
pleted its examination procedures, including all appeals and administrative reviews that the taxing authority is required and expected to 
perform for the tax positions, (ii) Duke Energy Ohio does not intend to appeal or litigate any aspect of the tax position included in the 
completed examination, and (iii) it is remote that the taxing authority would examine or reexamine any aspect of the tax position. See Note 
6 for further information. 

Duke Energy Ohio records, as it relates to taxes, interest expense as Interest Expense and interest income and penalties in Other 

AFUDC equity is recorded in the Consolidated Statements of Operations on an after-tax basis and is a permanent difference item for 

Income and Expenses, net, in the Consolidated statements of Operations, 
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Excise Taxes. Certain excise taxes levied by state or local governments are collected by Duke Energy Ohio from its customers. 
These taxes, which are required to be paid regardless of Duke Energy Ohio’s ability to collect from the customer, are accounted for on a 
gross basis. When Duke Energy Ohio acts as an agent, and the tax is not required to be remitted if it is not collected from the customer, 
the taxes are accounted for on a net basis. Duke Energy Ohio’s excise taxes accounted for on a gross basis and recorded as revenues in 
the accompanying Consolidated Statements of Operations were as follows: 

SuccessorM Predecessorla1 
Three Months Ended 

March 31,2006 

$38 

I~ __ 
Year Ended Year Ended Nine Months Ended 

December 31,2008 December 31,2007 December 31, 2006 

I 
(in millions) 

$121 $119 $77 
(a) See ”Predecessor and Successor Reporting” section above for additional information on Predecessor and Successor reporting 

Segment Reporting. SFAS No. 131, “Disclosures about Segments of an Enterprise and Related Information” (SFAS No. 1311, 
establishes standards for a public company to report financial and descriptive information about its reportable operating segments in 
annual and interim financial reports. Operating segments are components of an enterprise about which separate financial information is 
available and evaluated regularly by the chief operating decision maker in deciding how to allocate resources and evaluate performance. 
Two or more operating segments may be aggregated into a single reportable segment provided aggregation is consistent with the 
objective and basic principles of SFAS No. 131, if the segments have similar economic characteristics, and the segments are considered 
similar under criteria provided by SFAS No. 131. There is no aggregation within Duke Energy Ohio’s reportable business segments. SFAS 
No. 131 also establishes standards and related disclosures about the way the operating segments were determined, including products 
and services, geographic areas and major customers, differences between the measurements used in reporting segment information and 
those used in the general-purpose financial statements, and changes in the measurement of segment amounts from period to period. The 
description of Duke Energy Ohio’s reportable segments, consistent with how business results are reported internally to management and 
the disclosure of segment information in accordance with SFAS No. 131, are presented in Note 2. 

Statements of Consolidated Cash Flows. Duke Energy Ohio has made certain classification elections within its Consolidated 
Statements of Cash Flows related to discontinued operations and debt restricted for qualified capital and maintenance expenditures. Cash 
flows from discontinued operations are combined with cash flows from continuing operations within operating, investing and financing 
cash flows within the Consolidated Statements of Cash Flows. Proceeds from debt issued with restrictions to fund future capital and main- 
tenance expenditures are presented on a gross basis, with the debt proceeds classified as a financing cash inflow and the changes in the 
restricted funds held in trust presented as a component of investing activities. 

December 31, 2008 and the impact of such adoption, if applicable, has been presented in the accompanying consolidated Financial 
Statements: 

SFAS No. 157, “Fair Value Measurements” W A S  No. 1571. Refer to Note 9 for a discussion of Duke Energy Ohio’s adoption of SFAS 
No. 157. 

SFAS No. 159, “The Fair Value Option for Financial Assets and Financial Liabilities- including an amendment of FASB Statement 
No. 115” W A S  No. 159). Refer to Note 9 for a discussion of Duke Energy Ohio‘s adoption of SFAS No. 159. 

FASB Staff Position (FSP1 No. FIN 39-1, “Amendment of FASB Interpretation No 39, Offsetting of Amounts Related to Certain Con- 
tracts” (FSP No. FIN 39-11. Refer to “Accounting for Risk Management and Hedging Activities and Financial Instruments” above for a dis- 
cussion of Duke Energy Ohio’s adoption of FSP No. FIN 39-1. 

impact of such adoption, if applicable, has been presented in the accompanying Consolidated Financial Statements: 

(SFAS No. 1551. In February 2006, the FASB issued SFAS No. 155, which amends SFAS No. 133, “Accounting for Derivative Instruments 
and Hedging Activities” and SFAS No. 140, “Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities” 
(SFAS No. 140). SFAS No. 155 allows financial instruments that have embedded derivatives to be accounted for at fair value at acquis- 
ition, a t  issuance, or when a previously recognized financial instrument is subject to a remeasurement (new basis) event, on an 
instrument-by-instrument basis, in cases in which a derivative would otherwise have to be bifurcated. SFAS No. 155 was effective for Duke 

New Accounting Standards. The following new accounting standards were adopted by Duke Energy Ohio during the year ended 

The following new accounting standards were adopted by Duke Energy Ohio during the year ended December 31, 2007 and the 

SFAS No. 155, “Accounting for Certain Hybrid Financial Instruments-an amendment of FASB Statements No. 133 and 140” 

35 



PART II 

DUKE ENERGY OHIO, INC. 
Notes To Consolidated Financial Statements-(Continued) 

Energy Ohio for all financial instruments acquired, issued, or subject to remeasurement after January 1, 2007, and for certain hybrid finan 
cia1 instruments that had been bifurcated prior to the effective date, for which the effect is to be reported as a cumulativeeffect adjust- 
ment to beginning retained earnings. The adoption of SFAS No. 155 did not have a material impact on Duke Energy Ohio‘s consolidated 
results of operations, cash flows or financial position. 

2006, the FASB issued SFAS No. 156, which amends SFAS No. 140. SFAS No. 156 requires recognition of a servicing asset or liability 
when an entity enters into arrangements to service financial instruments in certain situations. Such servicing assets or servicing liabilities 
are required to be initially measured at fair value, if practicable. SFAS No. 156 also allows an entity to subsequently measure its servicing 
assets or servicing liabilities using either an amortization method or a fair value method. SFAS No. 156 was effective for Duke Energy 
Ohio as of January 1, 2007, and must be applied prospectively, except that where an entity elects to remeasure separately recognized 
existing arrangements and reclassify certain availablefor-sale securities to trading securities, any effects must be reported as a 
cumulative-effect adjustment to retained earnings. The adoption of SFAS No. 156 did not have a material impact on Duke Energy Ohio’s 
consolidated results of operations, cash flows or financial position. 

SFAS No. 158, “Employer’s Accounting for Defined Benefit Pension and Other Postretirement Plans, an amendment of FASB State 
ments No. 87, 88, 106, and 132fR)” (SFAS No. 1581. In October 2006, the FASB issued SFAS No. 158, which changes the recognition 
and disclosure provisions and measurement date requirements for an employer’s accounting for defined benefit pension and other post- 
retirement plans. The recognition and disclosure provisions require an employer to (1) recognize the funded status of a benefit plan- 
measured as the difference between plan assets at fair value and the benefit obligation-in its statement of financial position, 
(2) recognize as a component of other comprehensive loss, net of tax, the gains or losses and prior service costs or credits that arise 
during the period but are not recognized as components of net periodic benefit cost, and (3) disclose in the notes to financial statements 
certain additional information. SFAS No. 158 does not change the amounts recognized in the income statement as net periodic benefit 
cost. Duke Energy Ohio recognized the funded status of its defined benefit pension and other past-retirement plans and provided the 
required additional disclosures as of December 31, 2006. The adoption of SFAS No. 158 recognition and disclosure provisions resulted 
in an increase in total assets of approximately $33 million (consisting of an increase in regulatory assets of $31 million and an increase in 
deferred tax assets of $2 million), an increase in total liabilities of approximately $35 million and a decrease in AOCI, net of tax, of approx- 
imately $2 million as of December 31, 2006. The adoption of SFAS No. 158 did not have a material impact on Duke Energy Ohio’s con- 
solidated results of operations or cash flows. 

Under the measurement date requirements of SFAS No. 158, an employer is required to measure defined benefit plan assets and 
obligations as of the date of the employer’s fiscal year-end statement of financial position (with limited exceptions). Historically, Duke 
Energy Ohia has measured its plan assets and obligations up to three months prior to the fiscal year-end, as allowed under the author- 
itative accounting literature. Duke Energy Ohio adopted the change in measurement date effective January 1, 2007 by remeasuring plan 
assets and benefit obligations as of that date, pursuant to the transition requirements of SFAS No. 158. Net periodic benefit cost of 
approximately $3 million for the three-month period between September 30, 2006 and December 31, 2006 was recognized, net of tax, 
as a separate adjustment of retained earnings as of January 1, 2007. Additionally, in the first quarter of 2007, the changes in plan assets 
and plan obligations between the September 30, 2006 and December 31, 2006 measurement dates not related to net periodic benefit 
cost was required to be recognized, net of tax, as a separate adjustment of the opening balance of AOCl and regulatory assets. This 
adjustment was not material. During the second quarter of 2007, Duke Energy Ohio completed these calculations. The finalization of 
these actuarial calculations resulted in a $2 million adjustment to AOCl and an insignificant adjustment to regulatory assets. 

FIN 48. In July 2006, the FASB issued FIN 48, which provides guidance on accounting for income tax positions about which Duke 
Energy Ohio has concluded there is a level of uncertainty with respect to the recognition of a tax benefit in Duke Energy Ohio’s financial 
statements. FIN 48 prescribes the minimum recognition threshold a tax position is required to meet. Tax positions are defined very 
broadly and include not only tax deductions and credits but also decisions not to file in a particular jurisdiction, as well as the taxability of 
transactions. Duke Energy Ohio adopted FIN 48 effective January 1, 2007. See Note 6 for additional information. 

FASB Staff Position (FSP) No. FIN 48-1, Definition of “Settlement” in FASB Interpretation No. 48  (FSP No. FIN 48-11. In May, 2007, 
the FASB staff issued FSP No. FIN 48-1 which clarifies the conditions under FIN 48 that should be met for a tax position to be considered 
effectively settled with the taxing authority. Duke Energy Ohio’s adoption of FIN 48 as of January 1, 2007 was consistent with the guid- 
ance in this FSP. 

SFAS No, 156, “Accounting for Servicing of Financial Assets-an amendment of FASB Statement No. 140” (SFAS No. 156). In March 
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The following new accounting standard was adopted by Duke Energy Ohio during the year ended December 31, 2006 and the 

Staff Accounting Bulletin (SABI No. 108, “Considering the Effects of Prior Year Misstatements When Quantifying Misstatements in 

impact of such adoption, if applicable, has been presented in the accompanying Consolidated Financial Statements: 

Current Year Financial Statements” (SA6 No. 108). In September 2006 the Securities and Exchange Commission (SEC) issued SAB 
No. 108, which provides interpretive guidance on how the effects of the carryover or reversal of prior year misstatements should be 
considered in quantifying a current year misstatement. Traditionally, there have been two widely-recognized approaches for quantifying 
the effects of financial statement misstatements. The income statement approach focuses primarily on the impact of a misstatement on 
the income statement-including the reversing effect of prior year misstatements-but its use can lead to the accumulation of misstate- 
ments in the balance sheet. The balance sheet approach, on the other hand, focuses primarily on the effect of correcting the period-end 
balance sheet with less emphasis on the reversing effects of prior year errors on the income statement. The SEC staff believes that regis- 
trants should quantify errors using both a balance sheet and an income statement approach (a “dual approach”) and evaluate whether 
either approach results in quantifying a misstatement that, when all relevant quantitative and qualitative factors are considered, is materi- 
al. 

SAB No. 108 was effective for Duke Energy Ohio’s year ending December 31, 2006. SAB No. 108 permits existing public compa- 
nies to initially apply its provisions either by (i) restating prior financial statements as if the “dual approach” had always been used or (ii), 
under certain circumstances, recording the cumulative effect of initially applying the “dual approach” as adjustments to the carrying val- 
ues of assets and liabilities as of .January 1, 2006 with an offsetting adjustment recorded to the opening balance of retained earnings. 
Duke Energy Ohio has historically used a dual approach for quantifying identified financial statement misstatements. Therefore, the adop- 
tion of SA5 No. 108 did not have a material impact on Duke Energy Ohio’s consolidated results of operations, cash flows or financial 
position. 

2008: 
The following new accounting standards have been issued, but have not yet been adopted by Duke Energy Ohio as of December 31, 

SFAS No. 141 (revised 20071, ”Business Combinations” (SFAS No. 141fR1). In December 2007, the FASB issued SFAS No. 141(R), 
which replaces SFAS No. 141, “Business Combinations.’’ SFAS No. 141(R) retains the fundamental requirements in SFAS No. 141 that the 
acquisition method of accounting be used for all business combinations and that an acquirer be identified for each business combination. 
This statement also establishes principles and requirements for how an acquirer recognizes and measures in its financial statements the 
identifiable assets acquired, the liabilities assumed, any noncontrolling (minority) interests in an acquiree, and any goodwill acquired in a 
business combination or gain recognized from a bargain purchase. For Duke Energy Ohio, SFAS No. 141(R) must be applied pro- 
spectively to business combinations for which the acquisition date occurs on or after January 1, 2009. The impact to Duke Energy Ohio 
of applying SFAS No. 141(R) for periods subsequent to implementation will be dependent upon the nature of any transactions within the 
scope of SFAS No. 141(R). SFAS No. 141(R) changes the accounting for income taxes related to prior business combinations, such as 
Duke Energy‘s merger with Cinergy. Subsequent to the effective date of SFAS No. 141(R), the resolution of tax contingencies relating to 
Cinergy that existed as af the date of the merger will be required to be reflected in the Consolidated Statements of Operations instead of 
being reflected as an adjustment to the purchase price via an adjustment to goodwill. 

SFAS No. 161, “Disclosures about Derivative Instruments and Hedging Activities--an amendment to FASB Statement No. 133” 
(SFAS No. 161). In March 2008, the FASB issued SFAS No. 161, which amends and expands the disclosure requirements for derivative 
instruments and hedging activities prescribed by SFAS No. 133, “Accounting for Derivative Instruments and Hedging Activities.” SFAS 
No. 161 requires qualitative disclosures about objectives and strategies for using derivatives, quantitative disclosures about fair value 
amounts of and gains and losses on derivative instruments, and disclosures about credit-risk-related contingent features in derivative 
agreements. Duke Energy Ohio will adopt SFAS No. 161 as of January 1, 2009 and SFAS No. 161 encourages, but does not require, 
comparative disclosure for earlier periods at initial adoption. The adoption of SFAS No. 161 will not have any impact on Duke Energy 
Ohio‘s consolidated results of operations, cash flows or financial position. 

2. Business Segments 

No. 131: Franchised Electric and Gas and Commercial Power. Duke Energy Ohio’s management believes these reportable business 
segments properly align the various operations of Duke Energy Ohio with how the chief operating decision maker views the business. 

Duke Energy Ohio operates the following business segments, which are all considered reportable business segments under SFAS 
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Duke Energy Ohio’s chief operating decision maker regularly reviews financial information about each of these reportable business seg  
ments in deciding how to allocate resources and evaluate performance. There is no aggregation within Duke Energy Ohio’s defined busi- 
ness segments. 

Franchised Electric and Gas generates, transmits, distributes and sells electricity in southwestern Ohio and northern Kentucky. Fran- 
chised Electric and Gas also transports and sells natural gas in southwestern Ohio and northern Kentucky. It conducts operations primar- 
ily through Duke Energy Ohio and Duke Energy Kentucky. These electric and gas operations are subject to the rules and regulations of the 
FERC, the PUCO and the KPSC. Substantially all of Franchised Electric and Gas‘ operations are regulated and, accordingly, these oper- 
ations are accounted for under the provisions of SFAS No. 71. 

power, fuel and emission allowances related to these plants, as well as other contractual positions. Commercial Power’s asset portfolio 
comprises approximately 7,550 net megawatts (MW) and its generation assets consist of a diversified fuel mix with baseload and 
mid-merit coal-fired units, as well as combined cycle and peaking natural gas-fired units. Commercial Power’s portfolio includes the five 
Midwestern gas-fired generation assets that were transferred from Duke Energy in 2006. Most of the generation asset output in Ohio has 
been contracted through the RSP, which expired on December 31, 2008 (see Note 4). Effective January 1, 2009, Commercial Power 
began operating under an ESP, which expires on December 31, 2011. As a result of the approval of the ESP, certain of Commercial 
Power‘s operations reapplied the provisions of SFAS No. 71 effective December 17, 2008. See Notes 1 and 4 for a discussion of the 
reapplication of the provisions of SFAS No. 71 to certain of Commercial Power’s operations, as well as for further discussion related to 
the RSP and ESP. 

ily includes certain allocated governance costs (see Note 12). 

ronments and are managed separately as business units. Accounting policies for Duke Energy Ohio’s segments are the same as those 
described in Note 1. Management evaluates segment performance based on earnings before interest and taxes from continuing oper- 
ations (EBIT). On a segment basis, EBIT excludes discontinued operations and represents all profits from continuing operations (both 
operating and non-operating and excluding corporate governance costs) before deducting interest and taxes. 

Cash, cash equivalents and short-term investments, if any, are managed centrally by Cinergy and Duke Energy, so the interest and 
dividend income on those balances are excluded from the segments’ EBIT. Transactions between reportable business segments, if any, 
are accounted for on the same basis as revenues and expenses in the accompanying Consolidated Financial Statements. 

Commercial Power owns, operates and manages power plants and engages in the wholesale marketing and procurement of electric 

The remainder of Duke Energy Ohio’s operations is presented as Other. While it is not considered a business segment, Other primar- 

Duke Energy Ohio’s reportable business segments offer different products and services or operate under different competitive envi- 
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Business Segment Datala] 
Segment EBIT/ 
Consolidated 

Income 
from Continuing Depreciation 

Unaffiliated lntersegment Total Operations before and Capital Segment 
Revenues Revenues Revenues Income Taxes Amortization Expenditures Assetscbiidl 

(in millions) 
-- 

December 3 1 ,  2008 
Franchised Electric and Gas $1,778 $-- $1,778 $291 $243 $305 $ 5,857 
Commercial Power 1,646 - 1,646 301 166 260 6,249 

Total reportable segments 3,424 - 3,424 592 409 565 12,106 
Other - (67) - 17 

(34) Eliminations and reclassifications 
Interest expense 
Interest income and other 

- 
__ - __ - - - 
- I __ _I - - (94) 

- 27 - __ - - 

Total consolidated $3,424 $- $3,424 $458 $409 $565 $12,089 

Successorlc) 
Y Z d  

Franchised Electric and Gas $1,707 $- $1,707 $257 $228 $275 $ 5,530 
1,748 - 1,748 304 164 318 6,147 Commercial Power 

Total reportable segments 3,455 3,455 561 392 593 11,677 
(75) Other 

Eliminations and reclassifications 
I_ (100) Interest expense - _. 

- 29 Interest income and other 

December 3 1 ,  2007 

_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ ~  

- _. - - - 
__ - __ - - __ - 

- - - 
- __ __ __ - __ 

Total consolidated $3,455 $- $3,455 $415 $392 $593 $11,677 

SuccessorIc) 
Nine Months Ended 

Franchised Electric and Gas $1,027 $- $1,027 $130 $160 $198 $ 5,381 

-- 
December 3 1 ,  2006 

Commercial Power 1,234 1 1,235 93 120 193 6,349 -~ 
Total reportable segments 2,261 1 2,262 223 280 39 1 11,730 

- - __ _I _I __ (56) 

- (81) 
- 16 

Other 
Eliminations and reclassifications - 
Interest expense - _. 

Interest income and other - __ 

I_ - - __ (1) (1) 
- - - 
- - - 

Total consolidated $2,261 $- $2,261 $102 $280 $391 $11,730 

PredecessorI~) 
Three Months Ended 

March 3 1 ,  2006 
Franchised Electric and Gas $ 543 $-- $ 543 $ 80 $ 50 $ 75 
Commercial Power 420 1 42 1 166 18 60 

Total reportable segments 963 1 964 246 68 135 
Other 
Eliminations and reclassifications - 
Interest expense 
Interest income and other 

__ _. - - (39) 

(30) 
9 

- - - (1) (1) 
- - __ __. - 
- __ _. - _I 

Total consolidated $ 963 $- $ 963 $186 $ 68 $1 35 
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(a) Segment results exclude results of entities classified as discontinued operations 
(b) Segment assets at December 31, 2006 include assets held for sale 
(c) See Note 1 for additional information on Predecessor and Successor reporting. 
(d) Amounts include goodwill recorded as of December 31,2008 and December 31, 2007 resulting from Duke Energy’s merger with Cinergy in the amount of 

$2,360 million and $2,325 million, respectively. Franchised Electric and Gas’allocated amount as of December 31, 2008 and December 31, 2007 was $1,154 
million and $1,137 million, respectively. Commercial Power’s allocated amount as of December 31, 2008 and December 31, 2007 was $1,206 million and 
$1,188 million, respectively 

All of Duke Energy Ohio’s revenues are generated domestically and its long-lived assets are all in the US. 

3. Merger, Transfer of Generating Assets and Sales of Other Assets 
Acquisitions. Duke Energy Ohio consolidates assets and liabilities from acquisitions as of the purchase date, and includes earnings 

from acquisitions in consolidated earnings after the purchase date. Assets acquired and liabilities assumed are recorded at estimated fair 
values on the date of acquisition. The purchase price minus the estimated fair value of the acquired assets and liabilities meeting the defi- 
nition of a business as defined in EITF Issue No. 98-3, “Determining Whether a Nonmonetary Transaction Involves Receipt of Productive 
Assets or of a Business” (EITF 98-3), is recorded as goodwill. The allocation of the purchase price may be adjusted if additional, 
requested information is received during the allocation period, which generally does not exceed one year from the consummation date, 
however, it may be longer for certain income tax items. As discussed in Note 1 ,  effective January 1, 2009, Duke Energy Ohio adopted 
SFAS No. 141(R) and will apply the provisions of this standard to any future acquisitions. 

Cinergy Merger. On April 3, 2006, the merger between Duke Energy and Cinergy was consummated (see Note 1 for additional 
information on the merger, purchase accounting and Predecessor and Successor reporting). For accounting purposes, the effective date 
of the merger was April 1, 2006. The merger combined the Duke Energy and Cinergy regulated franchises as well as deregulated gen- 
eration in the Midwestern United States. 

Based on the market price of Duke Energy common stock during the period, including the two trading days before, through the two 
trading days after, May 9, 2005, the date Duke Energy and Cinergy announced the merger, the transaction was valued at approximately 
$9,115 million and resulted in goodwill recorded at Duke Energy Ohio at the time of the merger of approximately $2,348 million. 

As discussed in Note 1, purchase accounting impacts, including goodwill recognition, have been “pushed down” to Duke Energy 
Ohio, resulting in the assets and liabilities of Duke Energy Ohio being recorded at their respective fair values as of April 3, 2006. The fot- 
lowing unaudited consolidated pro forma financial results for Duke Energy Ohio are presented as if the merger with Duke Energy had 
occurred a t  the beginning of 2006: 

Unaudited Consolidated Pro Forma Results (Predecessor) 

Operating revenues 
Income from continuing operations 
Net income 
Earnings available for common stockholder 

Three Months Ended 
March 31, 2006 

(in millions) 
$966 

88 
86 
86 

Pro forma results for the nine months ended December 31, 2006 are not presented since the merger occurred at the beginning of 
such period. Additionally, pro forma results do not include any significant transactions completed by Duke Energy Ohio other than the 
impact of Cinergy’s merger with Duke Energy. 

Prior to consummation of the merger, certain regulatory approvals were received from the state utility commissions and the FERC. 
See Note 4 for a discussion of the regulatory impacts of the merger. 

Transfer of Certain Duke Energy Generating Assets to Duke Energy Ohio. In April 2006, Duke Energy contributed to Duke 
Energy Ohio its ownership interest in five plants, representing a mix of combined cycle and peaking plants, with a combined capacity of 
3,600 MW. The transaction was effective in April 2006 and was accounted for at Duke Energy’s net book value for these assets. The enti. 
ties holding these generating plants, which were indirect subsidiaries of Duke Energy, were first distributed to Duke Energy, which then 
contributed them to Cinergy which, in turn, contributed them to Duke Energy Ohio. In the final step, the entities were then merged into 
Duke Energy Ohio. 
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The following unaudited consolidated pro forma financial results for Duke Energy Ohio are presented as if the contribution of the 
Duke Energy generating assets to Duke Energy Ohio had occurred at the beginning of the periods presented: 

Unaudited Consolidated Pro Forma Results (Predecessor) 

Operating revenues 
Income from continuing operations 
Net income 
Earnings available for common stockholder 

Three Months Ended 
March 31, 2006 

(in millions) 
$971 

106 
104 
104 

- 

These pro forma results do not include any significant transactions completed by Duke Energy Ohio other than the impact of the 
transfer of the ownership interest in the five plants as discussed above. As part of this transaction, Duke Energy agreed to reimburse 
Duke Energy Ohio, on a quarterly basis, through April 2016 in the event of certain cash shortfalls related to the performance of the five 
plants. Based on the assessment of the performance of the five plants on a quarterly basis during 2008 and 2007, Duke Energy Ohio did 
not incur any qualifying shortfalls related to the performance of the five plants and thus no cash reimbursement was required from Duke 
Energy. During the third quarter of 2006, Duke Energy reimbursed Duke Energy Ohio $1.9 million for certain cash shortfalls that occurred 
during the second quarter of 2006, However, as a result of the calculation pertaining to the third quarter 2006 performance of the five 
plants, the $1.9 million received by Duke Energy Ohio from Duke Energy was returned to Duke Energy during the fourth quarter of 2006. 
Duke Energy Ohio accounts for any payments from or return of payments to Duke Energy in Common Stockholder’s Equity as an adjust- 
ment to Additional paid-in capital. 

Other Asset Sales. For the year ended December 31, 2008, the sale of other assets resulted in approximately $77 million in pro- 
ceeds and net pre-tax gains of approximately $59 million, which is recorded in Gains (Losses) on Sales of Other Assets and Other, net in 
the Consolidated Statements of Operations. These gains primarily relate to Commercial Power’s sales of zero cost basis emission allow- 
ances. 

ceeds of approximately $29 million and $138 million, respectively, and net pre-tax losses of approximately $8 million and $28 million, 
respectively, recorded in Gains (Losses) on Sales of Other Assets and Other, net in the consolidated Statements of Operations. These 
losses primarily relate to Commercial Power’s sales of emission allowances that were written up to fair value in purchase accounting in 
connection with Duke Energy’s merger with Cinergy in April 2006. 

For the year ended December 31, 2007 and the nine months ended December 31, 2006, the sale of other assets resulted in pro- 

See Note 14 for dispositions related to discontinued operations. 

For the three months ended March 31, 2006, the sale of other assets resulted in approximately $105 million in proceeds and net 
pre-tax gains of approximately $26 million recorded in Gains (Losses) on Sales of Other Assets and Other, net in the Consolidated State 
ments of Operations. These gains primarily relate to commercial Power’s sales of emission allowances. 

4. Regulatory Matters 

Power‘s operations apply the provisions of SFAS No. 71. Accordingly, these businesses record assets and liabilities that result from the 
regulated ratemaking process that would not be recorded under GAAP for non-regulated entities. See Note 1 for further information. 

Regulatory Assets and Liabilities. Substantially all of Franchised Electric and Gas’ operations and certain portions of Commercial 
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Duke Energy Ohio’s Regulatory Assets and Liabilities: 

Regulatory AssetP 
Regulatory Transition Charges (RTC)[dlleI 
Accrued pension and post-retirementcel 
Net regulatory asset related to income taxes 
Capital-related distribution costs(e1 
Unamortized costs of reacquiring debtlfb 
Vacation accruallgb 
Deferred operating expense(e)(CI 
Hedge casts and other deferralslh1I”l 
Storm cost deferrals(e1 
Otherlhl 

Total Regulatory Assets 

Regulatory Liabilities(a1 - 
Removal costs(c)lk) 
Accrued pension and post-retirement?] 
Over-recovery of fuel costs(1) 
Other111 

Total Regulatory Liabilities 

(in millions) 

$138 $239 201 1 

103 90 Ill 

191 120 (bl 

15 22 lml 

10 11 2025 
12 l a  2009 
a 7 2067 

106 5 2009 
36 
15 

- (bl 

9 lbl 

$634 - - 

- 
36 
29 

$513 - - 

$181 11) 

1 2009 
27 lbl 

7 IN 

(a) All regulatory assets and liabilities are excluded from rate base unless otherwise noted 
(b) Recovery/Refund period currently unknown. 
IC) included in rate base. 
(d) The state of Ohio passed comprehensive electric deregulation legislation in 1999, and in 2000, the PUCO approved a stipulation agreement relating to Duke 

Energy Ohio’s transition plan creating a RTC designed to recover Duke Energy Ohio’s generation-related regulatory assets and transition costs over a ten-year 
period beginning January 1, 2001. 

(e) Included in Other within Regulatory Assets and Deferred Debits on the Consolidated Balance Sheets. 
(f) Included in Deferred Debt Expense on the Consolidated Balance Sheets. 
(g) included in OLher within Current Assets on the Consolidated Balance Sheets. 
(11) Included in Other within Current Assets and Other within Regulatory Assets and Deferred Debits on the Consolidated Balance Sheet 
(i) Recovery/refund is over the life of the associated asset or liability. 
(j) Liability is extinguished over the lives of the associated assets. 
(k) Included in Other within Deferred Credits and Other Liabilities on the Consolidated Balance Sheets. 
(I) included in Accounts Payable or Other within Deferred Credits and Other Liabilities on the Consolidated Balance Sheets 
(m) Recovered via revenue rider. 
(n) Approximately $95 million of the balance at December 31, 2008 relates to marktomarket deferrals associated with open hedge positions at Commercial Power 

as a result of the reapplication of SFAS No. 71. 

Regulatory Merger Approvals. On April 3, 2006, the merger between Duke Energy and Cinergy was consummated to create a 
newly-formed company, Duke Energy Holding Corp. (subsequently renamed Duke Energy Corporation). As a condition to the merger 
approval, the PUCO and the Kentucky Public Service Commission (KPSC) required that certain merger related savings be shared with 
consumers in Ohio and Kentucky, respectively. The commissions also required Duke Energy Ohio and Duke Energy Kentucky to meet 
additional conditions. Key elements of these conditions include: 

The PUCO required that Duke Energy Ohio provide (i) a rate reduction of approximately $15 million for one year to facilitate eco- 
nomic development in a time of increasing rates and market prices and (ii) a reduction of approximately $21 million to its gas and 
electric consumers in Ohio for one year, with both credits beginning January 1, 2006. During the first quarter of 2007, Duke 
Energy Ohio completed its merger related rate reductions and filed a report with the PUCO to terminate the merger credit riders. 
Approximately $2 million and $34 million of the rate reductions was passed through to customers during the year ended 
December 31, 2007 and 2006, respectively. 
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The KPSC required that Duke Energy Kentucky provide $8  million in rate reductions to its customers over five years, ending when 
new rates are established in the next rate case after January 1, 2008. Approximately $2  million of the rate reduction was passed 
through to customers during the years ended December 31, 2008, 2007 and 2006, respectively. 

*The FERC approved the merger without conditions. 

Restrictions on the Ability of Duke Energy Ohio to Make Dividends, Advances and Loans to Duke Energy Corporation. 
As discussed above, on April 3, 2006, the merger between Duke Energy and Cinergy was consummated. As a condition of the merger 
approval the state utility commissians imposed conditions (the Merger Conditions) on the ability of Duke Energy Ohio and Duke Energy 
Kentucky to transfer funds to Duke Energy through loans or advances, as well as restricted amounts available to pay dividends to Duke 
Energy. Pursuant to the Merger Conditions, Duke Energy Ohio will not declare and pay dividends out of capital or unearned surplus with- 
out the prior authorization of the PUCO and Duke Energy Kentucky is required to pay dividends solely out of retained earnings and to 
maintain a minimum of 35% equity in its capital structure. At December 31, 2008, Duke Energy Ohio had restricted net assets of approx- 
imately $6.3 billion that may not be transferred to Duke Energy without appropriate approval based on the aforementioned Merger Con- 
ditions. 

Franchised Electric and Gas. 

Rate Related Information. The KPSC approves rates for retail electric and gas services within the Commonwealth of Kentucky. 
The PUCO approves rates and market prices for retail gas and electric service within the state of Ohio, except that non-regulated sellers 
of gas and electric generation also are allowed to operate in Ohio (see “Commercial Power” below). The FERC approves rates for electric 
sales to wholesale customers served under cost-based rates. 

Duke Energy Ohio Electric Rate Filings. Duke Energy Ohio operated under a RSP, a markebbased standard service approved by 
the PUCO in November 2004, from January 1, 2005 through December 31, 2008. In March 2005, the Office of the Ohio Consumers‘ 
Counsel (OCC) appealed the PUCO’s approval of the RSP to the Supreme Court of Ohio which issued its decision in November 2006. It 
upheld the RSP in virtually every respect hut remanded to the PUCO on two issues. The Supreme Court of Ohio ordered the PUCO to 
support a certain portion of its order with reasoning and record evidence and to require Duke Energy Ohio to disclose certain confidential 
commercial agreements with other parties previously requested by the OCC. Duke Energy Ohio has complied with the disclosure order. 

In October 2007, the PUCO issued its ruling affirming the RSP, with certain modifications, and maintained the then current price. The 
ruling provided for continuation of the existing rate components, including the recovery of costs related to new pollution control equip- 
ment and capacity costs associated with power purchase contracts to meet customer demand, but provided customers an enhanced 
opportunity to avoid certain pricing components if they are served by a competitive supplier. The ruling also attempted to modify the 
statutory requirement that Duke Energy Ohio transfer its generating assets to an exempt wholesale generator (EWG) and ordered Duke 
Energy Ohio to retain ownership for the remainder of the RSP period. The ruling also incorrectly implied that Duke Energy Ohio’s 
non-residential RTC will terminate at the end of 2008. On November 23, 2007, Duke Energy Ohio filed an application for rehearing on the 
portions of the PUCO’s ruling relating to whether certain pricing components may be avoided by customers, the right to transfer generat- 
ing assets, and the termination date of the RTC. On December 19, 2007, the PUCO issued its Entry on Rehearing granting in part and 
denying in part Duke Energy Ohio’s Application for Rehearing. Among other things, the PUCO modified and clarified the applicability of 
various rate riders during customer shopping situations. It also clarified that the residential RTC terminates at the end of 2008 and 
that the non-residential RPC terminates at the end of 2010 and agreed to give further consideration to whether Duke Energy Ohio may 
transfer its generating assets to an EWG. 

decision on remand regarding Duke Energy Ohio’s RSP. The October 2007 order permits non-residential customers to avoid certain 
charges associated with the costs of Duke Energy Ohio standing ready to serve such customers if they return after being served by 
another supplier. Duke Energy Ohio believes the PUCO exceeded its authority in modifying the charges that may be avoided, resulting in 
Duke Energy Ohio having to subsidize Ohio’s competitive electric market. Duke Energy Ohio asked the Ohio Supreme Court to reverse the 
PUCO ruling and require that non-residential customers pay the charges associated with Duke Energy Ohio standing ready to serve them 
should they return from a competitive supplier. On March 28, 2008, Duke Energy Ohio voluntarily withdrew its appeal. The OCC filed a 
notice of appeal challenging the PUCO’s October 2007 decision as unlawful and unreasonable. The OCC and Ohio Partners for Affordable 
Energy (OPAE) also filed appeals from the PUCO’s November 20, 2007 order approving Duke Energy Ohio’s RSP riders. Duke Energy 

On February 15, 2008, Duke Energy Ohio filed a notice of appeal with the Ohio Supreme Court challenging a portion of the PUCO’s 

43 



PART II 

DUKE ENERGY OHIO, INC. 
Notes To Consolidated Financial Statements-(Continued) 

Ohio intervened in each appeal. Pending the Ohio Supreme Court's consideration of its initial appeal, the OCC requested that the PUCO 
stay implementation of the Infrastructure Maintenance Fund charge to be collected from customers approved in the October 2007 order. 
The Commission denied the OCC's request and the OCC filed a similar request with the Ohio Supreme Court. On July 9, 2008, the court 
denied the OCC's request to stay implementation of the Infrastructure Maintenance Fund. On April 30, 2008, the Ohio Supreme Court 
granted Duke Energy Ohio's motion to intervene in the OCC's appeal. Oral arguments were conducted on November 18, 2008. On Jan- 
uary 2, 2009, the PUCO filed a motion to dismiss the action as moot. The PUCO argued that the rates at issue in this matter expired on 
January 1, 2009, with the implementation of Duke Energy Ohio's ESP. On February 19, 2009, the Ohio Supreme Court issued its decision 
on OCC's appeal. The Ohio Supreme Court granted the PUCO's motion to dismiss ruling that because the challenged rate structure is no 
longer in effect, it can neither order lower prospective rates nor order a refund. 

New legislation (SB 221) was passed on April 23, 2008 and signed by the Governor of Ohio on May 1,2008. The new law codifies 
the PUCO's authority to approve an electric utility's standard service offer through an ESP, which would allow for pricing structures similar 
to the current RSP. Electric utilities are required to file an ESP and may also file an application for a market rate option (MRO) at the same 
time. The MRO is a price determined through a competitive bidding process. If a MRO price is approved, the utility would blend in the RSP 
or ESP price with the MRO price over a six- to ten-year period, subject to the PUCO's discretion. SB 221 provides for the PUCO to 
approve non-by-passable charges for new generation, including construction work-in-process from the outset of construction, as part of 
an ESP. The new law grants the PUCO discretion to approve single issue rate adjustments to distribution and transmission rates and 
establishes new alternative energy resources (including renewable energy) portfolio standards, such that the utility's portfolio must consist 
of at least 25% of these resources by 2025. SB 221 also provides a separate requirement for energy efficiency, which must reduce 22% 
of a utility's load by 2025. The utility's earnings under the ESP can be subject to an annual earnings test and the PUCO must order a 
refund if it finds that the utility's earnings significantly exceed the earnings of benchmark companies with similar business and financial 
risks. The earnings test acts as a cap to the ESP price. SB 221 also limits the ability of a utility to transfer its designated generating 
assets to an EWG absent PUCO approval. 

On July 31, 2008, Duke Energy Ohio filed a new generation pricing formula to be effective January 1, 2009, when the current RSP 
expired. Among other things, the plan provides pricing mechanisms for compensation related to the advanced energy, renewables and 
energy efficiency portfolio standards established by SB 221. 

On October 27, 2008, Duke Energy Ohio filed a Stipulation and Recommendation (Stipulation) for consideration by the PUCO regard- 
ing Duke Energy Ohio's July 31, 2008 ESP filing. The Stipulation reflects agreement on all but two issues in this proceeding and was filed 
with the support of most of the parties to this proceeding. In addition to the Stipulation, the ability for residential governmental 
aggregation customers to avoid certain charges and to receive a shopping credit will be presented to the PUCO for a ruling. Parties to 
this proceeding who do not support the Stipulation were free to litigate any, or all, issues. 

The Stipulation agrees to a net increase in base generation revenues of approximately $36 million, $74 million and $98 million in 
2009, 2010 and 201 I, respectively, including termination of the residential and non-residential RTC. Such amounts result in a residential 
net rate increase of 2% in 2009 and in 2010, and a non-residential net rate increase of 2% in 2009, 2010 and 2011. The Stipulation also 
allows the recovery of expenditures incurred to deploy SmartGrid infrastructure modernization technology on the distribution system. The 
recovery of such expenditures, net of savings, is subject to an annual residential revenue cap. Further, the Stipulation allows for the 
implementation of a new energy efficiency compensation model, referred to as Save-A-Watt, to achieve the energy efficiency mandate 
pursuant to the recent electric energy legislation. The criteria customers must meet to be exempt from Duke Energy Ohio's program will 
also presented to the PUCO for a ruling in this case. Also, under the Stipulation, Duke Energy Ohio may defer up to $50 million of certain 
operation and maintenance costs incurred at the W.C. Beckjord generating station and amortize such costs over a threeyear period. 

The ESP hearing occurred on November 10, 2008. On December 17,2008, the PUCO issued its finding and order resolving the two 
litigated issues and adopting a modified Stipulation. Specifically, the PUCO modified the Stipulation to permit certain non-residential cus- 
tomers to opt out of utility-sponsored energy efficiency initiatives and to allow residential governmental aggregation customers who leave 
Duke Energy Ohio's system to avoid some charges. Applications for rehearing of the PUCO's decision have been filed by environmental 
groups and a residential customer advocate group. On February 11, 2009 the PUCO issued an Entry denying the rehearing requests. 

2008, Commercial Power reapplied the provisions of SFAS No. 71  to certain portions of its operations. 
As discussed further below within "Commercial Power" and in Note 1, as a result of the approval of the ESP, effective December 17, 
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Duke Energy Ohio Gas Rate Case. In July 2007, Duke Energy Ohio filed an application with the PUCO for an increase in its base 
rates for gas service. Duke Energy Ohio sought an increase of approximately $34 million in revenue, or approximately 5.7%, to be effec- 
tive in the spring of 2008. The application also requested approval to continue tracker recovery of costs associated with the accelerated 
gas main replacement program. The staff of the PUCO issued a Staff Report in December 2007 recommending an increase of apprax- 
imately $14 million to $20 million in revenue. The Staff Report also recommended approval for Duke Energy Ohio to continue tracker 
recovery of costs associated with the accelerated gas main replacement program. On February 28, 2008, Duke Energy Ohio reached a 
settlement agreement with the PUCO Staff and all of the intervening parties on its request for an increase in natural gas base rates. The 
settlement called for an annual revenue increase of approximately $18 million in base revenue, or 3% over current revenue, permitted 
continued recovery of costs through 2018 for Duke Energy Ohio’s accelerated gas main replacement program and permitted recovery of 
carrying costs on gas stored underground via its monthly gas cost adjustment filing. The settlement did not resolve a proposed rate 
design for residential customers, which involved moving more of the fixed charges of providing gas service, such as capital investment in 
pipes and regulating equipment, billing and meter reading, from the per unit charges to the monthly charge. On May 28, 2008, the PUCO 
approved the settlement in its entirety and the proposed rate design. On .lune 28, 2008, the OCC and OPAE filed Applications for Rehear- 
ing opposing the rate design. On July 23, 2008, the Ohio Commission issued an Entry denying the rehearing requests of OCC and OPAE. 
On September 16 and 19, 2008 respectively, OCC and OPAE filed their notices of appeal to the Ohio Supreme Court opposing the resi- 
dential rate design issue. Merit briefs were filed with the Ohio Supreme Court on February 2, 2009. At this time, Duke Energy Ohio cannot 
predict whether the Ohio Supreme Court will reverse the PUCO’s decision of May 28, 2008. 

Duke Energy Ohio Nectric Distribution Rate Case. On June 25, 2008, Duke Energy Ohio filed notice with the PUCO that it will 
seek a rate increase for electric delivery service of approximately $86 million, or 4.8% on total electric revenues, to be effective in the 
second quarter of 2009. Among other things, the rate request includes a proposal to increase the monthly residential customer charge 
from $4.50 to $10, with an offsetting reduction in the usage-based charge. This change in rate design will make customer bills more 
even throughout the year. Duke Energy Ohio also proposes a distribution modernization tracker that would allow smaller annual increases 
to reflect increased investment in the delivery system. On December 22, 2008, Duke Energy Ohio filed an application requesting deferral 
of approximately $31 million related to damage to its distribution system from a September 14, 2008 windstorm. On January 14, 2009, 
the PUCO granted Duke Energy Ohio’s deferral request. Accordingly, a regulatory asset was recorded as of December 31, 2008 for $31 
million. The staff of the PUCO issued a Staff Report in January 2009 recommending an increase of approximately $54 million to $62 mil- 
lion associated with the Ohio distribution rate case. The staff report did not recommend approval of the distribution modernization track- 
er. The report also recommended approval of a rider to recover the deferred storm costs from the September 14, 2008 windstorm and 
recommended a future hearing be established to evaluate the windstorm related costs and implement a rider. An evidentiary hearing with 
the PUCO is scheduled to begin March 31, 2009. 

Duke Energy Kentucky Gas Rate Cases. In 2002, the KPSC approved Duke Energy Kentucky’s gas base rate case which 
included, among other things, recovery of costs associated with an accelerated gas main replacement program. The approval authorized 
a tracking mechanism to recover certain costs including depreciation and a rate of return on the program’s capital expenditures. The 
Kentucky Attorney General appealed to the Franklin Circuit Court the KPSC‘s approval of the tracking mechanism as well as the KPSC’s 
subsequent approval of annual rate adjustments under this tracking mechanism. In 2005, both Duke Energy Kentucky and the KPSC 
requested that the court dismiss these cases. 

In February 2005, Duke Energy Kentucky filed a gas base rate case with the KPSC requesting approval to continue the tracking 
mechanism and for a $14 million annual increase in base rates. A portion of the increase is attributable to recovery of the current: cost of 
the accelerated gas main replacement program in base rates. In June 2005, the Kentucky General Assembly enacted Kentucky Revised 
Statue 278.509 (KRS 278.5091, which specifically authorizes the KPSC to approve tracker recovery for utilities’ gas main replacement 
programs. In December 2005, the KPSC approved an annual rate increase of $8  million and re-approved the tracking mechanism through 
201 1. In February 2006, the Kentucky Attorney General appealed the KPSC’s order to the Franklin Circuit Court, claiming that the order 
improperly allows Duke Energy Kentucky to increase its rates for gas main replacement costs in between general rate cases, and also 
claiming that the order improperly allows Duke Energy Kentucky to earn a return on investment for the costs recovered under the tracking 
mechanism which permits Duke Energy Kentucky to recover its gas main replacement costs. 

In August 2007, the Franklin Circuit Court consolidated all the pending appeals and ruled that the KPSC lacks legal authority to 
approve the gas main replacement tracking mechanism, which were approved prior to the enactment of KRS 278.509. To date, Duke 
Energy Kentucky has collected approximately $9  million in annual rate adjustments under the tracking mechanism. Per the KPSC order, 
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Duke Energy Kentucky collected these revenues subject to refund pending the final outcome of this litigation. Duke Energy Kentucky and 
the KPSC have requested that the Kentucky Court of Appeals grant a rehearing of its decision. On February 5, 2009, the Kentucky Court 
of Appeals denied the rehearing requests of both Duke Energy Kentucky and the KPSC. Duke Energy Kentucky filed a motion for discre- 
tionary review to the Kentucky Supreme Court on March 9, 2009. At this time, Duke Energy Kentucky cannot predict whether the Ken- 
tucky Supreme Court will accept the case for review. 

Energy Efficiency. On .July 11, 2007, the PUCO approved Duke Energy Ohio’s Demand Side Managemenfinergy Efficiency Pro- 
gram (DSM Program). The DSM programs were first proposed in 2006 and were endorsed by the Duke Energy Community Partnership, 
which is a collaborative group made up of representatives of organizations interested in energy conservation, efficiency and assistance to 
low-income customers. The program costs are recouped through a cost recovery mechanism that will be adjusted annually to reflect the 
previous year’s activity. Duke Energy Ohio is permitted to recover lost revenues, program costs and shared savings (once the programs 
reach 65% of the targeted savings level) through the cost recovery mechanism based upon impact studies to he provided to the Staff of 
the PIJCO. Duke Energy Ohio filed the Save-A-Watt Energy Efficiency Plan as part of its ESP filed with the PUCO on July 31, 2008 
(discussed above). A Stipulation and Recommendation for consideration by the PUCO regarding Duke Energy Ohio’s ESP filing, including 
implementation of Save-A-Watt, was filed on October 27, 2008. The ESP hearing occurred on November 10, 2008. On December 17, 
2008, the PUCO approved the ESP, including allowing for the implementation of a new Save-A-Watt energy efficiency compensation mod- 
el. However, the PUCO determined that certain non-residential customers may opt out of Duke Energy Ohio‘s energy efficiency initiative. 
Applications for rehearing of this decision have been filed by environmental groups and a residential customer advocate group. 

On November 15, 2007, Duke Energy Kentucky filed its annual application to continue existing energy efficiency programs, consist- 
ing of nine residential and two commercial and industrial programs, and to true-up its gas and electric tracking mechanism for recovery of 
lost revenues, program costs and shared savings. On February 11, 2008, Duke Energy Kentucky filed a motion to amend its energy effi- 
ciency programs and applied to reinstitute a low income Home Energy Assistance Program. The KPSC bifurcated the proposed Home 
Energy Assistance Program from the other energy efficiency programs. On May 14, 2008, the KPSC approved the energy efficiency 
programs. On September 25, 2008, the KPSC approved Duke Energy Kentucky’s Home Energy Assistance program, making it available 
for customers at or below 150% of the federal poverty level. On December 1, 2008, Duke Energy Kentucky filed an application for a 
SaveA-Watt Energy Efficiency Plan. The application seeks a new energy efficiency recovery mechanism similar to what was proposed in 
Ohio. An evidentiary hearing with the KPSC is expected to occur in the third quarter of 2009. 

Other Franchised Electric and Gas Matters. 

Ohio Riser Leak Investigation. In April 2005, the PUCO issued an order opening a statewide investigation into riser leaks in gas 
pipeline systems throughout Ohio. The investigation followed four explosions since 2000 caused by gas riser leaks, including an April 
2000 explosion in Duke Energy Ohio’s service area. In November 2006, the PUCO Staff released the expert report, which concluded that 
certain types of risers are prone to leaks under various conditions, including over-tightening during initial installation. The PUCO Staff 
recommended that natural gas companies continue to monitor the situation and study the cause of any further riser leaks to determine 
whether further remedial action is warranted. As of January 1, 2008, Duke Energy Ohio had approximately 87,000 of these risers on its 
distribution system. If the PUCO orders natural gas companies to replace all of these risers, Duke Energy Ohio estimates a replacement 
cost of approximately $40 million. As part of the rate case filed in July 2007 (see “Duke Energy Ohio Gas Rate Case” above), Duke 
Energy Ohio requested approval from the PUCO to accelerate its riser replacement program. The riser replacement program is contained 
in the settlement reached with all intervenors and expected to be completed at the end of 2012. 

Midwest Independent Transmission System Operator, Inc. (Midwest IS01 Resource Adequacy Filing. On December 28, 
2007, the Midwest IS0 filed its Electric Tariff Filing Regarding Resource Adequacy in compliance with the FERC’s request of Midwest IS0 
to file Phase I1 of its longterm Resource Adequacy plan by December 2007. The proposal includes establishment of a resource adequacy 
requirement in the form of planning reserve margin. On March 26, 2008, the FERC ruled on the Midwest ISO’s Resource Adequacy filing 
and ordered that the new Module E tariff be effective March 27, 2008. This action established a Midwest ISO-wide resource adequacy 
requirement for the first Planning Year, which begins June 2009. In the Order, the FERC, among other things, clarified that States have 
the authority to set their own Planning Reserve Margins, as long as they are not inconsistent with any reliability standard approved by the 
FERC. 
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Midwest IS03  Establishment of an Ancillary Services Market. On February 25, 2008, the FERC conditionally accepted the 
Midwest IS0 proposal to implement a day-ahead and real-time ancillary services market (ASM), including a scarcity pricing proposal. By 
approving the ASM proposal, the FERC essentially approved the transfer and consolidation of Balancing Authority for the entire Midwest 
IS0 area. This will allow the Midwest IS0 to determine operating reserve requirements and procure operating reserves from all qualified 
resources from an organized market, in place of the current system of local management and procurement of reserves by the 24 Balanc- 
ing Authorities. The Midwest IS0 launched the ASM on January 6, 2009. 

Commercial Power. 

As discussed in Note 1, effective December 17, 2008, Commercial Power reapplied the provisions of SFAS No. 71 to certain por- 
tions of its operations due to the passing of SB 221 and the PIJCO’s approval of the ESP. However, since certain portions of Commercial 
Power’s operations are not subject to regulatory accounting pursuant to SFAS No. 71, reported results for Commercial Power are subject 
to volatility due to the over- or under-collection of certain costs for which recovery is not automatic under the ESP. Commercial Power 
may be impacted by certain of the regulatory matters discussed above, including the Duke Energy Ohio electric rate filings. 

tion with the FERC requesting approval to transfer Duke Energy Ohio’s electric generating facilities, some of which are designated to 
serve Ohio customers, to affiliate companies. The FERC filing, if approved, does not obligate Duke Energy to make the transfer of the 
electric generating facilities, and does not impact Duke Energy Ohio’s current rates. On October 10, 2008, Duke Energy Ohio and affili- 
ates filed a notice with the FERC reporting that Duke Energy Ohio was in settlement discussions with all parties in the Ohio proceeding 
regarding Duke Energy Ohio’s application to establish an ESP, as discussed above. Duke Energy Ohio advised the FERC that it believes 
that in light of those discussions good cause exists for the FERC to extend the time to consider Duke Energy Ohio’s Section 203 applica- 
tion. On October 17, 2008, the FERC issued an order extending the time for the FERC to act on the application by 180 additional days, 
and ordered Duke Energy Ohio to inform the FERC of the status of settlement discussions by November 16, 2008. As part of the settle- 
ment that was approved by the PUCO on December 17, 2008 (see discussion above) Duke Energy Ohio agreed to withdraw that portion 
of its application for approval related to the transfer of its generating facilities designated to serve Ohio customers and the PUCO 
approved of the transfer for the remaining generating facilities. Duke Energy Ohio filed a new application requesting FERC approval to 
transfer to affiliate companies only the remaining generating facilities not designated to serve Ohio customers, which was conditionally 
approved by the FERC on February 19, 2009. As a condition of approval, the FERC requires that all acquisition premiums related to gen- 
erating assets being transferred to Cinergy Power be removed from Duke Energy Ohio’s financial statements when Duke Energy Ohio 
submits its final accounting entries and that any debt associated with the generation assets being transferred be transferred to the gen- 
erating facility before Duke Energy Ohio submits its final accounting entries. In addition, the FERC will hold Duke Energy Ohio to its 
commitments to have the affiliate company receiving assets pay taxes associated with the proposed transaction rather than Duke Energy 
Ohio, to maintain a minimum equity to total capital ratio of 30%, and to retain an amount of debt that will accommodate the preservation 
of Duke Energy Ohio’s current credit ratings. 

PJM Interconnection Reliability Pricing Model (RPM) Buyers‘ Complaint. On May 30, 2008, a group of public utility commis- 
sions, state consumer counsels, industrial power customers and load serving entities, known collectively as the RPM Buyers, filed a 
complaint at FERC. The complaint asks FERC to find that the results of the three transitional base residual auctions conducted by PJM to 
procure capacity for its RPM capacity market during the years 2008-2011 are unjust and unreasonable because, allegedly, they have 
produced excessive capacity prices, have failed to prevent suppliers from exercising market power, and have not produced benefits 
commensurate with costs. In their complaint, the RPM Buyers propose revised, administratively determined auction clearing prices. Cer- 
tain Duke Energy Ohio revenues during the years 2008-201 1 are at risk, as Duke Energy Ohio planned to supply capacity to this market. 
On .July 11, 2008, Duke Energy Ohio filed a response to the complaint with the FERC. On September 19, 2008, the FERC issued an Order 
denying and dismissing the RPM Buyer’s complaint, finding that, for the transition auctions, no party violated PJM’s tariff and the prices 
determined during the auctions were in accordance with the tariff provisions governing the auctions. On October 20, 2008, the RPM 
Buyers filed a Request for Rehearing with the FERC that raised the same issues as in the initial complaint that was denied by the FERC. 

FERC 203 Application. On April 23, 2008 (supplemented on May 6, 20081, Duke Energy Ohio and certain affiliates filed an applica- 
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Other Matters. 

for permission to create a regulatory asset to defer for future recovery approximately $5 million for its expenses incurred to repair 
damage and restore service to its customers following extensive storm-related damage caused by Hurricane Ike on September 14, 
2008. The KPSC approved the requested accounting order on January 7, 2009. 

Application for the Establishment of a Regulatory Asset. On November 14, 2008, Duke Energy Kentucky petitioned the KPSC 

5. Joint Ownership of Generating and Transmission Facilities 

and related transmission facilities in Ohio. Duke Energy Kentucky and DP&L jointly own an electric generating unit. Duke Energy Ohio and 
Wabash Valley Power Association Inc. jointly own the Vermillion generating station in Indiana. 

as follows: 

Duke Energy Ohio, Columbus Southern Power Company (CSP), and Dayton Power & Light (DP&L) jointly own electric generating units 

Duke Energy Ohio's share of jointly-owned plant or facilities included on the December 31, 2008 Consolidated Balance Sheet were 

Ownership Properly, Plant, Accumulated Construction Work 

(in millions) 
Share and Equipment Depreciation in Progress - 

Duke Energy Ohio 
Production: 

Miami Fort Station (Units 7 and 8)(bl 

W.C. Beckjord Station (Unit 6 P  
J.M. Stuart Station(ai(b) 
Conesville Station (Unit 4)[4[bl 

W.M. Zimmer Station(b1 
Killen Station(ai(b1 
Vermillion(b1 

Transmission(cl 
Duke Energy Kentucky 

Production: 
East Bend Station(C1 

64.0% $ 591 
37.5 55 
39.0 426 
40.0 82 
46.5 1,321 
33.0 207 
75.0 197 

Various 90 

$160 $ 4  
31 1 

200 342 
56 174 

509 10 
128 96 

- 47 
51 

69.0 423 219 5 
(a) Station is not operated by Duke Energy Ohio 
(b) Included in Commercial Power segment. 
(c) Included in Franchised Electric and Gas segment. 

Duke Energy Ohio's share of revenues and operating costs of the above jointly owned generating facilities are included within the 
corresponding line on the Consolidated Statements of Operations. Each participant in the jointly owned facilities must provide its own 
financing. 

6. Income Taxes 

US. federal and state income tax returns. After the merger, the taxable income of Duke Energy Ohio is reflected in Duke Energy's U.S. 
federal and state income tax returns. As a result of Duke Energy's merger with Cinergy, Duke Energy Ohio entered into a tax sharing 
agreement with Duke Energy, where the separate return method is used to allocate tax expenses and benefits to the subsidiaries whose 
investments or results of operations provide these tax expenses and benefits. The accounting for income taxes essentially represents the 
income taxes that Duke Energy Ohio would incur if Duke Energy Ohio were a separate company filing its own tax return as a 
C-Corporation. The current tax sharing agreement Duke Energy Ohio has with Duke Energy is substantially the same as the tax sharing 
agreement between Duke Energy Ohio and Cinergy prior to the merger. 

Prior to the merger of Cinergy and Duke Energy on April 3, 2006, the taxable income of Duke Energy Ohio was reflected in Cinergy's 

48 



PART II 

DUKE ENERGY OHIO, INC. 
Notes To Consolidated Financial Statements-(Continued) 

The following details the components of income tax expense from continuing operations: 

Income Tax Expense 

Successorlab 
Year Ended Year Ended Nine Months Ended 

December 31,2008 December 31,2007 December 31,2006 
(in millions) 

Current income taxes 
Federal 
State 

Total current income taxesu 

Deferred income taxes 
Federal 
State 

Total deferred income taxes 

Investment tax credit amortization 

Total income tax expense from continuing 

Total income tax benefit from 

Total income tax expense from 

Total income tax expense included in 

operations 

discontinued operations 

extraordinary item 

Consolidated Statements of Operations 

$110 
9 

$120 
13  

$ 1 3 9  
22 

119 133 161 

52  
2 

19 
1 

5 4  20  

(2) 

171 

- 

37 

$208 ___ - $151 - - 

Predecessorla1 
Three Months Ended 

March 31.2006 

$55 
6 

61 
- 

11 
(3) 

(a1 
(b) 

See Note 1 for additional information on Predecessor and Successor reporting. 
Included are FIN 48 benefits of approximately $17 million in 2008 and $13 million in 2007 

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

Successorla) Predecessorla) 
Year Ended Year Ended Nine Months Ended 1 Three Months Ended 

December 31,2008 December 31,2007 December 31,2006 1 March 31,2006 

Income tax expense, computed at the 
statutory rate of 35% $ 1 6 0  

State income tax, net of federal 
income tax effect 7 

Depreciation and other PP&E related 
differences 7 

ITC amortization 12) 
Manufacturing deduction (6) 
Other items, net 5 ___ 

Total income tax expense from 
continuing operations $171 - - 

Effective Tax Rates 37.3% ____ 

(a) See Note 1 for additional information on Predecessor and Successor reporting 

(in millions) 

$ 1 4 5  

9 

9 

(2) 
(10) - - 

$ 1 5 1  - 
___. 

36.4% 
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The manufacturing deduction was created by the American Job Creation Act of 2004 (the Act). The Act provides a deduction for 
income from qualified domestic production activities. During the year ended December 31, 2006, the Act provided for a 3% deduction on 
qualified production activities. During the years ended December 31, 2008 and 2007, the deduction increased to 6% on qualified pro- 
duction activities. 

Net Deferred Income Tax Liability Components 

As of 
December 31, 
2008 2007 

Deferred credits and other liabilities 
Other 

Total deferred income tax assets 

Investments and other assets 
Accelerated depreciation rates 
Regulatory assets and deferred debits 

Total deferred income tax liabilities 

Total net deferred income tax liabilities 

(in millions) 
$ 13 $ 100 

52 54 

65 154 

(111) (68) 
(1,373) (1,311) 

(142) (195) 

(1,626) (1,574) 

$(1,561) $(1,420) 

__I -- 
___- - 

_ _ _ _ ~  

-- 
-- -- 

The above amounts have been classified in the Consolidated Balance Sheets as follows: 

Net Deferred Income Tax Liabilities 

As of 
December 31, 
2008 2007 

Current deferred tax assets, included in other current assets 
Current deferred tax liabilities, included in other current liabilities 
Non-current deferred tax liabilities 

Total net deferred income tax liabilities 

Changes to Unrecognized Tax Benefits 

Unrecognized Tax Benefits-January 1 

Unrecognized Tax Benefits Changes 
Gross increases-tax positions in prior periods 
Gross decreases-tax positions in prior periods 
Gross increases--current period tax positions 
Settlements 

Total Changes 

Unrecognized Tax Benefits-December 31 

(in millions) 
$ 64 $ 26 

(6)  (10) 
(1,619) (1,436) 

$(1,561) $(1,420) 
I__ 

-- -- 

2008 2007 
Increase/ Increase/ 
(Decrease) (Decrease) 
(in millions) [in millions) 

$ 6 3  
_I 

$47 - 

At December 31, 2008 and December 31, 2007, no portion of the total unrecognized tax benefits would, if recognized, affect the 
effective tax rate. 
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It is reasonably possible that Duke Energy Ohio will reflect an approximate $6  million reduction in unrecognized tax benefits within 
the next twelve months due to expected settlements. 

During the years ended December 31, 2008 and December 31, 2007, Duke Energy Ohio recognized net interest income of approx- 
imately $7 million and a net interest expense of approximately $2 million, respectively. At December 31, 2008 and December 31, 2007, 
Duke Energy Ohio had approximately $1 million of interest receivable and $7 million of interest payable, respectively, which reflects all 
interest related to income taxes. No amount has been accrued for the payment of penalties in the Consolidated Balance Sheets at either 
December 31,2008 or 2007. 

Duke Energy Ohio has the following tax years open: 

Jurisdiction Tax Years 
Federal 2000 and after 
State Closed through 2001, with the exception of any adjustments related to open federal years 

As of December 31, 2008 and 2007, approximately $64 million and $26 million, respectively, of deferred income taxes were 
included in Other within Current Assets on the Consolidated Balance Sheets. At December 31, 2008 this balance exceeded 5% of total 
current assets. 

7. Asset Retirement Obligations 

are computed as the present value of the projected costs for the future retirement of specific assets and are recognized in the period in 
which the liability is incurred, if a reasonable estimate of fair value can be made. The present value of the liability is added to the carrying 
amount of the associated asset in the period the liability is incurred. This additional carrying amount is then depreciated over the life of 
the asset. Subsequent to the initial recognition, the liability is adjusted for any revisions to the estimated future cash flows associated with 
the asset retirement obligation (with corresponding adjustments to property, plant and equipment), which can occur due to a number of 
factors including, but not limited to, cost escalation, changes in technology applicable to the assets to be retired and changes in federal, 
state or local regulations, as well as for accretion of the liability due to the passage of time until the obligation is settled. Depreciation 
expense is adjusted prospectively for any increases or decreases to the carrying amount of the associated asset. There is no impact on 
the earnings of Duke Energy Ohio‘s regulated operations within the Franchised Electric and Gas business segment when an asset retire 
ment obligation is recognized as the effects of the recognition and subsequent accounting are offset by the establishment of regulatory 
assets and liabilities to defer all income statement impacts related to SFAS No. 143. 

Asset retirement obligations at Duke Energy Ohio relate primarily to the retirement of gas mains, asbestos abatement at certain 
generating stations and closure and post-closure activities of landfills. In accordance with SFAS No. 143, Duke Energy Ohio identified 
certain assets that have an indeterminate life, and thus the fair value of the retirement obligation is not reasonably estimable. These 
assets included transmission pipelines. A liability for these asset retirement obligations will be recorded when a fair value is determinable. 

The following table presents the changes to liability associated with asset retirement obligations during the years ended 
December 31,2008 and 2007: 

Asset retirement obligations, which represent legal obligations associated with the retirement of certain tangible long-lived assets, 

Balance as of January 1, 
Accretion expense 
Liabilities settled(a1 

Balance as of December 31, 

(a) Liabilities settled during 2007 were related to the retirement of gas mains 

Years Ended 
December 31, 
2008 2007 

(in millions) 
$31 $ 4 1  

2 2 
(12) 

$33 $31 

____I__ 

- 
- _ _ _  

- -  - -  
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Duke Energy Ohio’s regulated electric and regulated natural gas operations accrue costs of removal for property that does not have 
an associated legal retirement obligation based on regulatory orders from the PUCO and the KPSC. These costs of removal are recorded 
as a regulatory liability in accordance with regulatory treatment under SFAS No. 71. Duke Energy Ohio does not accrue the estimated 
cost of removal when no legal obligation associated with retirement or removal exists for any non-regulated assets (including Duke Energy 
Ohio’s generation assets). The total amount of removal costs included in Other within Deferred Credits and Other Liabilities on the Con- 
solidated Balance Sheets was $189 million and $181 million as of December 31, 2008 and 2007, respectively. Duke Energy Ohio’s 
non-regulated operations expense cost of removal as incurred. 

8. Risk Management and Hedging Activities and Credit Risk 
Duke Energy Ohio is exposed to the impact of market fluctuations in the prices of electricity, coal, natural gas and other energy- 

related products marketed and purchased within its non-regulated operations, as well as within its regulated operations, ta the extent 
there is excess capacity from generation assets that are dedicated to serve Ohio native load customers. Exposure to interest rate risk 
exists as a result of the issuance of variable and fixed rate debt. Duke Energy Ohio employs established policies and procedures to 
manage its risks associated with these market fluctuations using various commodity and financial derivative instruments, including swaps, 
futures, forwards and options. For Duke Energy Ohio, commodity price risk has been somewhat reduced by the December 17, 2008 
PUCO approval of Duke Energy Ohio’s ESP, which resulted in the reapplication of SFAS No. 71  to certain portions of Duke Energy Ohio’s 
Commercial Power business segment operations as of that date. 

As discussed in Note 1, on January 1, 2008, Duke Energy Ohio adopted FSP No. FIN 39-1. In accordance with FSP No. FIN 39-1, 
Duke Energy offsets fair value amounts (or amounts that approximate fair value) recognized on its Consolidated Balance Sheets related to 
cash collateral amounts receivable or payable against fair value amounts recognized for derivative instruments executed with the same 
counterparty under the same master netting agreement. Amounts presented in the table below exclude cash collateral amounts which are 
disclosed separately in Note 1 

Net Derivative Portfolio Assets (Liabilities) reflected in the Consolidated Balance Sheets: 

Years Ended 
December 31. 

Hedging 
Undesignated 

Total 

The amounts in the table above represent the combination of amounts presented as assets and liabilities for unrealized gains and 
losses on mark-to-market and hedging transactions on Duke Energy Ohio’s Consolidated Balance Sheets. 

Transfer of Certain Duke Energy Assets and Commodity Cash Flow Hedges. As part of the merger with Duke Energy on 
April 3, 2006, Duke Energy Ohio acquired certain generation assets from Duke Energy, representing approximately 3,600 MW of power 
generation and those assets were added to Duke Energy Ohio’s non-regulated generation portfolio. Duke Energy Ohio also assumed 
approximately $63 million of pretax deferred losses ($39 million, after-tax) associated with contracts formerly designated as cash flow 
hedges of forecasted power sales and gas purchases from Duke Energy’s Midwestern generation fleet. These contracts were sold by 
Duke Energy in 2005 and the deferred losses remain on the Consolidated Balance Sheet in AOCl until the related hedged transactions 
(gas purchases and power sales) occur. See Note 1 and Note 3 for further details on the completed merger and for details an the trans- 
fer of generation assets, During 2007, Duke Energy Ohio entered into additional contracts to protect margins for a portion of future sales 
and generation revenues and fuel expenses for the Midwestern generation fleet. Duke Energy Ohio is hedging exposures to the price 
variability of these commodities for a maximum period of 2 years. All derivatives related to the Midwestern generation fleet are included in 
Duke Energy Ohio’s Consolidated Balance Sheets at December 31, 2008 and 2007. 

As of December 31, 2008, $24 million of pre-tax deferred net losses on derivative instruments related to commodity cash flow 
hedges accumulated on the Consolidated Balance Sheet in AOCl are expected to be recognized in earnings during the next twelve 
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months. However, due to the volatility of the commodities markets, the corresponding value in AOCl will likely change prior to its 
reclassification into earnings. 

Other Derivative Contracts. Trading. Duke Energy Ohio had been exposed to the impact of market fluctuations in the prices of 
natural gas, electricity and other energy-related products marketed and purchased as a result of proprietary trading activities. In June 
2006, Cinergy sold CMT, including certain of Duke Energy Ohio's trading contracts, to Fortis. The results of this trading activity up 
through the date of the sale, which was completed in October 2006, has been reflected in Loss from Discontinued Operations, net of tax, 
in the Consolidated Statements of Operations. In connection with the sale, Duke Energy Ohio entered into a series of Total Return Swaps 
(TRS) with Fortis (see Note 14). As of December 31, 2008, all of the underlying contracts that were part of the TRS had been transferred 
to Fortis and, as a result, Duke Energy Ohio has no future exposure associated with these TRS. 

Undesignated. Duke Energy Ohio uses derivative contracts to manage the market risk exposures that arise from energy supply, 
structured origination, marketing, risk management, and commercial optimization services to large energy customers, energy aggre- 
gators and other wholesale companies, and to manage interest rate exposures. This category would include changes in fair value for 
derivatives that no longer qualify for the NPNS scope exception and disqualified hedge contracts, unless the derivative contract is sub- 
sequently redesignated as a hedge. The contracts in this category as of December 31, 2008 are primarily associated with forward 
power sales and coal purchases, as well as forward contracts to purchase SO, emission allowances and certain interest rate derivatives, 
for the Commercial Power and Franchised Electric and Gas operations. Duke Energy Ohio's exposure to price risk is influenced by a 
number of factors, including contract size, length, market liquidity, location and unique or specific contract terms. 

losses and approximately $13 million of pre-tax gains, respectively, related to mark-to-market adjustments within Commercial Power, 
which are reported primarily in operating revenues within Non-regulated electric and other and Fuel used in electric generation and pur- 
chased power-non-regulated on the Consolidated Statements of Operations. As discussed in Note l and Note 4, beginning on 
December 17, 2008, Commercial Power reapplied the provisions of SFAS No. 71 to certain portions of its operations due to the passing 
of SB 221 and the approval of the ESP. The reapplication of SFAS No. 71 on December 17, 2008 resulted in an approximate $67 million 
after-tax (approximately $103 million pre-tax) extraordinary gain related to total mark-to-market losses previously recorded in earnings 
associated with open forward hedge contracts, which the ESP allows to be recovered through an FPP rider. Subsequent to December 17, 
2008, mark-to-market gains and losses on certain open hedge positions related to native load generation will be deferred as regulatory 
assets or liabilities and recovered through the FPP rider. 

Interest Rate (Fair Value or Cash Flow) Hedges. Changes in interest rates expose Duke Energy Ohio to risk as a result of its 
issuance of variable and fixed rate debt. Duke Energy Ohio manages its interest rate exposure by limiting its variable-rate exposures to a 
percentage of total capitalization and by monitoring the effects of market changes in interest rates. Duke Energy Ohio also enters into 
financial derivative instruments, including interest rate swaps, swaptions and US. Treasury lock agreements to manage and mitigate 
interest rate risk exposure. Duke Energy Ohio's existing interest rate derivative instruments and related ineffectiveness were insignificant 
to its consolidated results of operations, cash flows and financial position in 2008, 2007, and 2006. 

As of December 31, 2008, approximately $2 million of pretax net losses on terminated interest rate hedges were accumulated on 
the Consolidated Balance Sheets in AOCl and are expected to be recognized in earnings during the next twelve months as the hedged 
transactions occur. 

During the years ended December 31, 2008 and 2007, Duke Energy Ohio included in earnings approximately $75 million of pretax 

Normal Purchases and Normal Sales Exception. Duke Energy Ohio has applied the normal purchases and normal sales scope 
exception, as provided in SFAS No. 133 and interpreted by Derivatives Implementation Group Issue C15, "Scope Exceptions: Normal 
Purchases and Normal Sales Exception for Option-Type Contracts and Forward Contracts in Electricity," and amended by SFAS No. 149, 
"Amendment of Statement 133 on Derivative Instruments and Hedging Activities," to certain contracts involving the purchase and sale of 
electricity at fixed prices in future periods. These contracts, which relate primarily to the delivery of electricity over the next 6 years, are 
not included in the table above. 

Credit Risk. Where exposed to credit risk, Duke Energy Ohio analyzes the counterparties' financial condition prior to entering into 
an agreement, establishes credit limits and monitors the appropriateness of those limits on an ongoing basis. 

Duke Energy Ohio's industry has historically operated under negotiated credit lines for physical delivery contracts. Duke Energy Ohio 
may use master collateral agreements to mitigate certain credit exposures. The collateral agreements provide for a counterparty to post 
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cash or letters of credit to the exposed party for exposure in excess of an established threshold. The threshold amount represents an 
unsecured credit limit, determined in accordance with the corporate credit policy. Collateral agreements also provide that the inability to 
post collateral is sufficient cause to terminate contracts and liquidate all positions. 

Duke Energy Ohio also obtains cash or letters of credit from customers to provide credit support outside of collateral agreements, 
where appropriate, based on its financial analysis of the customer and the regulatory or contractual terms and conditions applicable to 
each transaction. 

9. Fair Value of Financial Assets and Liabilities 

financial instruments and to non-financial derivatives as, in February 2008, the FASB issued FSP No. 157-2, which delayed the effective 
date of SFAS No. 157 until January 1, 2009 for non-financial assets and liabilities, except for items that are recognized or disclosed at 
fair value in the financial statements on a recurring basis. There was no cumulative effect adjustment to retained earnings for Duke 
Energy Ohio as a result of the adoption of SFAS No. 157. 

SFAS No, 157 defines fair value, establishes a framework for measuring fair value in GAAP in the 1J.S. and expands disclosure 
requirements about fair value measurements. Under SFAS No. 157, fair value is considered to be the exchange price in an orderly trans- 
action between market participants to sell an asset or transfer a liability at the measurement date. The fair value definition under SFAS 
No. 157 focuses on an exit price, which is the price that would be received by Duke Energy Ohio to sell an asset or paid to transfer a 
liability versus an entry price, which would be the price paid to acquire an asset or received to assume a liability. Although SFAS No. 157 
does not require additional fair value measurements, it applies to other accounting pronouncements that require or permit fair value 
measurements. In October 2008, the FASB issued FSP No. FAS 157-3, “Determining the Fair Value of a Financial Asset When the Market 
for Jhat Asset Is Not Active“ (FSP FAS 157-31, which illustrated key considerations in determining the fair value of a financial asset when 
the market for that asset is not active. The application of FSP FAS 157-3 did not change the way Duke Energy Ohio determined fair value 
of its financial assets and liabilities. 

Duke Energy Ohio determines fair value of financial assets and liabilities based on the following fair value hierarchy, as prescribed by 

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

Level 2 inputs--inputs other than quoted market prices included in Level 1 that are observable, either directly or indirectly, for the 
asset or liability. Level 2 inputs include, but are not limited to, quoted prices for similar assets or liabilities in an active market, 
quoted prices for identical or similar assets or liabilities in markets that are not active and inputs other than quoted market prices 
that are observable for the asset or liability, such as interest rate curves and yield curves observable at commonly quoted intervals, 
volatilities, credit risk and default rates. 

Level 3 inputs-unobservable inputs for the asset or liability. 

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and Financial Liabilities-including an 

On January 1, 2008, Duke Energy Ohio adopted SFAS No. 157. Duke Energy Ohio’s adoption of SFAS No. 157 is currently limited to 

SFAS No. 157, which prioritizes the inputs to valuation techniques used to measure fair value into three levels: 

amendment of FASB Statement No. 11 5” (SFAS No. 1591, which permits entities to elect to measure many financial instruments and 
certain other items at fair value. For Duke Energy Ohio, SFAS No. 159 was effective as of January 1 ,2008 and had no impact on 
amounts presented for periods prior to the effective date. Duke Energy Ohio does not currently have any financial assets or financial 
liabilities for which the provisions of SFAS No. 159 have been elected. However, in the future, Duke Energy Ohio may elect to measure 
certain financial instruments at fair value in accordance with this standard. 
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The following table provides the fair value measurement amounts for assets and liabilities recorded in both current and non-current 
Unrealized gains on mark-to-market and hedging transactions and Unrealized losses on mark-to-market and hedging transactions on Duke 
Energy Ohio's Consolidated Balance Sheets at fair value at December 31, 2008. Amounts presented in the table below exclude cash col- 
lateral amounts which are disclosed separately in Note 1. 

Total Fair 
Value 

Amounts at 
December 31, 

2008 Level 1 Level 2 Level 3 
(in millions) 
--- 

Description 
Derivative assets 
Derivative liabilities 

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

Rollforward of Level 3 Measurements 

Derivatives 

(in millions) 
(net) 

Year Ended December 31,2008 
Balance at January 1,  2008 

Total pretax realized or unrealized gains (losses) included in earnings: 
Revenue, non-regulated electric and other 
Fuel used in electric generation and purchased power-non-regulated 

Net purchases, sales, issuances and settlements 
Total losses included on balance sheet as regulatory asset or liability or as non-current liability 

Balance at December 31, 2008 

Pretax gains (losses) included in the Consolidated Statements of Operations related to Level 3 measurements outstanding 
at December 31, 2008: 

Revenue, non-regulated electric and other 
Fuel used in electric generation and purchased power-non-regulated 

Total 

The valuation method of the primary fair value measurements disclosed above is as follows: 

Commodity derivatives: The pricing for commodity derivatives is primarily a calculated value which incorporates the forward price 
and is adjusted for liquidity (bid-ask spread), credit or non-performance risk (after reflecting credit enhancements such as collateral) and 
discounted to present value. The primary difference between a Level 2 and a Level 3 measurement has to do with the level of activity in 
forward markets for the commodity. If the market is relatively inactive, the measurement is deemed to be a Level 3 measurement. Some 
commodity derivatives are NYMEX contracts, which Duke Energy Ohio classifies as Level 1 measurements. 

Fair Value Disclosures Required Under SFAS No. 107, "Disclosures About Fair Value of Financial Instruments." The fair 
value of financial instruments, excluding financial assets and liabilities included in the scope of SFAS No. 157 disclosed in the tables 
above, is summarized in the following table. Judgment is required in interpreting market data to develop the estimates of fair value. 
Accordingly, the estimates determined as of December 31, 2008 and 2007, are not necessarily indicative of the amounts Duke Energy 
Ohio could have realized in current markets. 
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Financial Instruments 

Long-term debt, including current maturities 

As of December 31, 
2008 2007 

Book Approximate Book Approximate 

(in millions) 
_l___ll____._____ Value Fair Value Value Fair Value 

$1,883 $1,729 $1,936 $1,914 

The fair value of cash and cash equivalents, accounts receivable, restricted funds held in trust, accounts payable and notes payable 
are not materially different from their carrying amounts because of the short-term nature of these instruments and/or because the stated 
rates approximate market rates. 

10. Goodwill and Intangibles 

charges in 2008, 2007 or 2006 as a result of the annual impairment tests required by SFAS No. 142. As discussed further in Note 3, in 
April 2006, Duke Energy and Cinergy consummated their merger, which resulted in Duke Energy Ohio recording goodwill of approx- 
imately $2.3 billion. Duke Energy Ohio had no goodwill prior to this date. The following table shows the components of goodwill at 
December 31,2008 and 2007: 

Duke Energy Ohio evaluates the impairment of goodwill under the guidance of SFAS No. 142. There were no goodwill impairment 

Carrying Amount of Goodwill 

Commercial Power 
Franchised Electric and Gas 

Total Goodwill 

Commercial Power 
Franchised Electric and Gas 

Total Goodwill 

Balance at Balance at 
December 31, December 31, 

2007 Changes 2008 
(in millions) 

$1,188 $18  $1,206 
17 1,154 

$35  $2,360 
- II__ 

1,137 

$2,325 
__l_ 

- - ___ - 

Balance at Balance at 
December 31, December 31, 

2006 Changes 2007 
(in millions) 

$1,200 $(1 2) $1,188 
1,148 (11) 1,137 

$(23) $2,325 

_l___l 

_I__ - 
- - - - $2,348 
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intangible Assets 

follows: 
The carrying amount and accumulated amortization of intangible assets as of December 31, 2008 and December 31, 2007 are as 

December 31, December 31, 
2008 2007 

Emission allowances 
Gas, coal, and power contracts 
Other 

Total gross carrying amount 

Accumulated amortization-gas, coal, and power contracts 
Accumulated amortization-other 

Total accumulated amortization 

(in millions) 
$239 $365 

271 271 
9 9 

645 519 

(111) (89) 
(5) 

(116) (94) 

- - 
- - 

__ (5) 
___I_ 

I__ ~ 

$551 - - - - Total intangible assets, net $403 

Emission allowances in the table above include emission allowances which were recorded at fair value on the date of Duke Energy's 
merger with Cinergy and emission allowances purchased by Duke Energy Ohio. Additionally, Duke Energy Ohio is allocated certain zero 
cost emission allowances on an annual basis. The change in the gross carrying value of emission allowances during the years ended 
December 31, 2008 and 2007 is as follows: 

December 31, December 31, 
2008 2007 

Gross carrying value at beginning of period 
Purchases of emission allowances 

(in millions) 
$365 $495 

17 23 
Sales and consumption of emission allowances'Jl'b) (154) 
Impairment of emission allowances(c) 
Other changes 

Gross carrying value at end of period 

(a) Carrying values of emission allowances are recognized via a charge to expense when consumed. Carrying values of emission allowances sold or consumed dur- 
ing the years ended December 31, 2008 and 2007, the nine months ended December 31,2006 and the three months ended March 31, 2006 were $69 million, 
$154 million, $267 million and $36 million, respectively. 
See Note 3 for a discussion of gains and losses on sales of emission allowances by Commercial Power during the years ended December 31, 2008, 2007 and 

See Note 11 for discussion of impairments of the carrying value of emission allowances during the year ended December 31, 2008 

(b) 

(c) 
2006. 

Amortization expense for gas, coal and power contracts and other intangible assets for Duke Energy Ohio was approximately $22 
million and $51 million for the years ended December 31, 2008 and 2007, respectively, approximately $43 million for the nine months 
ended December 31, 2006 and approximately $1 million for the three months ended March 31, 2006. 

The table below shows the expected amortization expense for the next five years for intangible assets as of December 31, 2008. 
The expected amortization expense includes estimates of emission allowances consumption and estimates of consumption of commod- 
ities such as gas and coal under existing contracts. The amortization amounts discussed below are estimates. 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, additional intangible acquisitions and other events. 

Expected amortization expense 
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Intangible Liabilities 

In connection with the merger with Cinergy in April 2006, Duke Energy recorded an intangible liability of approximately $113 million 
associated with the market-based standard service offer in Ohio, which was recognized in earnings over the regulatory period that ended 
on December 31, 2008. The carrying amount of this intangible liability was zero and approximately $67 million at December 31, 2008 
and 2007, respectively. Duke Energy also recorded approximately $56 million of intangible liabilities associated with other power sale 
contracts in connection with the merger with Cinergy. The carrying amount of these intangible liabilities was approximately $16 million 
and $22 million at December 31, 2008 and 2007, respectively. During the years ended December 31,2008,2007 and 2006, Duke 
Energy amortized approximately $73 million, $45 million and $35 million, respectively, to income related to intangible liabilities. The 
remaining balance of approximately $16 million will be amortized to income as follows: approximately $6 million in each of the years 
2009 through 2010, and approximately $4 million in 2011. Intangible liabilities are classified as Other within Deferred Credits and Other 
Liabilities on the Consolidated Balance Sheets. 

11. Impairment Charges 
Emission Allowances. On July 11, 2008, the U.S. Court of Appeals for the District of Columbia issued a decision vacating the 

Clean Air Interstate Rule (CAIR). In December 2008, a federal appeals court reinstated the CAIR while the EPA develops a new clean air 
program (see Note 18 for additional information). However, as a result of the July 11, 2008 decision temporarily vacating the CAIR, there 
were sharp declines in market prices of SO, and NO, allowances in the third quarter of 2008 due to uncertainty associated with future 
federal requirements to reduce emissions. Accordingly, pursuant to SFAS No. 144, Duke Energy Ohio evaluated the carrying value of 
emission allowances held by its regulated and non-regulated businesses for impairment during the third quarter of 2008. 

emissions in 20 15 beyond specified requirements. These reductions were to be achieved by requiring the surrender of SO, allowances in 
a ratio of two allowances per ton of SO, emitted beginning in 2010, up from a current one-to-one ratio, escalating to 2.86 allowances per 
ton of SO, emitted beginning in 2015. Taking into account these increases in emission allowance requirements under the CAIR, Commer- 
cial Power's forecasted SO, emissions needed through 2037 exceeded the number of emission allowances held prior to the vacating of 
the CAIR. Subsequent to the decision to vacate the CAIR, Commercial Power determined that it had SO2 allowances in excess of fore- 
casted emissions and those allowances held in excess of forecasted emissions from future generation required an impairment evaluation. 
In performing the impairment evaluation for SO, allowances in the third quarter of 2008, management compared quoted market prices for 
each vintage year allowance to the carrying value of the related allowances in excess of forecasted emissions through 2038. Due to the 
sharp decline in market prices of SO, allowances, as discussed above, during the third quarter of 2008, Commercial Power recorded 
pre-tax impairment charges of approximately $77 million related to forecasted excess SO, allowances held. Additionally, Commercial 
Power recorded pre-tax impairment charges of approximately $5 million in the third quarter of 2008 related to annual NO, allowances as 
these were also affected by the decision to vacate the CAIR. These impairment charges are recorded in Impairment Charges within Oper- 
ating Expenses on the Consolidated Statements of Operations. 

As a result of the reinstatement of the CAIR, as discussed above, all emission allowances and certain commitments to purchase 
emission allowances held by Commercial Power as of December 31, 2008 are anticipated to be utilized for future emission allowance 
requirements under the CAIR, unless the EPA develops a new clean air program that changes the existing requirements under the CAIR. 

At  the time of its repeal, the CAIR required 50% reductions in SO2 emissions beginning in 2010 and further 30% reductions in SO, 

See Note 10 for further information regarding the carrying value of emission allowances. 

58 



PART II 

Successorfa1 
Year Ended Year Ended Nine Months Ended 

December 31, December 31, December 31, 
2008 2007 2006 _____ 

DUKE ENERGY OHIO, INC. 
Notes To Consolidated Financial Statements-(Continued) 

Predecessor [a) 

Three Months Ended 
March 31, 

2006 -____-- 

12. Related Party Transactions 
Duke Energy Ohio engages in related party transactions, which are generally performed at cost and in accordance with the appli- 

cable state and federal commission regulations. Balances due to or due from related parties included in the Consolidated Balance Sheets 
as of December 31, 2008 and December 31, 2007 are as follows: 

December 31, December 31, 
2008fal 2007fa) 

[in millions) 
Current assetscbl $ 55 $ 58 
Non-current assetsfc) $ 5  $ -  
Current liabilitiescdl $ (138) $ (266) 
Noncurrent liabilitiesfel $ (4) $ -  
Net deferred tax liabilitiesff) $(1,519) $(1,385) 
(a) 

(b) 

(c) 

(d) 

Balances exclude assets or liabilities associated with accrued pension and other postsetirement benefits, Cinergy Receivables and money pool arrangements as 
discussed below 
Of the balance at December 31, 2008, approximately $18 million is classified as Receivables, approximately $2 million is classified as Unrealized gains on 
mark-to-market and hedging transactions and approximately $35 million is classified as Other within Current Assets on the Consolidated Balance Sheets. The 
balance at December 31, 2007 is classified as Receivables on the Consolidated Balance Sheets 
The balance at December 31, 2008 is classified as Unrealized gains on mark-to-market and hedging transactions within Investments and Other Assets on the 
Consolidated Balance Sheets. 
Of the balance at December 31, 2008, approximately ($133) million is classified as Accounts payable, approximately ($2) million is classified as Taxes accrued 
and approximately ($3) million is classified as Unrealized losses on mark-tomarket and hedging transactions within Current Liabilities on the Consolidated Balance 
Sheets. Of the balance at December 31, 2007, approximately ($256) million is classified as Accounts payable and approximately ($10) million is classified as 
Taxes accrued on the Consolidated Balance Sheets. 
The balance at December 31, 2008 is classified as Unrealized losses on rnark4omarket and hedging transactions within Deferred Credits and Other Liabilities on 
the Consolidated Balance Sheets. 
Of the balance at December 31, 2008, approximately ($1,580) million is classified as Deferred income taxes and approximately $61 million is classified as Other 
within Current Assets on the Consolidated Balance Sheets. Of the balance at December 31, 2007, approximately ($1,409) million is classified as Deferred income 
taxes and approximately $24 million is classified as Other within Current Assets on the Consolidated Balance Sheets 

Duke Energy Ohio is charged its proportionate share of corporate governance and other costs by a consolidated affiliate of Duke 
Energy. Corporate governance and other shared services costs are primarily related to human resources, legal and accounting fees, as 
well as other third party costs. The expenses associated with certain allocated corporate governance and other service costs for Duke 
Energy Ohio, which are recorded in Operation, Maintenance and Other within Operating Expenses on the Consolidated Statements of 
Oaerations were as follows: 

(e) 

(f) 
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Duke Energy Ohio participates in Cinergy's qualified pension plan, non-qualified pension plan and other post-retirement benefit plans 
and is allocated its proportionate share of expenses associated with these plans (see Note 19). Additionally, Duke Energy Ohio has been 
allocated accrued pension and other post-retirement and post-employment benefit obligations from Cinergy of approximately $416 million 
and $266 million at December 31, 2008 and 2007, respectively. The above amounts have been classified in the Consolidated Balance 
Sheets as follows: 

Other current liabilities 
Accrued pension and other post-retirement benefit costs 
Other deferred credits and other liabilities 

December 31, December 31, 
2008 2007 

(in millions) 
$ 5  $ 5  
$406 $259 
$ 5  $ 2  

Additionally, certain trade receivables have been sold by Duke Energy Ohio to Cinergy Receivables, an unconsolidated entity formed 
by Cinergy. The proceeds obtained from the sales of receivables are largely cash but do include a subordinated note from Cinergy 
Receivables for a portion of the purchase price. This subordinated note is classified by Duke Energy Ohio as Receivables in the Con- 
solidated Balance Sheets and was approximately $174 million and $189 million as of December 31, 2008 and December 31, 2007, 
respectively. The interest income associated with the subordinated note, which is recorded in Other Income and Expenses, net on the 
Consolidated Statements of Operations, was approximately $21 million and $25 million for the years ended December 31, 2008 and 
2007, respectively. 

See Note 17 for a discussion of dividends Duke Energy Ohio paid to its parent, Cinergy. 

During the second quarter of 2007 Duke Energy Ohio received a $29 million capital contribution from its parent, Cinergy. 

See Note 3 for a discussion of amounts paid to Duke Energy Ohio as a result of the agreement between Duke Energy and Duke 
Energy Ohio related to Duke Energy's contribution of its ownership interests in five plants to Duke Energy Ohio. 

As discussed further in Note 16, Duke Energy Ohio participates in a money pool arrangement with Duke Energy and other Duke 
Energy subsidiaries. As of December 31, 2008 and December 31, 2007, Duke Energy Ohio was in a payable position of $63 million and 
$189 million, respectively, classified within Notes payable in the accompanying Consolidated Balance Sheets. The expenses associated 
with money pool activity, which are recorded in Interest Expense on the Consolidated Statements of Operations, for the years ended 
December 31, 2008 and 2007, nine months ended December 31, 2006 and three months ended March 31, 2006 were approximately 
$3 million, $11 million, $6 million and $2 million, respectively. 

13. Sales of Accounts Receivable 
Accounts Receivable Securitization. Duke Energy Ohio and Duke Energy Kentucky sell, on a revolving basis, nearly all of their retail 

accounts receivable and related collections to Cinergy Receivables, a bankruptcy remote, special purpose entity that is a wholly-owned 
limited liability company of Cinergy. The securitization transaction was structured to meet the criteria for sale treatment under SFAS 
No. 140, and, accordingly, Cinergy does not consolidate Cinergy Receivables and the transfers of receivables are accounted for as 
sales. 

The proceeds obtained from the sales of receivables are largely cash but do include a subordinated note from Cinergy Receivables 
for a portion of the purchase price (typically approximates 25 percent of the total proceeds). The note, which amounts to approximately 
$174 million and $189 million at December 31, 2008 and 2007, respectively, is subordinate to senior loans that Cinergy Receivables 
obtain from commercial paper conduits controlled by unrelated financial institutions which is the source of funding for the subordinated 
note. This subordinated note is a retained interest (right to receive a specified portion of cash flows from the sold assets) under SFAS 
No. 140 and is classified within Receivables in the accompanying Consolidated Balance Sheets at December 31, 2008 and 2007, 

The carrying values of the retained interests are determined by allocating the carrying value of the receivables between the assets 
sold and the interests retained based on relative fair value. The key assumptions in estimating fair value are the anticipated credit losses, 
the selection of discount rates, and expected receivables turnover rate. Because (a) the receivables generally turnover in less than two 
months, (b) credit losses are reasonably predictable due to Duke Energy Ohio's broad customer base and lack of significant concen- 
tration, and (c) the purchased beneficial interest is subordinate to all retained interests and thus would absorb losses first, the allocated 
bases of the subordinated notes are not materially different than their face value. Interest accrues to Duke Energy Ohio on the retained 
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interests using the accretable yield method, which 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 both the retained interests and pur- 
chased beneficial interest whenever it is determined that an other-than-temporary impairment has occurred (which is unlikely unless credit 
losses an the receivables far exceed the anticipated level). 

The key assumptions used in estimating the fair value are as fallows: 

Years Ended 
December 31. 

Anticipated credit loss rate 
Discount rate on expected cash flows 
Receivables turnover rate 

2008 2007 2006 - 
0.7% 0.7% 0.8% 
5.3% 7.7% 7.4% 

12.4% 124% 1 2 7 %  

The hypothetical effect on the fair value of the retained interests assuming both a 10% and a 20% unfavorable variation in credit 
losses or discount rates is not material due to the short turnover of receivables and historically low credit loss history. 

Duke Energy Ohio retains servicing responsibilities for its role as a collection agent on the amounts due on the sold receivables. 
However, Cinergy Receivables assumes the risk of collection on the purchased receivables without recourse to Duke Energy Ohio in the 
event of a loss. While no direct recourse to Duke Energy Ohio exists, it risks loss in the event collections are not sufficient to allow for full 
recovery of its retained interests. No servicing asset or liability is recorded since the servicing fee paid to Duke Energy Ohio approx- 
imates a market rate. 

The following table shows the gross and net receivables sold, retained interests, sales, and cash flows during the periods ending: 

Successor(a1 

Year Year Nine Months 
Ended Ended Ended 

December 31, December 31, December 31, 
2008 2007 2006 

(in millions) 
Receivables sold as of period end $ 473 $ 437 $ 370 

133 Less: Retained interests 

Net receivables sold as of period end .$ 299 $ 248 $ 237 
Sales during period 
Receivables sold $3,316 $3,189 $1,982 
Loss recognized on sale 38 46 29 
Cash flows during period 
Cash proceeds from receivables sold $3,276 $3,086 $1,935 
Collection fees received 3 3 2 
Return received on retained interests 21 25 13 
(a) 

.I___ 
174 189 

__.- 

See  Note 1 for additional information on Predecessor and Successor reporting. 

Predecessor(a) 

Three Months 
Ended 

March 31, 
2006 
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Three Months 
Ended 

March 31, 
2006 

14. Discontinued Operations and Assets Held for Sale 
In June 2006, Cinergy agreed to sell CMT, including certain of Duke Energy Ohio's trading contracts, to Fortis, a Benelux-based 

financial services group. In October 2006, the sale was completed. Results of operations for these trading contracts have been reflected 
in Loss from Discontinued Operations, net of tax in the accompanying Consolidated Statements of Operations. In October 2006, in con- 
nection with this transaction, Duke Energy Ohio entered into a series of TRS with Fortis, which were accounted for as mark-to-market 
derivatives. The TRS was cancelled for each underlying contract as each was transferred to Fortis. As of December 31, 2008, all of the 
underlying contracts that were part of the TRS had been transferred to Fortis and, as a result, Duke Energy Ohio has no future exposure 
associated with these TRS. 

The following table summarizes the results classified as Loss from Discontinued Operations, net of lax, in the accompanying Con- 
solidated Statements of Operations. There was no discontinued operations activity in 2008 or 2007. 

Revenues 
Operating Loss 
Loss before taxes 
Income tax benefit 

Loss from Discontinued Operations, net of tax 
Net Loss on Dispositions 
Pretax loss on dispositions 
Income tax benefit 

Loss on dispositions, net of tax 

Total Loss from Discontinued Operations, net of tax 

(a) See Note 1 for additional information on Predecessor and Successor reporting. 

Predecessorla) 

$- 
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15. Property, Plant and Equipment 

Estimated December 31, December 31, 
Useful Life 2008 2007 

Land 
Plant--Regulated 

Electric generation, distribution and transmissionfa) 
Natural gas transmission and distributionla] 
Other buildings and improvements(a1 

Electric generation, distribution and transmission 
Other buildings and improvements 

Plant-Unregulated 

Equipment 
Construction in process 
Other 

Total property, plant and equipment 
Total accumulated depreciation-regulatedlbl 
Total accumulated deprecialion--unregulated 

Total net property, plant and equipment 

(Years) 
__ 

8-100 
12 - 60 

25 - 100 

a- 100 
30 

5 -25  

5 - 20 
_I 

(in millions) 
$ 126 $ 129 

3,262 3,197 
1,566 1,436 

103 129 

3,710 
190 
60 

a43 
1 a7 

10,047 
(1,646) 

(631) 

$ 7,770 
______ 

3,813 
25 
64 

594 
190 

9,577 
(1,640) 

(457) 

$7,480 

(a) 
(b) 

Includes capitalized leases of approximately $109 million for 2008 and S88 million for 2007 
Includes accumulated amortization of capitalize0 leases $6 million for 2008 and $10 million for 2007 

Capitalized interest, which includes the interest expense component of AFUDC, amounted to $19 million for the year enoed 
December 31, 2008, $30 million for the year ended December 31, 2007, $14 million for the nine months ended December 31, 2006 
and S3 million for the three months ended March 31, 200fi 

16. Debt and Credit Facilities 

Summary of Debt and Related Terms 

Weighted- 
Average December 31, December 31, 

Rate Year Due 2008 2007 

(in millions) 
Unsecured debt 5.8% 2012 - 2036 $1,225 $1,345 

Other debtla) 2.0% 201 1 - 2041 646 572 
Capital leases 5.2% 2009 - 2020 51 59 

Notes payable 2.2% 280 - 
Money pool 0.5% 63 1 a9 
Unamortized debt discount and premium, net (39) (40) 

Total debt 2,226 2,125 
Current maturities of long-term debt (27) (126) 

Total long-term debt $1,856 $1,810 

(a) 

~ ~ 

Short-term notes payable (343) (lag) - 
- - - - 

Includes $538 million of Duke Energy Ohio pollution control bonds as of both December 31, 2008 and 2007 As of December 31, 2008 and 2007, zero and $84 
million, respectively, was secured by first and refunding mortgage bonds and $62 million and $12 million, respectively, was secured by a letter of credit 
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Unsecured and Other Debt. In December 2008, Duke Energy Kentucky refunded $50 million of tax-exempt auction rate bonds 
through the issuance of $50 million of tax-exempt variablerate demand bonds, which are supported by a direct-pay letter of credit. The 
variablerate demand bonds, which are due August I ,  2027, had an initial interest rate of 0.65% which is reset on a weekly basis. 

In December 2007, Duke Energy Ohio issued $140 million in tax-exempt floating-rate bonds. The bonds are structured as insured 
auction rate securities, subject to an auction process every 35 days and bear a final maturity of 2041. The bonds were issued through 
the Ohio Air Quality Development Authority to fund a portion of the environmental capital expenditures at the Conesville, Stuart and Killen 
Generation Stations in Ohio. 

ing needs through their participation with Duke Energy and other Duke Energy subsidiaries in a money pool arrangement. Under this 
arrangement, those companies with short-term funds may provide short-term loans to affiliates participating under this arrangement. The 
money pool is structured such that Duke Energy Ohio and Duke Energy Kentucky separately manage their cash needs and working capital 
requirements. Accordingly, there is no net settlement of receivables and payables of Duke Energy Ohio and Duke Energy Kentucky, as 
each of these entities independently participate in the money pool. As of December 31, 2008 and December 31, 2007, Duke Energy 
Ohio and Duke Energy Kentucky had combined net borrowings of approximately $63 million and $189 million, respectively, classified 
within Notes payable in the accompanying Consolidated Balance Sheets. During the year ended December 31, 2008, the $126 million 
decrease in the money pool activity is reflected as a cash outflow in Notes payable to affiliate, net within Net cash (used in) provided by 
financing activities on the Consolidated Statements of Cash Flows. During the year ended December 31, 2007, the $85 million decrease 
in the money pool activity is reflected as a cash outflow in Notes payable to affiliate, net within Net cash (used in) provided by financing 
activities on the Consolidated Statements of Cash Flows. During the nine months ended December 31, 2006, the $52 million increase in 
the money pool activity is reflected as a cash inflow in Notes payable to affiliate, net within Net cash (used in) provided by financing activ- 
ities on the Consolidated Statements of Cash Flows. During the three months ended March 31, 2006, the $108 million increase in the 
money pool activity is reflected as a cash inflow in Notes payable to affiliate, net within Net cash (used in) provided by financing activities 
on the Consolidated Statements of Cash Flows. 

Floating Rate Debt. Unsecured debt and other debt included approximately $611 million and $538 million of floating-rate debt as 

Money Pool. Duke Energy Ohio and its whollyowned subsidiary, Duke Energy Kentucky, receive support for their short-term borrow- 

of December 31, 2008 and 2007, respectively. Floatingrate debt is primarily based on commercial paper rates or a spread relative to an 
index such as a London Interbank Offered Rate (LIBOR) for debt denominated in U.S. dollars. As of December 31, 2008 and 2007, the 
weighted-average interest rate associated with floating-rate debt was approximately 1.9% and 4.4%, respectively. 

bonds outstanding. While these debt instruments are longterm in nature and cannot be put back to Duke Energy Ohio prior to maturity, 
the interest rates on these instruments are designed to reset periodically through an auction process. In February 2008, Duke Energy 
Ohio began to experience failed auctions on these debt instruments. When failed auctions occur on a series of this debt, Duke Energy 
Ohio is required to pay the maximum auction rate as prescribed by the bond document. The maximum auction rate for the auction rate 
debt is 2.0 times onemonth LIBOR. Payment of the failed-auction interest rates will continue until Duke Energy Ohio is able to either suc- 
cessfully remarket these instruments through the auction process or refund and refinance the existing debt through the issuance of an 
equivalent amount of tax exempt bonds. While Duke Energy Ohio intends to refund and refinance these tax exempt auction rate bonds, the 
timing of such refinancing transactions is uncertain and subject to market conditions. However, even if Duke Energy Ohio is unable to 
successfully refund and refinance these debt instruments, the impact of paying higher interest rates on the outstanding auction rate debt 
is not expected to materially affect Duke Energy Ohio's consolidated results of operations, cash flows or financial position. The weighted- 
average interest rate associated with Duke Energy Ohio's auction rate pollution control bonds, was 1.58% as of December 31, 2008 and 
4.56% as of December 31, 2007. 

Auction Rate Debt. As of December 31, 2008, Duke Energy Ohio had approximately $390 million of auction rate pollution control 
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Maturities, Call Options and Acceleration Clauses. 

Annual Maturities as of December 31, 2008 

2009 
2010 
201 1 
2012 
2013 
Thereafter 

Total long-term debt including current maturities(a1 

(a) Excludes short-term notes payable of $343 million 

(in millions) 

$ 27 
6 

31 
579 

5 
1.235 

$1,883 - 
~ 

Duke Energy Ohio has the ability under certain debt facilities to call and repay the obligation prior to its scheduled maturity. There- 
fore, the actual timing of future cash repayments could be materially different than the above as a result of Duke Energy Ohio's ability to 
repay these obligations prior to their scheduled maturity. 

Available Credit Facilities and Capacity Utilized Under Available Credit Facilities. In June 2007, Duke Energy closed the 
syndication of an amended and restated credit facility, which replaced existing credit facilities, with a 5-year, $2,65 billion master credit 
facility. In March 2008, Duke Energy entered into an amendment to its $2.65 billion master credit facility whereby the borrowing capacity 
was increased by $550 million to $3.2 billion. In October 2008, Duke Energy terminated the participation of one of the financial 
institutions supplying approximately $63 million of credit commitment under its master credit facility. The total credit facility capacity 
under the master credit facility subsequent to this termination is approximately $3.14 billion. Duke Energy has the unilateral ability under 
the master credit facility to increase or decrease the borrowing sub limits of each borrower, subject to maximum cap limitation, at any 
time. At December 31, 2008, Duke Energy Ohio and Duke Energy Kentucky had borrowing sub limits under Duke Energy's master credit 
facility of $650 million and $100 million, respectively. The amount available to Duke Energy Ohio and Duke Energy Kentucky under their 
sub limits to Duke Energy's master credit facility has been reduced by drawdowns of cash, borrowings through the money pool arrange- 
ment, and the use of the master credit facility to backstop issuances of letters of credit and pollution control bonds, as discussed below. 

In September 2008, Duke Energy and its whollyowned subsidiaries, including Duke Energy Ohio and Duke Energy Kentucky, bor- 
rowed a total of approximately $I billion under Duke Energy's master credit facility, of which Duke Energy Ohio's and Duke Energy Ken- 
tucky's portions are approximately $279 million and $74 million, respectively. Duke Energy Ohio's and Duke Energy Kentucky's amounts 
remained outstanding as of December 31, 2008. The loans, which are revolving credit loans, bear interest at one-month LIBQR plus an 
applicable spread ranging from 19  to 24  basis points and are due in September 2009; however, Duke Energy Ohio and Duke Energy 
Kentucky have the ability under the master credit facility to renew the loan up through the date the master credit facility matures, which is 
in .lune 2012. As Duke Energy Kentucky has the intent and ability to refinance this obligation on a long-term basis, either through renewal 
of the terms of the loan through the master credit facility, which has non-cancelable terms in excess of one-year, or through issuance of 
long-term debt to replace the amounts drawn under the master credit facility, Duke Energy Kentucky's borrowing is reflected as Long- 
Term Debt on the Consolidated Balance Sheets at December 31, 2008. Since Duke Energy Ohio does not have the intent to refinance 
these obligations on a long-term basis, Duke Energy Ohio's borrowing is reflected in Notes payable within Current Liabilities on the Con- 
solidated Balance Sheets at December 31, 2008. These borrowings reduce Duke Energy Ohio's and Duke Energy Kentucky's available 
credit capacity under Duke Energy's Master Credit Facility, as discussed above. 

At  December 31, 2008 and December 31, 2007, approximately $146 million and $96 million, respectively, of certain pollution con- 
trol bonds, which are short-term obligations by nature, are classified as Long-Term Debt on the Consolidated Balance Sheets due to Duke 
Energy Ohio's intent and ability to utilize such borrowings as long-term financing. Duke Energy's credit facilities with noncancelable terms 
in excess of one year as of the balance sheet date give Duke Energy Ohio the ability to refinance these short-term obligations on a long- 
term basis. Of the $146 million of pollution control bonds outstanding at December 31, 2008, approximately $84 million were back- 
stopped by Duke Energy's master credit facility, with the remaining balance backstopped by other specific credit facilities separate from 
the master credit facility. 
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In September 2008, Duke Energy Kentucky and Duke Energy Indiana, Inc. (Duke Energy Indiana), a wholly-owned subsidiary of Duke 
Energy, collectively entered into a $330 million letter of credit agreement with a syndicate of banks. Under this letter of credit agreement, 
Duke Energy Kentucky may request the issuance of letters of credit up to approximately $51 million on its behalf to support various ser- 
ies of variable rate demand bonds issued or to be issued on behalf of Duke Energy Kentucky. This credit facility, which is not part of Duke 
Energy's master credit facility, may not be used for any purpose other than to support variable rate demand bonds issued by Duke 
Energy Kentucky and Duke Energy Indiana, Inc. 

Restrictive Debt Covenants. Duke Energy's debt and credit agreement contains various financial and other covenants, including, 
but not limited to, a covenant regarding the debt-to-total capitalization ratio at Duke Energy, Duke Energy Ohio and Duke Energy Kentucky 
to not exceed 65%. Duke Energy Ohio's debt agreements also contain various financial and other covenants. Failure to meet these cove- 
nants beyond applicable grace periods could result in accelerated due dates and/or termination of the agreements. As of December 31, 
2008, Duke Energy, Duke Energy Ohio and Duke Energy Kentucky were in compliance with all covenants that would impact Duke Energy 
Ohio's or Duke Energy Kentucky's ability to borrow funds under the debt and credit facilities. In addition, some credit agreements may 
allow for acceleration of payments or termination of the agreements due to nonpayment, or the acceleration of other significant indebted- 
ness of the borrower or some of its subsidiaries. None of the debt or credit agreements contain material adverse change clauses. 

service is mortgaged under the mortgage bond indenture of Duke Energy Ohio. 
Other Assets Pledged as Collateral. As of December 31, 2008, substantially all of Franchised Electric and Gas' electric plant in 

17. Common and Preferred Stock 
Common Stock. Cinergy owns all of the common stock of Duke Energy Ohio. In April 2006, Duke Energy acquired 100 percent of 

Cinergy's outstanding stock. See Note 3 for additional information. 

In April 2006, Duke Energy Ohio filed a petition with the FERC for a declaratory ruling that its payment of dividends out of its paid-in 
capital account, using the balance transferred from the retained earnings account, resulting from purchase accounting arising from the 
Duke Energy/Cinergy merger, would not violate section 305(a) of the Federal Power Act, which generally precludes the payment of divi- 
dends out of paid-in capital. Such a ruling was necessary because purchase/push-down accounting reset retained earnings to zero as of 
April 3, 2006, thus potentially precluding Duke Energy Ohio from using pre-merger retained earnings to pay dividends. Without this appro- 
val, Duke Energy Ohio's ability to pay dividends to Duke Energy or Cinergy would have been constrained to earnings since April 3, 
2006, In May 2006, the FERC issued an order approving Duke Energy Ohio's petition. For further discussion of restrictions on Duke 
Energy Ohio's ability to pay dividends to its parent, see Note 4. 

During the years ended December 31, 2008, 2007 and 2006, Duke Energy Ohio paid dividends to its parent, Cinergy, of $200 mil- 
lion, $135 million and $102 million, respectively. 

Preferred Stock. In March 2006, Duke Energy Ohio redeemed all outstanding shares of its $16.98 million notional amount 4% 
Cumulative Preferred Stock and its $3.5 million notional amount 4.75% Cumulative Preferred Stock at a price of $108 per share and 
$101 per share, respectively, plus accrued and unpaid dividends. 

18. Commitments and Contingencies 

General Insurance 

Effective with the date of the merger between Duke Energy and Cinergy, Duke Energy Ohio carries, either directly or through Duke 
Energy's captive insurance company, Bison Insurance Company Limited, insurance and reinsurance coverages consistent with companies 
engaged in similar commercial operations with similar type properties. Duke Energy Ohio's insurance coverage includes (1) commercial 
general public liability insurance for liabilities arising to third parties for bodily injury and property damage resulting from Duke Energy 
Ohio's operations; (2) workers' Compensation liability coverage to required statutory limits; (3) automobile liability insurance for all owned, 
non-awned and hired vehicles covering liabilities to third parties for bodily injury and property damage; (4) insurance policies in support of 
the indemnification provisions of Duke Energy Ohio's by-laws and (5) property insurance covering the replacement value of all real and 
personal property damage, excluding electric transmission and distribution lines, including damages arising from boiler and machinery 
breakdowns, earthquake, flood damage and extra expense. All coverages are subject to certain deductibles, terms and conditions 
common for companies with similar types of operations. 
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Duke Energy Ohio also maintains excess liability insurance coverage above the established primary limits for commercial general 
liability and automobile liability insurance. Limits, terms, conditions and deductibles are comparable to those carried by other companies 
with similar types of operations. 

The cost of Duke Energy Ohio's general insurance coverages continued to fluctuate over the past year reflecting the changing con- 
ditions of the insurance markets. 

Environmental 

posal and other environmental matters. These regulations can be changed from time to time, imposing new obligations on Duke Energy 
Ohio. 

Remediation Activities. Duke Energy Ohio and its affiliates are responsible for environmental remediation at various contaminated 
sites. These include some properties that are part of ongoing Duke Energy Ohio operations, sites formerly owned or used by Duke 
Energy Ohio entities, and sites owned by third parties. Remediation typically involves management of contaminated soils and may involve 
groundwater remediation. Managed in conjunction with relevant federal, state and local agencies, activities vary with site conditions and 
locations, remedial requirements, complexity and sharing of responsibility. If remediation activities involve statutory joint and several 
liability provisions, strict liability, or cost recovery or contribution actions, Duke Energy Ohio or its affiliates could potentially be held 
responsible for contamination caused by other parties. In some instances, Duke Energy Ohio may share liability associated with con- 
tamination with other potentially responsible parties, and may also benefit from insurance policies or contractual indemnities that cover 
some or all cleanup costs. All of these sites generally are managed in the normal course of business or affiliate operations. Management, 
in the normal course of business, continually assesses the nature and extent of known or potential environmental-related contingencies 
and records liabilities when losses become probable and are reasonably estimable. 

tection requirements for existing facilities that withdraw 50 million gallons or more of water per day from rivers, streams, lakes, reser- 
voirs, estuaries, oceans, or other U S .  waters for cooling purposes. Three of six caal-fired generating facilities in which Duke Energy Ohio 
is either a whole or partial owner are affected sources under that rule. On January 25, 2007, the US. C o ~ r t  of Appeals for the Second 
Circuit issued its opinion in Riverkeeper, Inc. v. EPA, Nos. 04-6692-ag(L) et. al. (2d Cir. 2007) remanding most aspects of the EPA's rule 
back to the agency. The court effectively disallowed those portions of the rule most favorable to industry, and the decision creates a 
great deal of uncertainty regarding future requirements and their timing. On April 14, 2008, the U.S. Supreme Court issued an order 
granting review of the case and briefs were filed on .July 14, 2008. Oral argument occurred on December 2, 2008. A decision is 
expected in 2009. If the Supreme Court upholds the lower court decision, it is expected that costs will increase as a result of the court's 
decision, however, Duke Energy Ohio is unable to estimate at this time its costs to comply. 

Clean Air Interstate Rule (CAIR). The EPA finalized its CAlR in May 2005. The CAlR limits total annual and summertime NO, emis- 
sions and annual SO, emissions from electric generating facilities across the Eastern US. through a two-phased cap-and-trade program. 
Phase 1 begins in 2009 for NO, and in 2010 for SO2. Phase 2 begins in 2015 for both NO, and SO2. On March 25, 2008, the U.S. Court 
of Appeals for the District of Columbia (D.C. Circuit) heard oral argument in a case involving multiple challenges to the CAIR. On July 11, 
2008, the D.C. Circuit issued its decision in North Carolina v, EPA No. 05-1244 vacating the CAIR. The EPA filed a petition for rehearing 
on September 24, 2008 with the D.C. Circuit asking the court to reconsider various parts of its ruling vacating the CAIR. In December 
2008, the D.C. Circuit issued a decision remanding the CAlR to the EPA without vacatur. The EPA must now conduct a new rulemaking to 
modify the CAlR in accordance with the court's July 11, 2008 opinion. This decision means that the CAlR as initially finalized in 2005 
remains in effect until the new EPA rule takes effect. The court did not impose a deadline or schedule on the EPA. It is uncertain how long 
the current CAlR will remain in effect or how the new rulemaking will alter the CAIR. 

Duke Energy Ohio plans to spend approximately $85 million between 2009 and 2013 to comply with Phase 1 of the CAIR. Duke 
Energy Ohio is currently unable to estimate the costs to comply with any new rule the EPA will issue in the future as a result of the D.C. 
District Court's December 2008 decision discussed above. Duke Energy Ohio received partial recovery of depreciation and financing 
costs related to environmental compliance projects for 2005-2008 through its RSP. See Note 11 for a discussion of the impacts of the 
D.C. Circuit Court's July 11, 2008 decision to vacate the CAlR on the carrying value of emission allowances. 

Duke Energy Ohio is subject to federal, state and local regulations regarding air and water quality, hazardous and solid waste dis- 

Clean Water Act 3161bJ. The EPA finalized its cooling water intake structures rule in July 2004. The rule established aquatic pro- 
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Clean Air Mercury Rule (CAMRJ. The EPA finalized its CAMR in May 2005. The CAMR was to have limited total annual mercury 
emissions from coal-fired power plants across the U.S. through a twophased capand-trade program beginning in 2010. On February 8, 
2008, the D.C. Circuit issued its opinion in New Jersey v. EPA, No. 05-1097 vacating the CAMR. Requests for rehearing were denied. The 
U.S. EPA and the Utility Air Regulatory Group have requested that the US. Supreme Court review the D.C. Circuit's decision. The D.C. 
Circuit's decision creates uncertainty regarding future mercury emission reduction requirements and their timing, but makes it fairly cer- 
tain that there will be a delay in the implementation of federal mercury requirements for existing coal-fired power plants. On January 29, 
2009, the EPA requested the U.S. Department of Justice withdraw its Petition for Writ of Certiorari filed on October 17, 2008. On Febru- 
ary 23, 2009, the Supreme Court denied the Utility Air Regulatory Group's petition. The EPA will now develop emission standards for 
utility units under section 112 of the Clean Air Act, thus abiding by the D.C. Circuit's decision. At this point, Duke Energy Ohio is unable to 
estimate the costs to comply with any future mercury regulations that might result from the D.C. Circuit's decision. 

lion over the period 2009-201 3 to install synthetic caps and liners at existing and new CCP landfills and to convert CCP handling systems 
from wet to dry systems. 

Comprehensive Environmental Response, Compensation, and Liability Act Matter. In August 2008, Duke Energy Ohio 
received a notice from the EPA that it has been identified as a potentially responsible party under the Comprehensive Environmental 
Response, Compensation, and Liability Act at the LWD, Inc., Superfund Site in Calvert City, Kentucky. At this time, Duke Energy Ohio does 
not have any further information regarding the scope of potential liability associated with this matter. 

Extended Environmental Activities and Accruals. Included in Other within Deferred Credits and Other Liabilities on the Con- 
solidated Balance Sheets were total accruals related to extended environmental-related act es of approximately $1 1 million and $8 mil- 
lion as of December 31, 2008 and 2007, respectively. These accruals represent Duke Energy Ohio's provisions for costs associated with 
remediation activities at some of its current and former sites, as well as other relevant environmental contingent liabilities. Management, 
in the normal course of business, continually assesses the nature and extent of known or potential environmental-related contingencies 
and records liabilities when losses become probable and are reasonably estimable. 

Coal Combustion Product (CCP) Management. Duke Energy Ohio currently estimates that it will spend approximately $68 mil- 

Litigation 

New Source Review (NSR). In 1999-2000, the U S .  Department of Justice (DOJ, acting on behalf of the EPA and joined by various 
citizen groups and states, filed a number of complaints and notices of violation against multiple utilities across the country for alleged 
violations of the NSR provisions of the Clean Air Act (CAA). Generally, the government alleges that projects performed at various coal-fired 
units were major modifications, as defined in the CAA, and that the utilities violated the CAA when they undertook those projects without 
obtaining permits and installing the best available emission controls for SO2, NO, and particulate matter. The complaints seek injunctive 
relief to require installation of pollution control technology on various generating units that allegedly violated the CAA, and unspecified civil 
penalties in amounts of up to $32,500 per day for each violation. Two of Duke Energy Ohio's plants have been subject to these allega- 
tions. Duke Energy Ohio asserts that there were no CAA violations because the applicable regulations do not require permitting in cases 
where the projects undertaken are "routine" or otherwise do not result in a net increase in emissions. 

In Navember 1999, the US. brought a lawsuit in the US. Federal District Court for the Southern District of Indiana against Duke 
Energy Ohio alleging various violations of the CAA at Duke Energy Ohio's W.C. Beckjord and Miami Fort Stations. Three northeast states 
and two environmental groups have intervened in the case. A jury trial commenced on May 5, 2008 and jury verdict was returned on 
May 22, 2008. The jury found in favor of Cinergy, Duke Energy Ohio and Duke Energy Indiana, Inc. on all but three units at  Wabash River. 
Additionally, the plaintiffs had claimed that Duke Energy Ohio violated an Administrative Consent Order entered into in 1998 between the 
EPA and Cinergy relating to alleged violations of Ohio's State Implementation Plan (SIP) provisions governing particulate matter at Duke 
Energy Ohio's W.C. Beckjord Station. 

On October 21, 2008, Plaintiffs filed a motion for a new liability trial claiming that defendants misled the Plaintiffs and the jury by, 
among other things, not disclosing a consulting agreement with a fact witness and by referring to that witness as "retired" during the 
liability trial when in fact he was working for Duke Energy under the referenced consulting agreement in connection with the trial. On 
December 18, 2008, the court granted Plaintiffs' motion for a new liability trial on claims for which Duke Energy Ohio was not previously 
found liable. That trial is scheduled to begin on May 11, 2009. The remedy trial for violations already established at the Wabash River 
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Station and W.C. Beckjord Station was held during the week beginning February 2, 2009. The parties are awaiting a decision from the 
trial court. 

Duke Energy Ohio has been informed by Dayton Power and Light (DP&L) that in June 2000, the EPA issued a Notice of Violation 
(NOV) to DP&L for alleged violations of CAA requirements at a station operated by DP&L and jointly-owned by DP&L, Columbus Southern 
Power Company (CSP), and Duke Energy Ohio. The NOV indicated the EPA may issue an order requiring compliance with the requirements 
of the Ohio SIP, or bring a civil action seeking injunctive relief and civil penalties of up to $27,500 per day for each violation. In September 
2004, Marilyn Wall and the Sierra Club brought a lawsuit against Duke Energy Ohio, DP&L and CSP for alleged violations of the CAA at 
this same generating station. The parties reached an agreement to settle this matter in the form of a consent decree which was sub- 
mitted for comment to the EPA and ultimately approved and entered by the court on October 23, 2008. The consent decree did not have 
a material adverse effect on Duke Energy Ohio's consolidated results of operations, cash flows or financial position. 

It is not possible to estimate the damages, if any, that Duke Energy Ohio might incur in connection with these matters. Ultimate reso- 
lution of these matters relating to NSR, even in settlement, could have a material adverse effect on Duke Energy Ohio's consolidated 
results of operations, cash flows or financial position. However, Duke Energy Ohio will pursue appropriate regulatory treatment for any 
costs incurred in connection with such resolution. 

that sources in 13 upwind states, including Ohio, significantly contribute to North Carolina's non-attainment with certain ambient air quality 
standards. In August 2005, the EPA issued a proposed response to the petition. The EPA proposed to deny the ozone portion of the peti- 
tion based upon a lack of contribution to air quality by the named states. The EPA also proposed to deny the particulate matter portion of 
the petition based upon the CAlR Federal Implementation Plan (FIP) that would address the air quality concerns from neighboring states. 
On April 28, 2006, the EPA denied North Carolina's petition based upon the final CAlR FIP described above. North Carolina has filed a 
legal challenge to the EPA's denial. Briefing in that case is under way. On March 5, 2009 the D.C. Circuit remanded the case to the EPA 
for reconsideration. The EPA has conceded that the D.C. Circuit's July 18, 2008 decision in the CAlR litigation, North Carolina v. EPA No. 
05-1244, discussed above, and a subsequent order issued by the D.C. Circuit on December 23, 2008, have eliminated the legal basis for 
the E.PA's denial of North Carolina's Section 126 petition. At this time, Duke Energy Ohio cannot predict the outcome of this proceeding. 

Carbon Dioxide (CO,) Litigation. In July 2004, the states of Connecticut, New York, California, Iowa, New Jersey, Rhode Island, 
Vermont, Wisconsin and the City of New York brought a lawsuit in the US. District Court for the Southern District of New York 
against Cinergy, American Electric Power Company, Inc., American Electric Power Service Corporation, The Southern Company, Tennes- 
see Valley Authority, and Xcel Energy Inc. A similar lawsuit was filed in the U.S. District Court for the Southern District of New York against 
the same companies by Open Space Institute, Inc., Open Space Conservancy, Inc., and The Audubon Society of New Hampshire. These 
lawsuits allege that the defendants' emissions of C02 from the combustion of fossil fuels at electric generating facilities contribute to 
global warming and amount to a public nuisance. The complaints also allege that the defendants could generate the same amount of elec- 
tricity while emitting significantly less C02. The plaintiffs are seeking an injunction requiring each defendant to cap its C02 emissions and 
then reduce them by a specified percentage each year for at least a decade. In September 2005, the District Court granted the defend- 
ants' motion to dismiss the lawsuit. The plaintiffs have appealed this ruling to the Second Circuit Court of Appeals. Oral arguments were 
held before the Second Circuit Court of Appeals on June 7, 2006. It is not possible to predict with certainty whether Duke Energy Ohio will 
incur any liability or to estimate the damages, if any, that Duke Energy Ohio might incur in connection with this matter. 

Zimmer Generating Station (Zimmer Stationj Lawsuit. In November 2004, a citizen of the Village of Moscow, Ohio, the town 
adjacent to Duke Energy Ohio's Zimmer Station, brought a purported class action in the I.J.S. District Court for the Southern District of 
Ohio seeking monetary damages and injunctive relief against Duke Energy Ohio for alleged violations of the CAA, the Ohio SIP, and Ohio 
laws against nuisance and common law nuisance. The plaintiffs have filed a number of additional notices of intent to sile and two lawsuits 
raising claims similar to those in the original claim. One lawsuit was dismissed on procedural grounds, and the remaining two have been 
consolidated. On December 28, 2006, the District Court certified this case as a class action. Discovery in the case continues. At this 
time, Duke Energy Ohio cannot predict whether the outcome of this matter will have a material impact on its consolidated results of oper- 
ations, cash flows or financial position. Duke Energy Ohio intends to defend this lawsuit vigorously in court. 

Hurricane Katrina Lawsuit. In April 2006, Cinergy was named in the third amended complaint of a purported class action lawsuit 
filed in the U S  District Court for the Southern District of Mississippi Plaintiffs claim that Cinergy, along with numerous other utilities, oil 
companies, coal companies and chemical companies, are liable for damages relating to losses suffered by victims of Hurricane Katrina. 

Section 126 Petitions. In March 2004, the state of North Carolina filed a petition under Section 126 of the CAA in which it alleges 
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Plaintiffs claim that defendants’ greenhouse gas emissions contributed to the frequency and intensity of storms such as Hurricane Katrina, 
On August 30, 2007, the court dismissed the case. The plaintiffs have filed their appeal to the Fifth Circuit Court of Appeals and oral 
argument was heard on August 6, 2008. Due to the late recusal of one of the judges on the Fifth Circuit panel, the court held a new oral 
argument on November 3, 2008. It is not possible to predict with certainty whether Duke Energy will incur any liability or to estimate the 
damages, if any, that Duke Energy might incur in connection with this matter. 

Ohio Antitrust Lawsuit. In January 2008, four plaintiffs, including individual, industrial and non-profit customers, filed a lawsuit 
against Duke Energy Ohio in federal court in the Southern District of Ohio. Plaintiffs allege that Duke Energy Ohio (then The Cincinnati 
Gas & Electric Company (CG&E)), conspired to provide inequitable and unfair price advantages for certain large business consumers by 
entering into non-public option agreements with such consumers in exchange for their withdrawal of chaltenges to Duke Energy Ohio’s 
(then CG&E’s) pending RSP, which was implemented in early 2005. Duke Energy Ohio denies the allegations made in the lawsuit. Follow- 
ing Duke Energy Ohio’s filing of a motion to dismiss plaintiffs’ claims, plaintiffs amended their complaint on May 30, 2008. Plaintiffs now 
contend that the contracts at issue were an illegal rebate which violate antitrust and Racketeer Influenced and Corrupt Organizations 
(RICO) statutes. Defendants have again moved to dismiss the claims. It is not possible to predict with certainty whether Duke Energy Ohio 
will incur any liability or to estimate the damages, if any, that Duke Energy Ohio might incur in connection with this matter. 

Asbestos-related Injuries and Damages Claims. Duke Energy Ohio has been named as a defendant or co-defendant in lawsuits 
related to asbestos at its electric generating stations. The impact on Duke Energy Ohio‘s consolidated results of operations, cash flows 
or financial position of these cases to date has not been material. Based on estimates under varying assumptions concerning 
uncertainties, such as, among others: (i) the number of contractors potentially exposed to asbestos during construction or maintenance 
of Duke Energy Ohio’s generating plants; (ii) the possible incidence of various illnesses among exposed workers; and (iii) the potential set- 
tlement costs without federal or other legislation that addresses asbestos tort actions, Duke Energy Ohio estimates that the range of 
reasonably possible exposure in existing and future suits over the foreseeable future is not material. This estimated range of exposure 
may change as additional settlements occur and claims are made and more case law is established. 

Other Litigation and Legal Proceedings. Duke Energy Ohio and its subsidiaries are involved in other legal, tax and regulatory 
proceedings arising in the ordinary course of business, some of which involve substantial amounts. Duke Energy Ohio believes that the 
final disposition of these proceedings will not have a material adverse effect on its consolidated results of operations, cash flows or finan- 
cial position. 

Duke Energy Ohio has exposure to certain legal matters that are described herein. As of both December 31, 2008 and 2007, Duke 
Energy Ohio has recorded insignificant reserves for these proceedings and exposures. Duke Energy Ohio expenses legal costs related to 
the defense of loss contingencies as incurred. 

Other Commitments and Contingencies 

ments or power purchase contracts) that may or may not be recognized on the Consolidated Balance Sheets. Some of these arrange- 
ments may be recognized at market value on the Consolidated Balance Sheets as undesignated hedge contracts or qualifying hedge 
nositions. 

General. Duke Energy Ohio enters into various fixed-price, non-cancelable commitments to purchase or sell power (tolling arrange- 
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Operating and Capital Lease Commitments 

Duke Energy Ohio leases assets in several areas of its operations. Consolidated rental expense for operating leases were approx- 
imately $31 million for the year ended December 31, 2008, approximately $32 million for the year ended December 31, 2007, approx- 
imately $20 million for the nine months ended December 31, 2006 and approximately $7 million for the three months ended March 31, 
2006, which is included in Operation, Maintenance and Other on the Consolidated Statements of Operations. Capitalized lease obligations 
are classified as debt on the Consolidated Balance Sheets (see Note 16). Amortization of assets recorded under capital leases was 
included in Depreciation and Amortization on the Consolidated Statements of Operations. The following is a summary of future minimum 
lease payments under operating leases, which at inception had a noncancelable term of more than one year, and capital leases as of 
December 31, 2008: 

2009 
2010 
201 1 
2012 
2013 
Thereafter 

Total future minimum lease payments 

Operating Capital 
Leases Leases 

(in millions) 
-- 

$ 1 7  $ 9  
15 8 
13 7 
11 7 
10 6 

14 47 

$51 $113 
- 1__ 

___ - __ - 

19. Employee Benefit Obligations 
Cinergy Retirement Plans. Duke Energy Ohio participates in qualified and non-qualified defined benefit pension plans as well as 

other post-retirement benefit plans sponsored by Cinergy. Cinergy allocates pension and other post-retirement obligations and costs 
related to these plans to Duke Energy Ohio. 

Upon consummation of the merger with Duke Energy, Cinergy’s benefit plan obligations were remeasured. Cinergy updated the 
assumptions used to determine their accrued benefit obligations and prospective net periodic benefit/post-retirement costs to be allo- 
cated to Duke Energy Ohio. As a result, the discount rate used to determine net periodic benefit cost to be allocated to Duke Energy Ohio 
by Cinergy changed from 5.50% to 6.00% in 2006. 

Cinergy adopted the funded status recognition and disclosure provisions of SFAS No. 158 effective December 31, 2006. Cinergy 
adopted the change in measurement date transition requirements of SFAS No. 158 effective January 1, 2007 by remeasuring plan assets 
and benefit obligations as of that date. Previously, Cinergy used a September 30 measurement date for its defined benefit and other post- 
retirement plans. The adoption of SFAS No. 158 did not have a material impact on Duke Energy Ohio’s consolidated results of operations 
or cash flows. See Note 1 for additional information related to the adoption of SFAS No. 158. 

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

Qualified Pension Plans 

Cinergy’s qualified defined benefit pension plans cover substantially all employees meeting certain minimum age and service require- 
ments. The plans cover most employees using a cash balance formula. Under a cash balance formula, a plan participant accumulates a 
retirement benefit consisting of pay credits that are based upon a percentage (which varies with age and years of service) of current 
eligible earnings and current interest credits. Certain legacy Cinergy employees are covered under plans that use a final average earnings 
formula. Under a final average earnings formula, a plan participant accumulates a retirement benefit equal to a percentage of their highest 
3-year average earnings, plus a percentage of their highest 3-year average earnings in excess of covered compensation per year of par- 
ticipation (maximum of 35 years), plus a percentage of their highest 3-year average earnings times years of participation in excess of 35 
years. 
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Predecessorlal 
Three Months 

Ended 
March 31, 

2006fbJ 

Regulatory Assets 

Accumulated Other Comprehensive Loss (Income) 
Deferred income tax (liability) asset 
Prior service cost 
Net actuarial loss (gain) 

Net amount recognized-Accumulated other comprehensive loss (income) 

An insignificant amount in AOCl will be recognized in net periodic pension costs in 2009. 
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Predecessorla) 
Three Months 

Ended 
March 31, 

2006 

Qualified Plans-Assumptions Used for Cinergy's Pension Benefits Accounting 
2008 2007 2006 

~ 

(percentages) 
Benefit Obligations 
Discount rate 6 5 0  6 0 0  5.75 
Salary increase 4.50 5.00 5.00 
Net  Periodic Benefit Cost 
Discount ratela) 6.00 5.75 5.50-6.00 

Expected long-term rate of return on plan assets 8.50 8.50 8.50 

(a) Discount rate for Successor was 6.00% for the nine months ended December 31, 2006. Discount rate for Predecessor was 5.50% for the three months ended 
March 31, 2006 (see Note 1 for additional information on Predecessor and Successor reporting). 

Salary increase 5.00 5.00 5 00 

-- Non-Qualified Pension Plans 

that do not meet the criteria for certain tax benefits) that cover officers, certain other key employees, and non-employee directors. Actua- 
rial gains and losses are amortized over the average remaining service period of the active employees. l h e  average remaining service 
period of active employees covered by the non-qualified retirement plans is 11 years. There are no plan assets. The projected benefit 
obligation for the plans was approximately $113 million and $105 million as of December 31, 2008 and 200'7, respectively. The accumu- 
lated benefit obligation for the plans was approximately $104 million and $102 million as of December 31, 2008 and 2007, respectively. 
The accrued non-qualified pension liability allocated by Cinergy to Duke Energy Ohio, which represents Duke Energy Ohio's proportionate 
share of the unfunded status of the Cinergy nonqualified pension plan, was approximately $6 million and $7 million as of December 31, 
2008 and 2007, respectively, of which approximately $4  million and $5 million, respectively, is recognized in Accrued pension and other 
post-retirement benefit costs within the Consolidated Balance Sheets at December 31, 2008 and 2007, and approximately $2 million is 
recognized in Other within Current Liabilities on the Consolidated Balance Sheets at December 31, 2008 and 2007. 

Cinergy also maintains, and Duke Energy Ohio participates in, non-qualified, non-contributory defined benefit retirement plans (plans 

Duke Energy Ohio's non-qualified pension plan pre-tax net periodic pension benefit costs as allocated by Cinergy were as follows: 

Non-Qualified Pensionlb) 

(a) 
(b) 

See Note 1 for additional information on Predecessor and Successor reporting 
Includes insignificant amounts in 2006, which are reflected in Loss From Discontinued Operations, net of tax, in the Consolidated Statements of Operations 

Non-Qualified Plans-Assumptions Used for Cinergy's Pension Benefits Accounting 
2008 2007 2006 

Benefit Obligations 
Discount rate 
Salary increase 
Net Periodic Benefit Cost 
Discount ratela' 
Salary increase 

(percentages) 

6.50 6.00 5.75 
4.50 5.00 5 00 

6.00 5.75 5.50-6.00 
5.00 5.00 5.00 

(a) Discount rate for Successor was 6 00% for the nine months ended December 31, 2006. Discount rate for Predecessor was 5.50% for the three months ended 
March 31,2006 (see Note 1 for additional information on Predecessor and Successor reporting). 

Other Post-Retirement Benefit Plans 

Duke Energy Ohio participates in other post-retirement benefit plans sponsored by Duke Energy. Prior to January 1, 2008, Cinergy 
was the sponsor of the other post-retirement benefit plans. Effective January 1, 2008, Duke Energy became the sponsor of these other 
post-retirement benefit plans. Duke Energy provides certain health care and life insurance benefits to retired employees and their 
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Predecessorlal 
Three Months 

Ended 
March 31, 
20061bJ 

eligible dependents on a contributory and non-contributory basis. These benefits are subject to minimum age and service requirements. 
The health care benefits include medical coverage, dental coverage, and prescription drug coverage and are subject to certain limi- 
tations, such as deductibles and co-payments. These benefit costs are accrued over an employee’s active service period to the date of 
full benefits eligibility. The net unrecognized transition obligation is amortized over approximately 20  years. Actuarial gains and losses are 
amortized over the average remaining service period of the active employees. The average remaining service period of the active 
employees covered by the plan is 12 years. During the third quarter of 2008, Duke Energy Ohio recorded pre-tax income of approx- 
imately $20 million related to the correction of errors in actuarial valuations prior to 2008 that would have reduced amounts recorded as 
other post-retirement benefit expense recorded during those historical periods. 

Duke Energy Ohio’s other post-retirement plan pretax net periodic benefit costs as allocated by Duke Energy were as follows: 

Other Post-retirementlcl 

(a) 
(b) 
(c) 

(d) 

See Note 1 for additional information on Predecessor and Successor reporting. 
Includes insignificant amounts reflected in Loss From Discontinued Operations, net of tax, in the Consolidated Statements of Operations 
Excludes approximately $2 million, $4 million and $2 million, respectively, of regulatory asset amortization resulting from purchase accounting for the years 
ended December 31,2008 and 2007 and the nine months ended December 31,2006. 
Includes the recognition of the approximate $20 million correction of errors discussed above. 

The fair value of Duke Energy’s other post-retirement benefit plans assets was approximately $23 million and $32 million as of 
December 31, 2008 and 2007, respectively. The accumulated other post-retirement benefit obligation for the plans was approximately 
$330 million and $464 million as of December 31, 2008 and 2007, respectively. The accrued other post-retirement liability allocated by 
Duke Energy to Duke Energy Ohio, which represents Duke Energy Ohio’s proportionate share of the unfunded status of the Duke Energy 
other post-retirement benefit plans, was approximately $70 million and $1 38 million, respectively, of which approximately $68 million and 
$136 million, respectively, is recognized in Accrued pension and other post-retirement benefit costs within the Consolidated Balance 
Sheets at December 31, 2008 and 2007, and approximately $2 million is recognized in Other within Current Liabilities on the Con- 
solidated Balance Sheets at December 31, 2008 and 2007. 

Duke Energy did not make any contributions to its other post-retirement plans in 2008. Duke Energy made contributions to its other 
post-retirement benefit plan during 2007 of approximately $32 million to the legacy Cinergy other post-retirement plans, of which approx- 
imately $9 million represents contributions made by Duke Energy Ohio. No amounts were contributed to the legacy Cinergy other post- 
retirement plans for the nine months ended December 31, 2006 or three months ended March 31, 2006. 

plans of approximately $32 million and $12 million, respectively, as of December 31, 2008 and a reduction in regulatory assets and a 
pre-tax credit to AOCI of $2 million and $1 million, respectively, as of December 31, 2007 within the Consolidated Balance Sheets. 

Duke Energy Ohio recognized a reduction in regulatory assets and a pre-tax credit to AOCI related to its other post-retirement benefit 

An insignificant amount in AOCI will be recognized in net periodic other post-retirement benefit costs in 2009. 

Assumptions Used in Duke Energy’s Other Post-retirement Benefits Accounting 

2008 2007 2006 
(percentages) 

Benefit Obligations 
Discount rate 
Net Periodic Benefit Cost 
Discount ratela1 
Expected long-term rate of return on plan assets 

6.50 6.00 5.75 

6.00 5.75 5.50-6.00 
8.50 8.50 N/A 

(a) Discount rate for Successor was 6.00% for the nine months ended December 31,2006. Discount rate for Predecessor was 5 50% for the three months ended 
March 31, 2006 (see Note 1 for additional information on Predecessor and Successor reporting). 
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Predecessorla) 
Three Months 

Ended 
March 31, 
2006 

Assumed Health Care Cost Trend Rates 
Medicare Trend Rate Prescription Drug Trend Rate 
2008 2007 2008 2007 -. 

Health care cost trend rate assumed for next year 8 50% 8.00% 11.00% 12.50% 
Rate to which the cost trend is assumed to decline (the ultimate trend rate) 5.00% 5.00% 5.00% 5.00% 
Year that the rate reaches the ultimate trend rate 2013 2013 2022 2022 

Income/(Expense) 
Interest income 
AFUDC equity 
Other 

Total 

-~ 

(a) See Note 1 for additional information on Predecessor and Successor reporting 

21. Subsequent Events 

obligations, see Notes 4, 18 and 19, respectively. 
For information related to subsequent events related to regulatory matters, commitments and contingencies, and employee benefit 

22. Quarterly Financial Data (Unaudited) 

2008 
Total operating revenues 
Operating income (loss) 
Income (loss) before extraordinary items 
Net income (loss1 
2007 
Total operating revenues 
Operating income 
Net income 

First 
Quarter 

$99 1 
223 
133 
133 

$916 
74 
37 

Second Third Fourth 
Quarter Quarter Quarter 

(in millions) 

$795 $818 $820 
263 (60) 92 
157 (54) 51 

(54) 118 157 

$763 $955 $821 
95 21 0 104 
49 118 60 

Total 

$3,424 
518 
287 
354 

$3,455 
483 
264 

There were no extraordinary, significant or unusual items during the first or second quarters of 2008. 

During the third quarter of 2008, Duke Energy Ohio recorded the following extraordinary, unusual or infrequently occurring items: an 
approximate $82 million pretax impairment charge related to emission allowances (see Note 11); and pretax income of approximately 
$20 million related to the correction of errors in actuarial valuations related to other post-retirement benefit plans (see Note 19). 

approximate $67 million after-tax (approximately $103 million pretax) extraordinary gain related to the reapplication of SFAS No. 71 to 
certain operations of Commercial Power (see Note 1). 

During the first quarter of 2007, Duke Energy Ohio recorded the following extraordinary, unusual or infrequently occurring item: a 
temporary rate reduction of $2 million due to merger approval obtained from PUCO related to the merger between Duke Energy and 
Cinergy. 

During the fourth quarter of 2008, Duke Energy Ohio recorded the following extraordinary, unusual or infrequently occurring item: an 

There were no extraordinary, significant or unusual items during the second, third or fourth quarters of 2007. 
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SCHEDULE 11-VALUATION AND QUALIFYING ACCOUNTS AND RESERVES 

Additions : 
Balance at Charged to 
Beginning Charged to Other 
of Period Expense Accounts Deductionslbl 

”- -- 

Balance at 
End of 
Period 

(in millions) 

$ 3  $15 $,-.... $ -... ” 

Successorla1 
Year Ended December 31, 2008: 

Allowance for doubtful accounts $18 
11 

11 
- 

Environmentallcl 8 4 1 
Uncertain tax provisionsldl 
Other(@) 

10 
3 

- 
10 

10 
2 

Year Ended December 31, 2007: 
Injuries and damages 
Allowance for doubtful accounts 
Environmentallcl 
Uncertain tax provisionsldl 
Otherlel 

$ 3  
5 
8 
26 
11 

I_ 

$53 ___ ___. 

$ -  
1 

-I 

- 
3 

$ 3  
3 

16 
11 

$-  
3 
8 
10 
3 

$24 
- 
- __ $33 - - 

Nine Months Ended December 31, 2006: 
Injuries and damages $ 5  $ 1  $- $ 3  $ 3  

5 
8 
26 
11 

3 - Allowance for doubtful accounts 4 4 
Environmentalicl 
Uncertain tax provisionsldl 
Other‘el 

Predecessorla) 
Three Months Ended March 31, 2006: 

Injuries and damages $ 4  $ 1  $- $-- $ 5  
Allowance for doubtful accounts 4 2 2 4 

8 Environmental(c1 8 

__ 
- - - 

Uncertain tax provisionsld) 
Otherlel 

(a) 
(b) 
(c) 
(d) 

(el 

See Note 1 for additional information on Predecessor and Successor reporting. 
Principally cash payments and reserve reversals. For 2007, this also includes the impacts from the adoption of FIN 48. 
Included in Other within Deferred Credits and Other Liabilities on the Consolidated Balance Sheets. 
Included in Taxes accrued and Interest accrued within Current Liabilities on the Consolidated Balance Sheets. The December 31, 2007 ending balance primarily 
contains nonincome tax reserves. 
Principally mark-tomarket and other reserves, included in Unrealized gains on mark-tomarket and hedging transactions within Current Assets and Other within 
Investments and Other Assets, Unrealized losses on mark-tomarket and hedging transactions within Current Liabilities and Other within Deferred Credits and 
Other Liabilities on the Consolidated Balance Sheets. 
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure. 
None. 

Item 9A. Controls and Procedures. 

Disclosure Controls and Procedures 

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

Disclosure controls and procedures include, without limitation, controls and procedures designed to provide reasonable assurance 
that information required to be disclosed by Duke Energy Ohio in the reports it files or submits under the Exchange Act is accumulated 
and communicated to management, including the Chief Executive Officer and Chief Financial Officer, as appropriate, to allow timely deci- 
sions regarding required disclosure. 

Under the supervision and with the participation of management, including the Chief Executive Officer and Chief Financial Officer, 
Duke Energy Ohio has evaluated the effectiveness of its disclosure controls and procedures (as such term is defined in Rule 13a-l5(e) 
and 15d.l5(e) under the Exchange Act) as of December 31, 2008, and, based upon this evaluation, the Chief Executive Officer and Chief 
Financial Officer have concluded that these controls and procedures are effective in providing reasonable assurance of compliance. 

Changes in Internal Control over Financial Reporting 

lJnder the supervision and with the participation of management, including the Chief Executive Officer and Chief Financial Officer, 
Duke Energy Ohio has evaluated changes in internal control over financial reporting (as such term is defined in Rules 13a-15(0 and 
15d-l5(f) under the Exchange Act) that occurred during the fiscal quarter ended December 31, 2008, and other than the coal settlements 
and accounting system transition described below, have concluded that no change has materially affected, or is reasonably likely to 
materially affect, internal control over financial reporting. 

system used for purchased power. This system change is a result of an evaluation of previous systems and related processes to support 
evolving operational needs, and is not the result of any identified deficiencies in the previous systems. Duke Energy Ohio reviewed the 
implementation effort as well as the impact on Duke Energy Ohio's internal control over financial reporting and where appropriate, made 
changes to internal controls over financial reporting to address the system transition. 

During the fourth quarter 2008, Duke Energy Ohio transitioned coal settlements accounting from one system to an already existing 

Management's Annual Report On Internal Control Over Financial Reporting 

reporting, as such term is defined in Exchange Act Rules 13a-l5(f) and 15d-l5(f). Duke Energy Ohio's internal control system was 
designed 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. Because of inherent limitations, internal control over 
financial reporting may not prevent or detect misstatements. Also projections of any evaluation of effectiveness to future periods are 
subject to the risk that controls may become inadequate because of changes in conditions, or that the degree of compliance with policies 
and procedures may deteriorate. 

Duke Energy Ohio's management, including the Chief Executive Officer and Chief Financial Officer, has conducted an evaluation of 
the effectiveness of Duke Energy Ohio's internal control over financial reporting as of December 31, 2008 based on the framework in 
Internal Control-Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Cornmission. Based on 
that evaluation, management concluded that: our internal control over financial reporting was effective as of December 31, 2008. 

accounting firm, regarding internal control over financial reporting. Management's report was not subject to attestation by Deloitte & 
Touche U P  pursuant to temporary rules of the SEC that permit Duke Energy Ohio to provide only management's report in this annual 
reoort. 

Duke Energy Ohio's management is responsible for establishing and maintaining an adequate system of internal control over financial 

This annual report does not include an attestation report of Deloitte & Touche LLP, Duke Energy Ohio's registered independent public 
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Item 14. Principal Accounting Fees and Services. 

provided professional services to Duke Energy Corporation (Duke Energy) and its consolidated subsidiaries for 2008 and 2007. The fol- 
lowing table presents the fees that have been allocated to Duke Energy Ohio, Inc. (Duke Energy Ohio) and its subsidiaries as part of 
corporate governance costs: 

Deloitte & Touche LLP, and the member firms of Deloitte Touche Tohmatsu and their respective affiliates (collectively, "Deloitte") 

FY 2008 FY 2007 
(in millions) 
-- 

Audit Fee91 $2.3 $2.6 
Audit-Related Feescbl 0.4 0.4 

0.4 Tax Feeslc) 

$3.4 
__ 0.1 

$2.8 
- 

___ - - ___ Total Fees: 

(a) Audit Fees are fees billed or expected to be billed by Deloitte for professional services for the audit of Duke Energy and are allocated by Duke Energy to Duke 
Energy Ohio for the audit of the Duke Energy Ohio consolidated financial statements included in Duke Energy Ohio's annual report on Form 10-K and review of 
financial statements included in Duke Energy Ohio's quarterly reports on Form 10.0, services that are normally provided by Deloitte in connection with statutory, 
regulatory or other lilings or engagements or any other service performed by Deloitte to comply with generally accepted auditing standards 

(b) Audit-Related Fees are fees billed by Deloitte to Duke Energy and are allocated by Duke Energy to Duke Energy Ohio for assurance and related services that are 
reasonably related to the performance of an audit or review of Duke Energy Ohio's financial statements, including assistance with acquisitions and divestitures and 
internal control reviews. 
Tax Fees are fees billed by Deloitte to Duke Energy and are allocated by Duke Energy to Duke Energy Ohio for tax return assistance and preparation, tax examina- 
tion assistance, and professional services related to tax planning and tax strategy. 

To safeguard the continued independence of the independent auditor, the Duke Energy Audit Committee adopted a policy that p r o  
vides that the independent public accountants are only permitted to provide services to Duke Energy and its consolidated subsidiaries, 
including Duke Energy Ohio, that have been pre-approved by the Duke Energy Audit Committee. Pursuant to the policy, detailed audit serv- 
ices, audit-related services, tax services and certain other services have been specifically pre-approved up to certain fee limits. In the 
event that the cost of any of these services may exceed the preapproved limits, the Duke Energy Audit Committee must pre-approve the 
service. All other services that are not prohibited pursuant to the SEC's or other applicable regulatory bodies' rules of regulations must be 
specifically pre-approved by the Duke Energy Audit Committee. All services performed in 2008 and 2007 by the independent public 
accountant were approved by the Duke Energy Audit Committee pursuant to its preapproval policy. 

(c) 
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Item 15. Exhibits, Financial Statement Schedules. 

report are as follows: 
(a) Consolidated Financial Statements, Supplemental Financial Data and Supplemental Schedule included in Part II of this annual 

Consolidated Financial Statements 

Consolidated Statements of Operatians for the Year Ended December 31, 2008, Year Ended December 31, 2007, Nine Months 
Ended December 31, 2006, and the Three Months Ended March 31, 2006 

Consolidated Balance Sheets as of December 31,2008 and 2007 

Consolidated Statements of Cash Flows for the Year Ended December 31, 2008, Year Ended December 31, 2007, Nine Months 
Ended December 31, 2006, and the Three Months Ended March 31, 2006 

Consolidated Statements of Common Stockholder’s Equity and Comprehensive Income for the Year Ended December 31, 2008, 
Year Ended December 31, 2007, Nine Months Ended December 31, 2006, and the Three Months Ended March 31, 2006 

Notes to the Consolidated Financial Statements 

Quarterly Financial Data (unaudited, included in Note 22 to the Consolidated Financial Statements) 

Consolidated Financial Statement Schedule Il-Valuation and Qualifying Accounts and Reserves for the Year Ended December 31, 
2008, Year Ended December 31,2007, Nine Months Ended December 31, 2006, and the Three Months Ended March 31,2006 

Report af 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. 

(b) Exhibits-See Exhibit Index immediately fallowing the signature page 

79 



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: March 13, 2009 

DUKE ENERGY OHIO, INC. 
(Registrant) 

BY: -. /s/ JAMES E. ROGERS 
James E. Rogers 

Chief Executive Officer 

"_l_______ 

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

(i) / s /  JAMES E. ROGERS 
James E. Rogers 

Chief Executive Officer (Principal Executive Officer) 

(ii) / s /  DAVID L. HAUSER 
David L. H a u s e r  

Group Executive and Chief Financial Officer 
(Principal Financial Officer) 

____( (iii) / s /  - STEVEN K. YOUNG 
Steven K. Young 

Senior Vice President and Controller (Principal 
Accounting Officer) 

(iv) Di rectors  

/s/ JAMES E. ROGERS 

James E. Rogers 

/s/ DAVID L. HAUSER 

David L. Hauser 

/s/ JAMES L. TURNER 

James L. Turner 

Date: March 13,  2009 
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PART IV 

EXHIBIT INDEX 

Exhibits filed herewith are designated by an asterisk (7. All exhibits not so designated are incorporated by reference to a prior filing, 
as indicated. 

Exhibit 
Number 

3.1 

3.1.1 

3.2 

4.1 

4.1.1 

4.1.2 

4.1.3 

4.1.4 

4.1.5 

4.1.6 

4.1.7 

4.1.8 

4.2 

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

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

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

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

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

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

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

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

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

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

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

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

Repayment Agreement between Duke Energy Ohio, Inc. and The Dayton Power and Light Company dated as of 
December 23, 1992 (filed with Form 10-K of Duke Energy Ohio, Inc. (formerly The Cincinnati Gas & Electric Company) for 
the year ended December 31, 1992, File No. 1-1232). 
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PART IV 

Exhibit 
Number 

4.3 

4.4 

4.5 

4.5.1 

4.5.2 

4.5.3 

4.5.4 

4.5.5 

4.5.6 

4.5.7 

4.6 

4.7 

4.8 

10.1 

Loan Agreement between Duke Energy Ohio, Inc. and the State of Ohio Air Quality Development Authority dated as of 
September 13, 1995 (filed with Form 10-Q of Duke Energy Ohio, Inc. (formerly The Cincinnati Gas & Electric Company) for 
the quarter ended September 30, 1995, File No. 1-1232). 

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

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

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

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

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

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

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

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

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

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

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

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

Employment Agreement dated Fehruary 4, 2004, among Cinergy Corp., Duke Energy Ohio, Inc., and Duke Energy, Indiana, 
Inc., and James E. Rogers (filed with Form 10-K of Duke Energy Ohio, lnc. (formerly The Cincinnati Gas &Electric Company) 
for the year ended 12/31/03, File No. 1-1232). 
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Exhibit 
Number 

10.2 

10.2.1 

10.3 

10.4 

10.4.1 

10.4.2 

10.5 

10.5.1 

10.6 

10.6.1 

10.7 

10.8 

10.9 

Amended and Restated Employment Agreement dated October 11, 2002, among Cinergy Corp., Services, Duke Energy 
Ohio, Inc., and Duke Energy Indiana, Inc., and William J. Grealis (filed with Form 10-K of Duke Energy Ohio, lnc. (formerly 
The Cincinnati Gas & Electric Company) for the year ended 12/31/02, File No. 1..1232). 

Amended Employment Agreement effective December 17, 2003 to Employment Agreement dated October 11, 2002, 
among Cinergy Corp., Services, Duke Energy Ohio, Inc., and Duke Energy Indiana, Inc., and William J. Grealis (filed with 
Form 10-K of Duke Energy Ohio, Inc. (formerly The Cincinnati Gas & Electric Company) for the year ended 12/31/03, 
File No. 1-1232). 

Amended and Restated Employment Agreement dated October 1, 2002, among Cinergy Corp., Services, Duke Energy 
Ohio, Inc., and Duke Energy Indiana, Inc., and Donald B. Ingle, Jr. (filed with Form 10-K of Duke Energy Ohio, Inc. (formerly 
The Cincinnati Gas & Electric Company) for the year ended 12/31/02, File No. 1-1232). 

Amended and Restated Employment Agreement dated September 12, 2002, among Cinergy Corp., Services, Duke 
Energy Ohio, Inc., and Duke Energy Indiana, Inc., and Michael .J. Cyrus (filed with Form 10°K of Duke Energy Ohio, Inc 
(formerly The Cincinnati Gas & Electric Company) for the year ended 12/31/02, File No. 1-1232). 

Amended Employment Agreement effective December 17, 2003 to Employment Agreement dated September 12, 2002, 
among Cinergy Corp., Services, Duke Energy Ohio, Inc., and Duke Energy Indiana, Inc., and Michael J. Cyrus (filed with 
Form 10-K of Duke Energy Ohio, Inc. (formerly The Cincinnati Gas & Electric Company) for the year ended 12/31/03, 
File No. 1-1232). 

Form of amendment to employment agreement, adopted and effective December 14, 2005, between Services and each 
of Michael J. Cyrus and James L. Turner (filed with Form 10-K of Duke Energy Ohio, Inc. (formerly The Cincinnati Gas & 
Electric Company) for the year ended 12/31/02, File No. 1-1232). 

Amended and Restated Employment Agreement dated September 24, 2002, among Cinergy Corp., Services, Duke 
Energy Ohio, lnc., and Duke Energy Indiana, Inc., and James L. Turner (filed with Form 10-K of Duke Energy Ohio, Inc. 
(formerly The Cincinnati Gas & Electric Company) for the year ended 12/31/03, File No. 1-1232). 

Amended Employment Agreement effective December 17, 2003 to Employment Agreement dated September 24, 2002, 
among Cinergy Corp., Services, Duke Energy Ohio, Inc., and Duke Energy Indiana, Inc., and James L. Turner (filed with 
Form 10-K of Duke Energy Ohio, Inc. (formerly The Cincinnati Gas & Electric Company) for the year ended 12/31/03, 
File No. 1-1232). 

Employment Agreement dated November 15, 2002, among Cinergy Corp., Duke Energy Ohio, Inc., and Duke Energy 
Indiana, Inc. and Marc E. Manly (filed with Form 10°K of Duke Energy Ohio, Inc. (formerly The Cincinnati Gas & Electric 
Company) for the year ended 12/31/03, File No. 1-1232). 

Amended Employment Agreement effective December 17, 2003 to Employment Agreement dated November 15, 2002, 
among Cinergy Corp., Duke Energy Ohio, Inc., and Duke Energy Indiana, lnc., and Marc E. Manly (filed with Form 10-K of 
Duke Energy Ohio, Inc. (formerly The Cincinnati Gas & Electric Company) for the year ended 12/31/03, File No. 1-1232). 

Deferred Compensation Agreement between Duke Energy Ohio, Inc. and Jackson H. Randolph dated January 1, 1992 (filed 
with Form IO-K of Duke Energy Ohio, Inc. (formerly The Cincinnati Gas & Electric Company) for the year ended 12/31/92, 
File No. 1-1232). 

Split Dollar Insurance Agreement, effective as of May 1, 1993, between Duke Energy Ohio, Inc. and Jackson H. Randolph 
(filed with Form 10-K of Duke Energy Ohio, Inc. (formerly The Cincinnati Gas & Electric Company) for the year ended 
12/31/94, File No. 1-1232). 

Amended and Restated Supplemental Retirement Income Agreement between Duke Energy Ohio, Inc. and Jackson H. 
Randolph dated January I ,  1995 (filed with Form 10-K of Duke Energy Ohio, Inc. (formerly The Cincinnati Gas & Electric 
Company) for the year ended 12/31/95, File No. 1-1232). 
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Exhibit 
Number 

10.10 

10.1 1 

10.12 

10.12.1 

10.13 

*12 

* 23.1 

*31.1 

*31.2 

* 32.1 

*32.2 

Amended and Restated Supplemental Executive Retirement Income Agreement between Duke Energy Ohio, Inc. and 
certain executive officers (filed with Form 10-K of Duke Energy Ohio, Inc. (formerly The Cincinnati Gas & Electric Com- 
pany) for the year ended 12/31/97, File No. 1-1232). 

Asset Purchase Agreement by and among Duke Energy Indiana, Inc. and Duke Energy Ohio, lnc. and Allegheny Energy 
Supply Company, LLC, Allegheny Energy Supply Wheatland Generating Facility, LLC and Lake Acquisition Company, 
L.L.C., dated as of May 6, 2005 (filed with Form l 0 Q  of Duke Energy Ohio, Inc. (formerly The Cincinnati Gas & Electric 
Company) for the quarter ended June 30, 2005, File No. 1-1232). 

$2,650,000,000 Amended and Restated Credit Agreement, dated as of .June 28, 2007, among Duke Energy Corpo- 
ration, Duke Energy Carolinas, LLC, Duke Energy Ohio, Inc., Duke Energy Indiana, Inc. and Duke Energy Kentucky, Inc., 
as Borrowers, the banks listed therein, Wachovia Bank, National Association, as Administrative Agent, JPMorgan Chase 
Bank, National Association, Barclays Bank PLC, Bank of America, N.A. and Citibank, N.A., as Co-Syndication Agents and 
The Bank of Tokyo-Mitsubishi, Ltd., New York Branch and Credit Suisse, as Co-Documentation Agents (filed in Form 8-K 
of Duke Energy Ohio, lnc., July 5, 2007, File No. 1-1232, as Exhibit 10.1). 

Amendment No. 1 to the Amended and Restated Credit Agreement (filed on Form 8-K of Duke Energy Ohio, Inc., 
March 12, 2008, File No. 1-1232, as Exhibit 10.1). 

Keepwell Agreement, dated April 10, 2006, between Duke Capital LLC and Duke Energy Ohio, Inc. (filed with Form 10-K 
of Duke Energy Ohio, Inc. (formerly The Cincinnati Gas & Electric Company), filed on April 14, 2006, File No. 1-1232). 

Computation of Ratio of Earnings to Fixed Charges. 

Consent of Independent Registered Public Accounting Firm. 

Certification of the Chief Executive Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. 

Certification of the Chief Financial Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. 

Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002. 

Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002. 

The total amount of securities of the registrant or its subsidiaries authorized under any instrument with respect to long-term debt not 
filed as an exhibit does not exceed 10% of the total assets of the registrant and its subsidiaries on a consolidated basis. The registrant 
agrees, upon request of the Securities and Exchange Commission, to furnish copies of any or all of such instruments to it. 
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EXHIBIT 12 

Successorla1 
Year Year Nine Months 

Ended Ended Ended 
December 31, December 31, December 31, 

2008 2007 2006 

_" 

COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES 

___.- 
Predecessorlal 

Three Months Year Year 
Ended Ended Ended 

March 31, December 31, December 31, 
2006 2005 2004 

The ratio of earnings to fixed charges is calculated using the Securities and Exchange Commission guidelines. 

Earnings as defined for fixed charges calculation 
Add: 

Pretax income from continuing operations 
Fixed charges 

Interest capitalized@) 
Deduct: 

Total earnings (as defined for the Fixed Charges 
calculation) 

Fixed charges: 
Interest on debt, including capitalized portions 
Estimate of interest within rental expense 

Total fixed charges 

Ratio of earnings to fixed charges 

$458 $415 $102 
122 139 100 

$1 86 $41 2 $378 
35 114 106 

$113 $130 $ 95 
9 9 5 

$122 $139 $100 

4.6 3.8 1.9 

- - ___. 

- - - - - - 

$ 33 $105 $ 95 
11 

$ 35 $114 $106 

6.2 4.6 4.5 

~ - ____" 2 9 

- - - - ____. - 

(a) See Note 1 for additional information on Predecessor and Successor reporting. 
(b) Excludes equity costs related to AFUDC that are included in Other Income and Expenses in the Consolidated Statements of Operations 



EXHIBIT 23.1 

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 

We consent to the incorporation by reference in Registration Statement No. 333-146483-01 on Form S-3 of our report dated March 13, 
2009, relating to the financial statements and financial statement schedule of Duke Energy Ohio, Inc., appearing in this Annual Report on Form 
10-K of Duke Energy Ohio, Inc. for the year ended December 31, 2008. 

/S/ DELOITTE & TOUCHE LLP 
Charlotte, North Carolina 
March 13, 2009 



EXHIBIT 31.1 

CERTIFICATION OF THE CHIEF EXECUTIVE OFFICER 
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002 

I. James E. Rogers, cert i fy that: 

I have reviewed this annual report on Form 10-K of Duke Energy Ohio, Inc.; 

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to 
make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the 
period covered by this report; 

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material 
respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report; 

The registrant's other certifying officeris) and I are responsible for establishing and maintaining disclosure controls and procedures (as 
defined in Exchange Act Rules 13a-15(e) and 15d-l5(e)) and internal control over financial reporting (as defined in Exchange Act Rules 
13a15(f) and 15d-15(f)) for the registrant and have: 

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our 
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us 
by others within those entities, particularly during the period in which this report is being prepared; 

Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under 
our supervision, 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; 

Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about 
the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such 
evaluation; and 

d) Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most 
recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably 
likely to materially affect, the registrant's internal control over financial reporting; and 

b) 

c) 

The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial 
reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the equivalent 
functions): 

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are 
reasonably likely to adversely affect the registrant's ability to record, process, summarize and report financial information; and 

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal 
control over financial reporting. 

Date: March 13, 2009 

/s/ JAMES E. ROGERS 
James E. Rogers 

Chief Executive Officer 



EXHIBIT 31.2 

CERTIFICATION OF THE CHIEF FINANCIAL OFFICER 
PURSUANT TO SECTION 302  OF THE SARBANES-OXLEY ACT OF 2002 

I. David L. Hauser, cert i fy that: 

I have reviewed this annual report on Form 10-K of Duke Energy Ohio, lnc.; 

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to 
make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the 
period covered by this report; 

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material 
respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report; 

The registrant's other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as 
defined in Exchange Act Rules 13a-l5(e) and 15d-l5(e)) and internal control over financial reporting (as defined in Exchange Act Rules 
13a-l5(f) and 15d-l5(f)) for the registrant and have: 

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our 
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us 
by others within those entities, particularly during the period in which this report is being prepared; 

Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under 
our supervision, 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; 

Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about 
the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such 
evaluation; and 

Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most 
recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably 
likely to materially affect, the registrant's internal control over financial reporting; and 

b) 

c) 

d) 

The registrant's other certifying officeds) and I have disclosed, based on our most recent evaluation of internal control over financial 
reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the equivalent 
functions): 

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are 
reasonably likely to adversely affect the registrant's ability to record, process, summarize and report financial information; and 

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal 
control over financial reporting. 

Date: March 13 .  2009 

/s/ DAVID L. HAUSER 
David L. Hauser 

Group Executive and 
Chief Financial Officer 



EXHIBIT 32.1 

CERTIFICATION PURSUANT TO 
18 U.S.C. SECTION 1350, 

AS ADOPTED PURSUANTTO 
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

In connection with the Annual Report of Duke Energy Ohio, lnc. (“Duke Energy Ohio”) on Form 10-K for the period ending December 31, 
2008 as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I, James E. Rogers, Chief Executive Officer of 
Duke Energy Ohio, certify, pursuant to 18 U.S.C. section 1350, as adopted pursuant to section 906 of the Sarbanes-Oxley Act of 2002, that: 

(1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and 

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of Duke 
Energy Ohio. 

Date: March 13, 2009 

/s/ JAMES E. ROGERS 
James E. Rogers 

Chief Executive Officer 



EXHIBIT 32.2 

CERTIFICATION PURSUANT TO 
18 U.S.C. SECTION 1350, 

AS ADOPTED PURSUANT TO 
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

In connection with the Annual Report of Duke Energy Ohio, Inc. (“Duke Energy Ohio”) on Form 10-K for the period ending December 31, 
2008 as filed with the Securities and Exchange Commission on the date hereof (the “Report“), I ,  David L. Hauser, Group Executive and Chief 
Financial Officer of Duke Energy Ohio, certify, pursuant to 18 U.S.C. section 1350, as adopted pursuant to section 906 of the Sarbanes-Oxley 
Act of 2002, that: 

(1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and 

(2 )  The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of Duke 
Energy Ohio. 

Date: March 13 ,  2009 

/s/ DAVID L. HAUSER 
David L. Hauser 

Group Executive and 
Chief Financial Officer 
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Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be contained, to the best of registrant's 
knowledge, in definitive proxy or information statements incorporated by reference in Part Ill of this Form 10-K or any amendment to this Form lO-KEl 
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting company. See the definitions of 
"large accelerated filer," "accelerated filer" and "smaller reporting company" in Rule 12b-2 of the Exchange Act. 

Large accelerated fi ler0 Accelerated filer0 

Non-accelerated filerW 
(Do not check if a smaller reporting company) 
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Securities Exchange Act of 1934). Yes 0 No W 
The registrant meets the conditions set forth in General Instructions (I)(l)(a) and (b) of Form 10-K and is therefore filing this Form 10-K with the reduced disclosure format. Pari 
I/ Items 4 and 6 and Part 111 items 10, 11, 12 and 13 have been omitted in accordance with instruction (1)(2)(a) and (c). 
All of the registrant's common stock is indirectly owned by Duke Energy Corporation (File No 1-32853), which files reports and proxy material pursuant to the Securities 
Exchange Act of 1934, as amended. 

Smaller reporting company 0 
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15. EXHIBITS AND FINANCIAL S T m  D L  

SIGNATURES 

EXHIBIT INDEX 

CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING INFORMATION 

This document 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-looking statements are based on management's beliefs and assumptions. These forward-looking statements are identified by terms and phrases such as 
"anticipate," "believe." "intend." "estimate." "expect," "continue," "should," "could," "may," "plan," "project." "predict," "will," "potential," "forecast," "target," and similar expressions. 
Forward-looking statements involve risks and uncertainties that may cause actual results to be materially different from the results predicted. Factors that could cause actual 
results to differ materially from those indicated in any forward-looking statement include, but are not limited to: 

71 

72 

E- 1 

* State and federal legislative and regulatory initiatives, including costs of compliance with existing and future environmental requirements; 

* State and federal legislative and regulatory initiatives and rulings that affect cost and investment recovery or have an impact on rate structures; 

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

- Industrial. commercial and residential growth in Duke Energy Ohio, Inc.'s (Duke Energy Ohio) service territories; 

* Additional competition in electric markets and continued industry consolidation; 

- The influence of weather and other natural phenomena on Duke Energy Ohio's operations, including the economic, operational and other effects of tornados, droughts 
and other natural phenomena; 

The timing and extent of changes in commodity prices and interest rates; * 

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

The performance of electric generation facilities; 

. The results of financing efforts, including Duke Energy Ohio's ability to obtain financing on favorable terms. which can be affected by various factors, including Duke 
Energy Ohio's credit ratings and general economic conditions; 

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

Source: Duke Energy Ohio, In, 10-K, March 19, 2008 



* The level of credit worthiness of counterparties to Duke Energy Ohio's transactions; 

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

* Growth in opportunities for Duke Energy Ohio's business units, including the timing and success of efforts to develop domestic power and other projects; and 

* 

In light of these risks, uncertainties and assumptions, the events described in the forward-looking statements might not occur or might occur to a different extent or at a 
The effect of accounting pronouncements issued periodically by accounting standard-setting bodies. 

different time than Duke Energy Qhio has described. Duke Energy Ohio undertakes no obligation to publicly update or revise any forward-looking statements, whether as a 
result of new information, future events or otherwise. 

Source: Duke Energy Ohio, In, 1 0-K, March 19, 2008 
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item 1. Business 

GENERAL 
Duke Energy Ohio, Inc. (Duke Energy Ohio), an Ohio corporation organized in 1837, is a wholly-owned subsidiary of Cinergy Corp. (Cinergy). Duke Energy Ohio is a 

combination electric and gas public utility company that provides service in the southwestem portion of Ohio and through Duke Energy Kentucky, Inc. (Duke Energy Kentucky) 
in nearby areas of Kentucky. Duke Energy Ohio's principal lines of business include generation, transmission and distribution of electricity, the sale and transportation of natural 
gas, and energy marketing. Duke Energy Ohio's principal subsidiary is Duke Energy Kentucky, a Kentucky corporation organized in 1901. Duke Energy Kentucky's principal 
lines of business include generation, transmission and distribution of electricity and the sale and transportation of natural gas in northern Kentucky. References herein to Duke 
Energy Ohio includes Duke Energy Ohio and subsidiaries. 

In the second quarter of 2006, Duke Energy Corporation (Duke Energy) and Cinergy consummated a merger which combined the Duke Energy and Cinergy regulated 
franchises as well as deregulated generation in the Midwestern United States. 

Duke Energy Ohio operates the following business segments: Franchised Electric and Gas and Commercial Power. Duke Energy Ohio's chief operating decision maker 
regularly reviews financial information about each of these business segments in deciding how to allocate resources and evaluate performance. Each of these business units is 
considered to be a separate reportable segment under Statement of Financial Accounting Standards (SFAS) No. 131, "Disclosures about Segments of an Enterprise and 
Related Information." For additional information regarding this segment, including financial information, see Note 4 to the Consolidated Financial Statements, "Business 
Segments." 

Kentucky. Franchised Electric and Gas plans, constructs, operates and maintains Duke Energy Ohio's transmission and distribution systems, which generate, transmit and 
distribute electric energy to consumers. Franchised Electric and Gas also sells and transports natural gas. These electric and gas operations are subject to the rules and 
regulations of the Federal Energy Regulatory Commission (FERC), the Public Utilities Commission of Ohio (PUCO), and the Kentucky Public Service Commission (KPSC). 

Commercial Power primarily consists of Duke Energy Ohio's non-regulated generation in Ohio and certain other non-regulated generation assets discussed in Note 3 to 
the Consolidated Financial Statements, "Transfer of Generating Assets and Dispositions," and the energy marketing and risk management activities associated with those 
assets. 

The remainder of Duke Energy Ohio's operations are presented as Other. While it is not considered a business segment, Other for Duke Energy Ohio includes certain 
allocated governance costs. 

Duke Energy Ohio's principal executive offices are located at 139 East Fourth Street, Cincinnati, Ohio 45202. The telephone number is 704-594-6200. Duke Energy Ohio 
electronically files reports with the Securities and Exchange Commission (SEC), including annual reports on Form 10-K, quarterly reports on Form 10-Q. current reports on 
Form 8-K and amendments to such reports. The public may read and copy any materials that Duke Energy Ohio files with the SEC at the SEC's Public Reference Room at 100 
F Street, N.E., Washington, D.C. 20549. The public may obtain information on the operation of the Public Reference Room by calling the SEC at 1-800-SEC-0330. The SEC 
also maintains an internet site that contains reports, proxy and information statements, and other information regarding issuers that file electronically with the SEC at 
http://wwwsec gov, Additionally, information about Duke Energy Ohio, including its reports filed with the SEC, is available through Duke Energy's web site at 
http.//wwwduke-energy.com. Such reports are accessible at no charge through Duke Energy's web site and are made available as soon as reasonably practicable after such 
material is filed with or furnished to the SEC. 

Franchised Electric and Gas consists of Duke Energy Ohio's regulated electric and gas transmission and distribution systems including its regulated electric generation in 
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GLOSSARY OF TERMS 
The following terms or acronyms used in this Form 10-K are defined below: 

Term or Acronym 

AFUDC 

APB 

CC 

Cinergy 

CDz 

CT 

DOE 

DOJ 

Duke Energy 

Duke Energy Kentucky 

Duke Energy Ohio 

ElTF 

EPA 

FASB 

FERC 

FIN 

FSP 

FTC 

GAAP 

KPSC 

LIBOR 

MBSSO 

Midwest IS0  

MMBtu 

MW 

NOx 

OCC 

PUCO 

RSP 

RTC 

SAB 

SEC 

SFAS 

Allowance for Funds Used During Construction 

Accounting Principles Board 

Combined Cycle 

Cinergy Corp (collectively with its subsidiaries) 

Carbon Dioxide 

Combustion Turbine 

Department of Energy 

Department of Justice 

Duke Energy Corporation (collectively with its subsidiaries) 

Duke Energy Kentucky, lnc. 

Duke Energy Ohio, Inc. 

Emerging Issues Task Force 

Environmental Protection Agency 

Financial Accounting Standards Board 

Federal Energy Regulatory Commission 

Financial Accounting Standards Board Interpretation 

Financial Accounting Standards Board Staff Position 

United States Federal Trade Commission 

United States Generally Accepted Accounting Principles 

Kentucky Public Service Commission 

London Interbank Offered Rate 

Market Based Standard Service Offer 

Midwest Independent Transmission System Operator 

Million British thermal units 

Megawatt 

Nitrogen oxide 

Office of the Ohio Consumers' Counsel 

Public Utilities Commission of Ohio 

Rate Stabilization Plan 

Regulatory Transition Charges 

Securities and Exchange Commission Staff Accounting Bulletin 

Securities and Exchange Commission 

Statement of Financial Accounting Standards 

so2 Sulfur dioxide 

business segments, see Note 4 to the Consolidated Financial Statements, "Business Segments ") 
The following sections describe the business and operations of each of Duke Energy Ohio's reportable business segments (For financial information on Duke Energy's 
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FRANCHISED ELECTRIC AND GAS 
Service Area and Customers 

Franchised Electric and Gas generates, transmits, distributes and sells electricity Franchised Electric and Gas also transports and sells natural gas. Its service area 
covers about 3,000 square miles with an estimated population of 2.1 million in southem Ohio and northern Kentucky. Franchised Electric and Gas supplies electric service to 
approximately 800,000 residential, commercial and industrial customers over approximately t 9,500 miles of distribution lines and an approximate 2,50Dmile transmission 
system in Ohio and Kentucky. Franchised Electric and Gas provides regulated transmission and distribution services for natural gas to approximately 500,000 customers via 
approximately 7,100 miles of gas mains (gas distribution lines that serve as a common source of supply for more than one service line) and service lines. 

COMMERCIAL POWER 
Service Area and Customers 

Commercial Power owns, operates and manages non-regulated power plants and engages in the wholesale marketing and procurement of electric power, fuel and 
emission allowances related to tliese plants as well as other contractual positions. Commercial Power's generation asset fleet consists of Duke Energy Ohio's non-regulated 
generation in Ohio and the five Midwestem gas-fired generation assets that were transferred from Duke Energy in 2006. Commercial Power's assets are comprised of 
approximately 7,600 net megawatts (MW) of power generation primarily located in the Midwestem U S .  The asset portfolio has a diversified fuel mix with baseload and 
mid-merit coal-fired units as well as combined cycle (CC) and peaking natural gas-fired units. Most of the generation asset output in Ohio has been contracted through the Rate 
Stabilization Plan (RSP) through 2008. See Item 2. "Properties" for further discussion of the generating facilities and Note 5 to the Consolidated Financial Statements, 
"Regulatory Matters," for further discussion of the RSP. 

ENVIRONMENTAL MATTERS 

environmental matters Environmental laws and regulations affecting Duke Energy Ohio include, but are not limited to: 
Duke Energy Ohio is subject to federal, state and local laws and regulations with regard to air and water quality, hazardous and solid waste disposal and other 

. The Clean Air Act, as well as state laws and regulations impacting air emissions, including State Implementation Plans related to existing and new national ambient air 
quality standards for ozone and particulate matter Owners andlor operators of air emission sources are responsible for obtaining permits and for annual compliance 
and reporting. 

The Clean Water Act which requires permits for facilities that discharge wastewaters into the environment . 
* The Comprehensive Environmental Response, Compensation and Liability Act, which can require any individual or entity that currently owns or in the past may have 

owned or operated a disposal site, as well as transporters or generators of hazardous substances sent to a disposal site, to share in remediation costs. 

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

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

* 

- 
(For more information on environmental matters involving Duke Energy Ohio, including possible liability and capital costs, see Notes 5 and 17 to the Consolidated 

Financial Statements, "Regulatory Matters," and "Commitments and Contingencies." respectively.) 
Except to the extent discussed in Note 5 to the Consolidated Financial Statements, "Regulatory Matters," and Note 17 to the Consolidated Financial Statements, 

"Commitments and Contingencies," compliance with federal, state and local provisions regulating the discharge of materials into the environment, or otherwise protecting the 
environment, is incorporated into the routine cost structure of our various business segments and is not expected to have a material adverse effect on the competitive position, 
consolidated results of operations, cash flows or financial position of Duke Energy Ohio 
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Item 1A. Risk Factors. 
The risk factors discussed herein relate specifically to risks associated with Duke Energy Ohio. 

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

Duke Energy Ohio's franchised electric businesses are regulated on a cost-of-servicelrate-of-return basis subject to the statutes and regulatory commission rules and 
procedures of Ohio and Kentucky. If Duke Energy Ohio's franchised electric earnings exceed the returns established by the state regulatory commissions, Duke Energy Ohio's 
retail electric rates may be subject to review by the commissions and possible reduction, which may decrease Duke Energy Ohio's future earnings. Additionally, if regulatory 
bodies do not allow recovery of costs incurred in providing service on a timely basis, Duke Energy Ohio's future earnings could be negatively impacted. 

regulating Duke Energy Ohio's businesses Regulation affects almost every aspect of Duke Energy Ohio's businesses, including, among other things, Duke Energy Ohio's 
ability to: take fundamental business management actions; determine the terms and rates of Duke Energy Ohio's transmission and distribution businesses' services; as well as 
its regulated generation business; make acquisitions; issue debt securities; engage in transactions between Duke Energy Ohio's utilities and other subsidiaries and affiliates; 
and pay dividends. Changes to these regulations are ongoing, and Duke Energy Ohio cannot predict the future course of changes in this regulatory environment or the ultimate 
effect that this changing regulatory environment will have on Duke Energy Ohio's business However, changes in regulation (including re-regulating previously deregulated 
markets) can cause delays in or affect business planning and transactions and can substantially increase Duke Energy Ohio's costs. 

Deregulation o r  restructuring in the electric industry may result in increased competition and unrecovered costs that could adversely affect Duke Energy 
Ohio's results o f  operations, cash f/ows or  financial position and its utilities' businesses. 

Increased competition resulting from deregulation or restructuring efforts could have a significant adverse financial impact on Duke Energy Ohio and consequently on its 
results of operations, financial position, or cash flows. Increased competition could also result in increased pressure to lower costs, including the cost of electricity. Duke Energy 
Ohio cannot predict the extent and timing of entry by additional competitors into the electric markets. Duke Energy Ohio cannot predict when it will be subject to changes in 
legislation or regulation, nor can it predict the impact of these changes on its results of operations, cash flows or financial position. 

Duke Energy Ohio may be unable to secure long-term power sales agreements o r  transmission agreements, which could expose Duke Energy Ohio's sa l t s  to 
increased volatility. 

In the future, Duke Energy Ohio may not be able to secure long-term power sales agreements for its unregulated power generation facilities. If Duke Energy Ohio is 
unable to secure these types of agreements, its sales volumes would be exposed to increased volatility. Without the benefit of long-term customer power purchase agreements, 
Duke Energy Ohio cannot assure that it will be able to operate profitably. The inability to secure these agreements could materially adversely affect Duke Energy Ohio's results 
and business. 

Duke Energy Ohio is subject to regulation by FERC and by federal, state and local authorities under environmental laws and by state public utility commissions under laws 

Competition in the unregulated markets in which Duke Energy Ohio operates may adversely affect the growth and profitability o f  its business. 
Duke Energy Ohio may not be able to respond in a timely or effective manner to the many changes designed to increase competition in the electricity industry. To the 

Duke Energy Ohio may also face competition from new competitors that have greater financial resources than Duke Energy Ohio does, seeking attractive opportunities to 
extent competitive pressures increase, the economics of Duke Energy Ohio's business may come under long-term pressure. 

acquire or develop energy assets or energy trading operations both in the United States and abroad. These new competitors may include sophisticated financial institutions, 
some of which are already entering the energy trading and marketing sector, and international energy players, which may enter regulated or unregulated energy businesses. 
This competition in generation assets in non-regulated competitive markets may adversely affect Duke Energy Ohio's ability to make investments or acquisitions. 

2008 llnfavorable resolution as to pricing once the RSP expires could have a materially adverse effect on Duke Energy Ohio's results of operations, cash flows or financial 
position 

Duke Energy Ohio operates under the RSP Market Based Standard Service Offer (MBSSO), which provides price certainty for generation in Ohio through December 31, 
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Duke Energy Ohio must meet credit quality standards. If Duke Energy Ohio o r  its rated subsidiary is unable to maintain an investment grade credit rating, it 
would be required under credit agreements to provide collateral in the form o f  letters o f  credit o r  cash, which may materially adversely affect its liquidity. Duke 
Energy Ohio cannot be sure that it wi l l  maintain investment grade credit ratings. 

Each of Duke Energy Ohio's or its rated subsidiary's senior unsecured long-term debt is rated investment grade by various rating agencies. Duke Energy Ohio cannot be 
sure that its senior unsecured long-term debt will continue to be rated investment grade. 

If the rating agencies were to rate Duke Energy Ohio or its rated subsidiary below investment grade, Duke Energy Ohio's borrowing costs would increase, perhaps 
significantly. In addition, Duke Energy Ohio would likely be required to pay a higher interest rate in future financings, and its potential pool of investors and funding sources 
would likely decrease. Any downgrade or other event negatively affecting the credit ratings of Duke Energy Ohio or its rated subsidiary could also increase Cinergy's need to 
provide liquidity in the form of capital contributions or loans to such subsidiaries, thus reducing the liquidity and borrowing availability of the consolidated group 

A downgrade below investment grade could also trigger termination clauses in some interest rate and foreign exchange derivative agreements. which would require cash 
payments. All of these events would likely reduce Duke Energy Ohio's liquidity and profitability and could have a material adverse effect on its results of operations. cash flows 
or financial position. 

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

Duke Energy Ohio's business is financed to a large degree through debt and the maturity and repayment profile of debt used to finance investments offen does not 
correlate to cash flows from its assets. Accordingly, Duke Energy Ohio relies on access to both short-term money markets and longer-term capital markets as a source of 
liquidity for capital requirements not satisfied by the cash flow from its operations and to fund investments originally financed through debt instruments with disparate maturiiies. 
If Duke Energy Ohio is not able to access capital at competitive rates, its ability to finance its operations and implement its strategy could be adversely affected. 

Market disruptions may increase Duke Energy Ohio's cost of borrowing or adversely affect its ability to access one or more financial markets Such disruptions could 
include: economic downturns; the bankruptcy of an unrelated energy company; capital market conditions generally; market prices for electricity and gas; terrorist attacks or 
threatened attacks on Duke Energy Ohio's facilities or unrelated energy companies; or the overall health of the energy industry. Restrictions on Duke Energy Ohio's ability to 
access financial markets may also affect its ability to execute its business plan as scheduled An inability to access capital may limit Duke Energy Ohio's ability to pursue 
improvements or acquisitions that it may otherwise rely on for future growth 

entities. These facilities typically include financial covenants which 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 a1 a particular entity could preclude that entity from issuing commercial paper or letters of credit or borrowing under the revolving credit 
facility and could require other of Duke Energy Ohio's affiliates to immediately pay down any outstanding drawn amounts under other revolving credit agreements 

Duke Energy Ohio is exposed to credit risk o f  counterparties with whom it does business. 
Adverse economic conditions affecting, or financial difficulties of, counterparties with whom Duke Energy Ohio does business could impair the ability of these 

Duke Energy Ohio's ultimate parent, Duke Energy, maintains revolving credit facilities to provide back-up for commercial paper programs and/or letters of credit at various 

counterparties to pay for Duke Energy Ohio's services or fulfill their contractual obligations, including loss recovery payments under insurance contracts or cause them to delay 
such payments or obligations Duke Energy Ohio depends on these counterparties to remit payments on a timely basis Any delay or default in payment could adversely affect 
Duke Energy Ohio's cash flows, financial position or results of operations. 

Poor investment performance o f  Cinergy's pension plan holdings and other factors impacting pension plan costs could unfavorably impact Duke Energy 
Ohio's liquidity and results o f  operations. 

Duke Energy Ohio participates in certain employee benefit plans sponsored by its parent, Cinergy, Duke Energy Ohio is allocated costs and obligations related to these 
plans. Cinergy's costs of providing non-contributory defined benefit pension plans are dependent upon a number of factors, such as the rates of return on plan assets, discount 
rates, the level of interest rates used to measure the required minimum funding levels of the plans, future government regulation and required or voluntary contributions made to 
the plans. While Cinergy complies with the minimum funding requirements as of December 31, 2007, Cinergy's qualified pension plans had obligations which exceeded the 
value of plan assets by approximately $240 million. Without sustained growth in the pension investments over 
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time to increase the value of plan assets and depending upon the other factors impacting Cinergy's costs as listed above, Duke Energy Ohio could be required to fund its 
parent's plans with significant amounts of cash. Such cash funding obligations could have a material impact on Duke Energy Ohio's results of operations, cash flows or financial 
position 

Duke Energy Ohio is subject to numerous environmental laws and regulations that require significant capital expenditures, can increase its cost o f  
operations and which may  impact o r  limit its business fans, o r  expose i[ to envirqnmental liabilities. 

Duke knergy Ohio is subject to numerous environrnenh laws and re ulations affecting many aspects of its present and future operations including air emissions (such as 
reducing nitrogen oxide sulfur dioxide and mercury emissions or potential?uture control of reenhouse gas emissions) water quality wastewaier dischar es solid waste and 
hazardous waste. Thesk laws and regulations can result in increased capital operating an! other costs. These laws a i d  regulations'generally require Dule knergy Ohio to 
obtain and compl with a wide variety of environmental licenses permits inspections a i d  other ap rovals. Compliance with environmental laws and regulations can re uire 
significant expenditures ,including expenditures for,clean up cods and damages arisin out of conkhnated ro erties, and failure to comply with environmental regulaqions 
may result in the imposi\ion of fines penalties and injunctive measures affecting operaing assets. The stepsbuEe Energy Ohio takes to ensure that its facilities are in 
compliance could be prohibitively &pensive. As a result Duke Energy Ohio may. be re uired to shut down or alter the operation of its facilities which ma cause it to incur 
losses. Further Duke Energy Ohio's regulato rate strukture and its contracts with cus?omers may not necessarily allow it to recover capital cbsts Duke 8ner y Ohio incurs to 
comply with new environmental regulations. Ayso Duke Energy ,Ohio may not be able to obtain or maintain from time to time all re uired environmental regulayory approvals for 
its operating assets or develo ment projects. If there is a dela in obtaining any required environmental re ulatory approvals if D&e Energ Ohio fails to obtain and comply 
with them or if environmental k w s  or regulations chan e and iecome more stringent then the operation o? Duke Energy Ohio's facilities orrhe development of new facilities 
could be prevented delayed or become subject to addtional costs. Although it is not kxpected that the costs of complying with current environmental regulations will have a 
material adverse edect on Duke Energy Ohio's cash flows, financial position or results of operations, no assurance can be made that the costs of complying with environmental 
regulations in the future will not have such an effect. 

There is growin consensus that some form of regulation will be forthcoming at the federal level with respect to greenhouse gas emissions, including carbon dioxide 
(COz), and such regjation could result in the creation of substantial compliance costs. 

In addition, Duke Energy Ohio is generally responsible for on-site liabilities, and in some cases off-site liabilities, associated with the environmental condition of Duke 
Energy Ohio's power generation facilities and natural gas assets which it has acquired or developed. regardless of when the liabilities arose and whether they are known or 
unknown In connection with some acquisitions and sales of assets, Duke Energy Ohio may obtain, or be required to provide, indemnification against some environmental 
liabilities. If Duke Energy Ohio incurs a material liability, or the other party to a transaction fails to meet its indemnification obligations to Duke Energy Ohio, Duke Energy Ohio 
could suffer material losses 

Duke Energy Ohio is involved in numerous legal proceedings, the outcomes o f  which are uncertain, and resolution adverse to Duke Energy Ohio could 
negatively affect its cash fbws, financial condition or  results o f  operations. 

Duke Energy Ohio is subject to numerous legal proceedings. Litigation is subject to many uncertainties and Duke Energy Ohio cannot predict the outcome of individual 
matters with assurance. It is reasonably possible that the final resolution of some of the matters in which Duke Energy Ohio is involved could require it to make additional 
expenditures, in excess of established reserves, over an extended period of time and in a range of amounts that could have a material effect on its cash flows and results of 
operations Similarly, it is reasonably possible that the terms of resolution could require Duke Energy Ohio to change its business practices and procedures, which could also 
have a material effect on its results of operation, cash flows or financial position 

market prices o f  commodities, a// o f  which are beyond Duke Energy Ohio's control. 

demand for electricity as a result of economic downturns in Duke Energy Ohio's franchised electric service territories will reduce overall electricity sales and lessen Duke 
Energy Ohio's cash flows, especially as its industrial customers reduce production and, therefore, consumption of electricity and gas. Although Duke Energy Ohio's franchised 
electric business is 
subject to regulated allowable rates of return and recovery of fuel costs under a fuel adjustment clause, overall declines in electricity sold as a result of economic downturn or 
recession could reduce revenues and cash flows, thus diminishing resuits of operations. 

0 

Duke Energy Ohio's results of operations may be  negatively affected b y  sustained downturns o r  sluggishness in the economy, including low leves  in the 

Sustained downturns or sluggishness in the economy generally affect the markets in which Duke Energy Ohio operates and negatively influence its operations. Declines in 

Source: Duke Energy Ohio, In, 10-K, March 19, 2008 
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Duke Energy Ohio also sells electricity into the spot market or other competitive power markets on a contractual basis. With respect to such transactions, revenues and 
results of operations are likely to depend, in large part. upon prevailing market prices in Duke Energy Ohio's regional markets and other competitive markets. These market 
prices may fluctuate substantially over relatively short periods of time and could reduce Duke Energy Ohio's revenues and margins and thereby diminish its results of 
operations. 

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

* weather conditions, including abnormally mild winter or summer weather that cause lower energy usage for heating or cooling purposes, respectively; 

* supply of and demand for energy commodities; 

* illiquid markets including reductions in trading volumes which result in lower revenues and earnings; 

general economic conditions, including downturns in the US. or other economies which impact energy consumption particularly in which sales to industrial or large 
commercial customers comprise a significant portion of total sales; 

transmission or transportation constraints or inefficiencies which impact Duke Energy Ohio's non-regulated energy operations; 

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

natural gas prices; 

* ability to procure satisfactory levels of fuel supplies and inventory, such as coal and natural gas; 

electric generation capacity surpluses which cause Duke Energy Ohio's non-regulated energy plants to generate and sell less electricity at lower prices and may cause 
some plants to become non-economical to operate; 

capacity and transmission service into, or out of, Duke Energy Ohio's markets; . 
natural disasters, acts of terrorism, wars, embargoes and other catastrophic events to the extent they affect Duke Energy Ohio's operations and markets. as well as the 
cost and availability of insurance covering such risks; and 

federal, and state energy and environmental regulation and legislation. * 

Duke Energy Ohio's operating results may fluctuare on a seasonal and quarterly basis. 
Electric power generation is generally a seasonal business. In most parts of the United States and in markets in which Duke Energy Ohio operates, demand for electricity 

peaks during the hot summer months and demand for natural gas peaks during the cold winter months, with market prices also peaking during the hot summer months for 
electricity and cold winter months for natural gas Further, extreme weather conditions such as heat waves or winler storms could cause these seasonal fluctuations to be more 
pronounced. As a result, in the future, the overall operating results of Duke Energy Ohio's businesses may fluctuate substantially on a seasonal and quarterly basis and thus 
make period comparison less relevant. 

Item IB .  Unresolved Staff Comments. 
None. 

Item 2. Properties. 
FRANCHISED ELECTRIC AND GAS 

As of December 31, 2007, Franchised Electric and Gas operated two coal-fired stations with a combined net capacity of 577 MW and one combustion turbine (CT) station 
with a net capacity of 500 MW Franchised Electric and Gas also owns two underground storage caverns with a total storage capacity of approximately 16 million gallons of 
liquid propane. The stations and caverns are located in Ohio and Kentucky. 

In addition, as of December 31, 2007, Duke Energy Ohio owned approximately 2,500 conductor miles of electric transmission lines, including 1,000 miles of 345 kilovolts, 
700 miles of I00 to 161 kilovolts, and 800 miles of 13 to 69 kilovolts. Duke Energy Ohio also owned approximately 19,500 conductor miles of electric distribution lines, including 
14,000 miles of overhead lines and 5,500 miles of underground lines, as of December 31, 2007 and approximately 7,100 miles of gas mains and service lines. As of 
December 31, 2007, the electric transmission and distribution systems had approximately 250 substations. In addition, Duke Energy Ohio has access to nine million gallons of 
liquid propane through a storage agreement with a third party. This liquid propane is used in the three propanelair peak 
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shaving plants located in Ohio and Kentucky. Propane/air peak shaving plants vaporize the propane and mix with natural gas to supplement the natural gas supply during peak 
demand periods and emergencies. 

Refunding Mortgage Bonds. 

COMMERCIAL POWER 
As of December 31, 2007. Commercial Power jointly owns six coal-!ired stations with a combined net capacity of 3,529 MW, of which Duke Energy Ohio operates three. 

Commercial Power also owns and operates five CT stations, one of which is jointly owned, with a combined net capacity of 1,544 MW and three CC stations with a combined 
net capacity of 2,480 MW. The stations are located in Ohio, Illinois, Indiana and Pennsylvania 

Item 3. Legal Proceedings. 

and Note 17 to the Consolidated Financial Statements, "Commitments and Contingencies-Litigation" and "Commitments and Contingencies-Environmental." 

Substantially all of Franchised Electric and Gas' electric plant in service is mortgaged under the indenture related to Duke Energy Ohio's various series of First and 

For information regarding legal proceedings, including regulatory and environmental matters, see Note 5 to the Consolidated Financial Statements, "Regulatory Matters" 
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Item 5. Market for Registrant's Common Equity, Related Stockholder Matters and Issuer Purchases of Equity Securities. 
Cinergy owns all of the common stock of Duke Energy Ohio. Duke Energy owns all of the common stock of Cinergy, Duke Energy Ohio anticipates making periodic 

dividends to provide funding support for Duke Energy's dividend. During the year ended December 31,2007, the three months ended March 31,2006 and the year ended 
December 31, 2005, Duke Energy Ohio paid dividends to its parent, Cinergy, of $135 million, $102 million and $250 million, respectively Duke Energy is a public registrant 
trading on the New York Stock Exchange under DUK. 
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Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations, 

INTRODUCTION 

EXECUTIVE OVERVIEW 

December 3 1,2007,2006 and 2005 
Management's Discussion and Analysis should be read in conjunction with the accompanying Consolidated Financial Statements and Notes for the years ended 

CINERGY MERGER WITH DUKE ENERGY 
On April 3, 2006. Duke Energy Corporation (Old Duke Energy) and Cinergy merged into wholly-owned subsidiaries of Duke Energy Holding Corp. (Duke Energy HC), 

resulting in Duke Energy HC becoming the parent entity In connection with the closing of the merger transactions, Duke Energy HC changed its name to Duke Energy 
Corporation (Duke Energy). 

Due to the impact of push-down accounting, the financial statements and certain note presentations separate Duke Energy Ohio's presentations into two distinct periods, 
the period before the consummation of the merger (labeled "Predecessor") and the period after that date (labeled "Successor"). to indicate the application of different bases of 
accounting between the periods presented. 

BASIS OF PRESENTATION 
The results of operations and variance discussion for Duke Energy Ohio is presented in a reduced disclosure format in accordance with General Instruction (1)(2)(a) of 

Form 10-K 

RESULTS OF OPERATIONS 

Results of Operations and Variances 

Summary of Results (in millions) 

Successorb) 

Nine Months Ended Nine Months Ended Increase 
December 31, 2006 

[Operating revenues L.-L- I 29539; --- a _- 1 2,2611 j q f i  
December 31,2007 

Operating expenses 2,133 2,067 66 

Operating income 409 166 243 
@ains(losses) on sales of other assets and other, net - - -  I I 3: ---i I PDL- I I 3?jJ 

/Other incorneand.lt=xeenses,net J i 2q 1 I 1-41 ---.I.- - I 41  
Interest expense 77 01 (4 
' ~ ~ ~ ~ ~ ~ P ~ ~ . ~ ~ ~ _ _ ~ ~ ~ ~ ~ ~ O ~ ~ a t i O n s  ... . _. .. ___ --L _.__I __I-.. L _.__. XL_- ..I _I_ - 4111 J-L 8 

-i ~ ~ - . ~ 2 - ~ - - ~  Wet income ~ 1 - m  
6 - 

... P 8-- Loss from discontinued operations, net of tax 
-x___-..-. - 

(a) 

Net Income 

following factors: 

See Note 1 to the Consolidated Financial Statements, "Summary of Significant Accounting Policies," for additional information on Predecessor and Successor reporting 

The $172 million increase in Duke Energy's Net income for the nine months ended December 31, 2007 compared to the same period in 2006 was primarily due to the 

Operating Revenues 
The $278 million increase in operating revenues was driven primarily by: 

$153 million increase as a result of higher retail generation revenue principally related to the timing of collections on Commercial Power's fuel and purchased power 
rider compared to the same period of 2006, 
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- $135 million increase in wholesale revenues from the Midwest gas-fired generation assets due primarily to higher generation volumes as a result of favorable weather 
and higher tolling and capacity revenues in 2007 compared lo 2006, 

$36 million increase in retail demand resulting from favorable weather in 2007 compared to 2006, * 

. $30 million increase in regulated fuel revenue due to increased volume and implementation of new fuel clause rates in Kentucky, 

- $26 million increase resulting from temporary rate reductions in 2006 associated with the regulatory approval of the Cinergy merger with Duke Energy, and 

. 
Partially offset by: 

$20 million increase due to new electric base rates implemented in the first quarter of 2007 for Duke Energy Kentucky. 

$61 million decrease in net mark-to-market revenues on non-qualifying hedge accounting power and capacity contracts ~ consisting of $7 million of net mark-to-market 
losses in 2007 as compared to net mark-to-market gains of $54 million in 2006, and 

$59 million decrease in revenues from sales of fuel due to the expiration of contracts. * 

Operating Expenses 
The $66 million increase in operating expenses was driven primarily by: 

. $92 million increase in fuel and operating expenses for wholesale generation mainly due to increased generation volumes for the Midwest gas-fired generation assets 
as a result of favorable weather in 2007 as compared to 2006, 

$37 million increase in operation and maintenance expenses due to an increase in coal-fired generation plant outages in 2007 versus 2006, - 
$30 million increase in operation and maintenance expenses primarily due to higher wage and benefit costs, including adjustments to short-term incentive accruals, 
distribution line expenses and increased transmission expenses, 

$23 million increase in fuel and purchased power expense resulting primarily from the increase in load due to warmer weather compared to the same period of 2006, * 

* $14 million increase in regulatory amortization of regulatory transition charge due to increased electric revenues and a new demand side management rider in Ohio, 
and 

* $1 1 million increase in property and other taxes mainly driven by increased property taxes due to capital additions and increased revenue taxes due to increased 
revenues. 

Partially offset by: 

$95 million decrease in net mark-to-market expenses on non-qualifying hedge accounting fuel contracts as a result of $46 million of net mark-to-market gains in 2007 
as compared to net mark-to-market losses of $49 million in 2006, and 

$55 million decrease in expenses from sales of fuel due to the expiration of contracts 

Gains(losses) on Sales of OlherAssets and Other; net 
The improvement in Gains(1osses) on sales of other assets and other, net is primarily attribufable to $3 million of gains on sales of emission allowances in 2007 as 

compared $28 million of losses in the comparable period of 2006 

Operaling lncome 
The increase in Operating income resulted primarily from favorable weather conditions, timing of collection of non-regulated riders, elimination of merger rate credits, new 

electric rates for Duke Energy Kentucky, mark-to-market results, sales of emission allowances and improved results from the Midwest gas-fired generation assets. These 
increases were partially offset by increased operating expenses related to increased generation outages and increased fuel costs due to the favorable weather conditions. 

h o m e  Tax Expense from Continuing Operations 
The $87 million increase in income tax expense from continuing operations was due to an increase in pre-tax income. 
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Summary of Results (in millions) 

Successorla) Predecessoda) 

Three Months Three Months 

March 31,2007 March 31,2006 

781 

208 

30 

Ended Ended Increase 
(Decrease) 

I I (37bI 

I 1 . 963/J-- ft I 
1 241 

I I -?-.-I-.- Bi I 

Pperatlng revenues __-- .-- 

.- 
_ _ _ ~ _ _ _ _ - _ _ _ _ _  0-9 ex ewes 

Cosses) gaifs on sales of other assets and other, net 

Pther income and expenses, net 
Interest ex ense .~ 

Loss from discontinued operations, net of tax 

Operating income 74 

L 641 - 
2 

Income taxPexpgm from continuing operations -1 I-- I a 
bet income ~ I I I z r I Z I  %T:I-m_I_--L.--R .. .... .J::mn.-.3T% - (2) - 

- -. 

(a) See Note 1 to the Consolidated Financial Statements, "Summary of Significant Accounting Policies" for additional information on Predecessor and Successor reporting 

Net Income 
The 68 percent decrease in Duke Energy Ohio's Net income for the three months ended March 31, 2007 compared to the same period in 2006 was primarily due to the 

following factors: 

Operating Revenues 
The $47 million decrease in Operating revenues was driven primarily by: 

$88 million as a result of mark-to-market losses on non-qualifying hedge accounting power contracts in 2007 of $45 million versus gains of $43 million in 2006, and 

. 
Partially offset by: 

$28 million as a result of decreased volumes of physical coal sales due to expiration of contracts and the increased use of financial products to manage fuel costs 
which are reported net in operating expenses. 

Approximately $40 million increase in generation revenues due to Duke Energy's contribution of its five Midwest generating plants in the second quarter of 2006, 

$24 million increase resulting from favorable weather in 2007 compared to 2006, 

* $7 million increase due to new electric base rates implemented in the first quarter of 2007 for Duke Energy Kentucky, and 

$4 million resulting from temporary rate reductions in 2006 associated with the regulatory approval of the Cinergy merger with Duke Energy. 

Operating Expenses 
The $50 million increase in Operating expenses was driven primarily by: 

* $55 million increase in operating expenses due to Duke Energy's contribution of its five Midwest generating plants in the second quarter of 2006, 

* $30 million higher fuel and emission allowance consumption expense due to recognizing coal and emission allowances at fair value as of April 1 ~ 2006 in conjunction 
with the Cinergy merger with Duke Energy, 

$7 million increase in line maintenance expense as a result of ice storms in February 2007, and 

* 

Partially offset by: 

$7 million of incremental amortization expense resulting from recognizing the unregulated generation facilities at fair value as of April 1, 2006 in conjunction with the 
Cinergy merger with Duke Energy, 

$35 million related to $19 million of mark-to-market gains on non-qualifying hedge accounting fuel contracts in 2007 versus losses of $16 million in 2006, and 

$12 million related to 2006 costs for incentive and retention payments incurred as a result of the Duke Energy merger. 
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(Losses) Gains on Sales of OtherAssers and Othes net 

2006. The losses in 2007 were a result of recording emission allowances at fair value as of April 1, 2006 as part of purchase accounting for the Cinergy merger with Duke 
Energy and decreases in market prices at the time of sale 

The decrease in (Losses) gains on sales of other assets and other, net is due to losses on emission allowance sales in 2007 of $11 million versus gains of $26 million in 

lncorne Tax Expense from Continuing Operations 
The $45 million decrease in Income tax expense from continuing operations was due primarily to a $126 million decrease in pretax income. 

Matters lmpactlng Future Duke Energy Ohlo Results 
Duke Energy Ohio's current strategy is focused on maximizing the returns and cash flows from its current portfolio. Results for Duke Energy Ohio are sensitive to changes 

in power supply, power demand, fuel prices, and weather. Future results for Duke Energy Ohio are subject to volatility due to the over or under-collection of fuel and purchased 
power costs since Duke Energy Ohio's RSP MBSSO is not subject to regulatory accounting pursuant to SFAS No. 71, 'Xccounring for Certain Types of Regulation"(SFAS 
No. 71). In addition, Duke Energy Ohio's RSP expires on December 31, 2008. Duke Energy Ohio is currently working with the PUCO and the Ohio legislature to establish a rate 
structure beyond 2008. The outcome of the rate structure could impact the results of operations in future periods. Compared to 2006 and 2007, Duke Energy Ohio's 2008 
results will also be favorably impacted by the reduced impact of purchase accounting adjustments recorded in connection with the 2006 merger with Duke Energy. The outcome 
of the pending Duke Energy Ohio gas rate case could impact future results through the increase of base rates. 

Other Matters 

months ended December 31,2006,6.2 times for the three months ended March 31, 2006 and 4 6 times for the year ended December 31,2005. 

Other Issues 
Global Climate Change. A majority of the public and policymakers now believe that the earth's climate is changing, caused in part by greenhouse gases emitted into the 

atmosphere from human activities. Although there is still much to leam about the causes and long-term effects of climate change, many advocate taking steps now to begin 
reducing emissions with the aim of stabilizing the atmospheric concentration of reenhouse ases at a level that avoids the potentiall worst-case effects of climate change. 

Greenhouse gas emissions are produced from a wide varlet of human acivities The 8,s. Environmental Protection Agency uhshes an inventory of these emissions 
annuall COz an essential trace as is a b roduct of fossil fueycombustion and cuhentl accounts for about 85% of U.S. green[ouse gas emissions. Duke Energy Ohio 
current5 acco'unts for about 0.30°% of total d?, GO2 emissions, and about 0.26% of total d S .  greenhouse gas emissions. 

Duke Energy Ohio's cost of complying with any federal greenhouse gas emissions law that may be enacted will depend on the design details of the program The major 
design elements of a greenhouse gas cap-and-trade program that will most influence Duke Energy Ohio's compliance costs include the required levels and timing of the cap, 
which will drive emission allowance prices, the emission sources covered under the cap, the number of allowances that Duke Energy Ohio is allocated on a year-to-year basis, 
the type of and effectiveness of the cost control mechanism employed by the program, and the availability and cost of technologies that Duke Energy Ohio can deploy to lower 
its emissions. Althouah it is likelv that Conaress will adod some form of mandatorv areenhouse aas emission reduction legislation in the future. the timing and specific 

Duke Energy Ohio's fixed charges coverage ratio, as calculated using SEC guidelines, was 3 8 times for the year ended December 31, 2007, 1 9 times for the nine 

On December 5, 2007, the Senate Environment and Public Works Committee reported out S 2191-America's Climate Security Act of 2007-sponsored by Senators 
Joseph Lieberman of Connecticut and John Warner of Virginia The bill, which now awaits Senate floor 
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action, proposes an economy-wide greenhouse gas reduction program to begin in 2012. Several bills have also been introduced in the House of Representatives but none has 
yet received subcommittee or committee approval. It is unlikely that legislation establishing a mandatory federal greenhouse gas emission reduction program will be enacted in 
2008. 

industrial and commercial sources, and motor vehicles To permit the economy to adjust rationally to the policy, legislation should establish a long-term program that first slows 
the growth of emissions, stops their growth and then transitions to a gradually declining emissions cap as new lower-and non-emitting technologies are developed and become 

Duke Energy Ohio supports the enactment of federal greenhouse gas cap-and-trade legislation that would apply to all parts of the economy, including power generation, 

ready for wide-scale deployment. 
New technolo ies for reducing COz emissions flpm coabchief among them carbon capture and sequestration-are not ex ected to be developed and ready for 

deployment by 2015 when the,Lieberman-Wamer legislat!on. if passed would take effect. This would pose a challenge to Duke trier y Ohio's ability to,utilize all of its current 
coal-fired generating ca acity if the legislation is enacted in its current form,This could,challen e Duke Energy Ohio's ability to m e e l k  growing e!ectricity demand of its 
customers at a reasonah cost. Duke Energy Oh!o's customer energ efficiency !nitiative woujld help, but would not be enough. If the cap is too stringent in the early years of 
the pro ram Duke Ener y Ohio's compliance options could be limite&o urchasing emi,ssion allowances andlor re1 ing on existpg natural gas eneration to replace coal 
generaaon. Achieving a krge fuel switch from coal to natural as in less tkan four years is not practical and, on a na&onal scale, is not good pubfc policy. Such a shift would 
significantly increase natural gas prices, posing an economic\ardship to millions of natural gas customers. 

Compliance cost estimates are very sensitive to various highly uncertain assumptions, including allowance prices. Under the proposed S. 2191 legislation, estimated costs 
of purchasing allowances in 2012, in addition to those allocated at no cost, to cover Duke Energy Ohio's projected emissions could range from about $230 million to about $680 
million. Actual costs could be higher or lower than these estimates. Duke Energy Ohio would seek to recover its compliance costs through appropriate regulatory mechanisms 
in the jurisdictions in which it operates. Under a compliance scenario where Duke Energy Ohio continues to purchase allowances to meet its compliance obligation, annual 
allowance Durchase costs would increase over time as the number of allowances Duke Enerav Ohio is allocated underthe DrODOSed leaislation decreases and allowance Drices 

"I , .  
increase as the ca tightens. 

At some poinyin the future it would be expected that Duke Energy Ohio would begin, replacin existing coal-fired eneration with new lower-and zero-emitting generation 
technologies andlor installin new carbon capture and sequestration technology on existing coal-Ired enerating plank to reduce emissions when technolo ies become 
available It ib not possible afthis time however to predict with certainty what new technolo ies might :e developed, when they will be ready to be deployec? or what their costs 
will be. There is also uncertain1 as tohow or when certain non-technical issues that could a%ect the cost and availability of new technologies might be resolded byregulators. 
Duke Energy Ohio currently is Acused on integrated gasification combined cycle generation with carbon capture and sequestration and capture and storage retrofit technology 
for existing pulverized coal-fired generation as promising new technologies for generating electricity with lower or no COz emissiond. 

In addition to relying on new technologies to reduce its COz emissions, Duke Energy Ohio is seeking r e  ulatory approval for a first-of-its-kind innovative approach, in the 
utility industry to help meet growin customer demand with new and creative ways to increase energy efficien?, thereby reducing demand (Save-A-Watt) instead of relying 
almost exclusively on new power $ants to generate electricity 

Credit lmplicafions of Climate Change Legislation A credit rating agency recently announced that climate-change policies eventually could carry significant credit 
implications for the US. electric utility industry, which includes Duke Energy Ohio While the agency stated on February 26, 2008 that it had not lowered any utility company 
ratings due solely to the sizable capital expenditures needed to reduce emission levels, rating actions could result. The agency cited a utility's financing plan and its ability to 
recover such costs from its ratepayers as the biggest factors in considering whether environmental-related capital expenditures negatively affect a utility's credit quality. Duke 
Energy Ohio cannot predict with any certainty what actions, if any, this or other credit rating agencies may take. A downgrade in Duke Energy Ohio's credit rating could 
adversely affect its ability to access capital at competitive rates and its ability to finance its operations and implement its strategies could be adversely affected. 

item 7A. Quantitative and Qualitative Disclosures About Market Risk 

Risk Management Policies 
Duke Energy Ohio is exposed to market risks associated with commodity prices, credit exposure and interest rates. Management has established comprehensive risk 

management policies to monitor and manage these market risks The Treasurer of Duke Energy, the ultimate parent entity of Cinergy, is responsible for the overall governance 
of managing credit risk and commodity price risk, including monitoring exposure limits for Duke Energy Ohio. 
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Commodity Price Rlsk 
Duke Energy Ohio is exposed to the impact of market fluctuations in the prices of electricity, coal, natural gas and other energy-related products marketed and purchased 

as a result of its ownership of its non-regulated generation portfolio. Price risk represents the potential risk of loss from adverse changes in the market price of electricity or 
other energy commodities, such as gas and coal. Duke Energy Ohio employs established policies and procedures to manage its risks associated with these market fluctuations 
using various commodity derivatives, such as swaps, futures, forwards and options. (See Note 1 to the Consolidated Financial Statements, "Summary of Significant Accounting 
Policies" and Note 9 to the Consolidated Financial Statements, "Risk Management and Hedging Activities, Credit Risk, and Financial Instruments.") 

Validation of a contract's fair value is performed by an internal group separate from Duke Energy Ohio's deal origination areas Duke Energy Ohio's derivative contract 
portfolio is predominantly valued using observable market inputs with little internally developed assumptions, However, for contracts valued beyond the observable market 
period, Duke Energy Ohio uses common industry practices to develop its valuation techniques and changes in its pricing methodologies or the underlying assumptions could 
result in significantly different fair values and income recognition. 

Normal Purchases and Normal Sales. Duke Energy Ohio enters into contracts on a limited basis that qualify for the normal purchases and sales exception described in 
paragraph 10 of SFAS No. 133, "Accounting for Derivative lnstruments and Hedging Activities," Derivatives Implementation Group Issue C15, "Scope Exceptions: Normal 
Purchases and Normal Sales Exception for Option-Type Contracts and Fofward Contracts in Electricity," and amended by SFAS No 149, "Amendment to Statement 133 on 
Derivative lnstruments and HedgingActivities"(SFAS No. 149). For contracts qualifying for the scope exception, no recognition of the contract's fair value in the Consolidated 
Financial Statements is required until settlement of the contract which generally coincides with the physical delivery of the commodity being bought or sold. 

Generation Porffolio Risks. Duke Energy Ohio is primarily exposed to market price fluctuations of wholesale power, coal, natural gas and emission allowance prices 
associated with its non-regulated generation portfolio. Duke Energy Ohio closely monitors the risks associated with these commodity price changes on its future generation 
operations and, where appropriate, uses various Commodity instruments such as electricity, coal and natural gas forward contracts to mitigate the effect of such fluctuations on 
operations, in addition to optimizing the value of its non-regulated generation portfolio. The portfolio includes generation assets (power and capacity), fuel, and emission 
allowances. Modeled forecasts of future generation output, fuel requirements, and emission allowance requirements are based on forward power, fuel and emission allowance 
markets. The component pieces of the portfolio are bought and sold based on this model in order to manage the economic value of the portfolio, where such market 
transparency exists The generation portfolio not utilized to serve native load or committed load is subject to commodity price fluctuations. Based on a sensitivity analysis as of 
December 31,2007 and 2006, it was estimated that a ten percent price change per megawatt hour in forward wholesale power prices would have a corresponding effect on 
Duke Energy Ohio's pre-tax income of approximately $13 million in 2008 and $17 million in 2007, respectively, excluding the impact of mark-to-market changes on 
non-qualifying or undesignated hedges relating to periods in excess of one year from the respective date. Based on a sensitivity analysis as of December 31, 2007 and 2006, it 
was estimated that a ten percent price change per MMBtu (one million British thermal units) in natural gas prices would have a corresponding effect on Duke Energy Ohio's 
pre-tax income of approximately $9 million in 2008 and $15 million in 2007 respectively, excluding the impact of mark-to-market changes on undesignated hedges relating to 
periods in excess of one year from the respective date. 

Undesignated Contracts. Undesignated contracts executed to manage generation portfolio risks are exposed to changes in fair value due to market price fluctuations of 
wholesale power and coal. Based on a sensitivity analysis as of December 31, 2007 and 2006, it was estimated that a ten percent price change in the forward price per 
megawatt hour of wholesale power would have a corresponding effect on Duke Energy Ohio's pre-tax income of approximately $16 million in 2008 and $22 million in 2007. 
respectively, resulting from the impact of mark-to-market changes on non-qualifying and undesignated power contracts pertaining to periods in excess of one year from the 
respective date. Based on a sensitivity analysis as of December 31, 2007 and 2006, it was estimated that a ten percent change in the forward price per ton of coal would have 
a corresponding effect on Duke Energy Ohio's pre-tax income of approximately $14 million in 2008 and $12 million in 2007, respectively, resulting from the impact of 
mark-to-market changes on non-qualifying and undesignated coal contracts pertaining to periods in excess of one year from the respective date 

Credlt Rlsk 
Credit risk represents the loss that Duke Energy Ohio would incur if a counterparty fails to perform under its contractual obligations. To reduce credit exposure, Duke 

Energy Ohio seeks to enter into netting agreements with counterparties that permit it to offset receivables and payables with such counterparties. Duke Energy Ohio attempts to 
further reduce credit risk with certain counterparties by entering into agreements that enable it to obtain collateral or to terminate or reset the terms of transactions after 
specified time periods or upon the occurrence of credit-related events. Duke Energy Ohio may, at times, use credit derivatives or other structures and techniques to provide for 
third-party credit enhancement of its counterparties' obligations. Duke Energy Ohio sells certain of their accounts receivable 
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and related collections through Cinergy Receivables Company, LLC a bankruptcy remote, special purpose entity. While no direct recourse to Duke Energy Ohio exists. it risks 
loss in the event collections are not sufficient to allow for full recovery of its retained interests. (See Note 12 to the Consolidated Financial Statements. "Sales of Accounts 
Receivable.") 

Duke Energy Ohio's industry has historically operated under negotiated credit lines for physical delivery contracts Duke Energy Ohio may use master collateral 
agreements to mitigate certain credit exposures The collateral 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 an unsecured credit limit, determined in accordance with the corporate credit policy. Collateral 
agreements also provide that the inability to post collateral is sufficient cause to terminate contracts and liquidate all positions. 

analysis of the customer and the regulatory or contractual terms and conditions applicable to each transaction. 

effect on its consolidated financial position or results of operations as a result of non-performance by any counterparty. 

Interest Rate Risk 
Duke Energy Ohio is exposed to risk resulting from changes in interest rates as a result of its issuance of variable and fixed rate debt. Duke Energy Ohio manages its 

interest rate exposure by limiting its variable-rate exposures to percentages of total capitalization and by monitoring the effects of market changes in interest rates. Duke Energy 
Ohio also enters interest rate swaps to manage and mitigate interest rate risk exposure. (See Notes I, 9, and 15 to the Consolidated Financial Statements, "Summary of 
Significant Accounting Policies," "Risk Management and Hedging Activities, Credit Risk, and Financial Instruments," and "Debt and Credit Facilities.") 

Based on a sensitivity analysis as of December 31, 2007, it was estimated that if market interest rates average 1 %  higher (lower) in 2008 than in 2007, interest expense, 
net of offsetting impacts in interest income, would increase (decrease) by approximately $8 million. Comparatively, based on a sensitivity analysis as of December 31, 2006, 
had interest rates averaged 1% higher (lower) in 2007 than in 2006, it was estimated that interest expense, net of offsetting impacts in interest income, would have increased 
(decreased) by approximately $7 million. These amounts were estimated by considering the impact of the hypothetical interest rates on variable-rate securities outstanding, 
including money pool balances, adjusted for interest rate hedges and cash and cash equivalents outstanding as of December 31, 2007 and 2006. If interest rates changed 
significantly. management would likely take actions to manage its exposure to the change. However, due to the uncertainty of the specific actions that would be taken and their 
possible effects, the sensitivity analysis assumes no changes in Duke Energy Ohio's financial structure. 

instruments are long-term in nature and cannot be put back to Duke Energy Ohio prior to maturity. the interest rates on these instruments are designed to reset periodically 
through an auction process. Beginning in February 2008, Duke Energy Ohio experienced failed auctions on a portion of these debt instruments. When failed auctions occur on 
a series of this debt, Duke Energy Ohio is required to pay the maximum auction rate as prescribed by the bond document The maximum auction rate for the auction rate debt 
is 1.75 times one..month London Interbank Offered Rate Payment of the failed-auction interest rates will continue until Duke Energy Ohio is able to either successfully remarket 
these instruments through the auction process or refund and refinance the existing debt through the issuance of an equivalent amount of tax exempt bonds. Duke Energy Ohio 
is currently pursuing a refunding and refinancing plan, which is subject to approval by applicable state or county financing authorities and utility regulators. However, even if 
Duke Energy Ohio is unable to successfully refund and refinance these debt instruments, the impact of paying higher interest rates on the outstanding auction rate debt is not 
expected to materially effect Duke Energy Ohio's overall financial position, results of operations or cash flows. The weighted-average interest rate, associated with Duke Energy 
Ohio's auction rate pollution control bonds, was 4.56% as of December 31, 2007 and 5.37% as of March 6, 2008. 

Further, at this time, Duke Energy Ohio does no! believe the recent market developments significantly impact its ability to obtain financing and fully expects to have access 
to liquidity in the capital markets at reasonable rates and t e n s .  Additionally, Duke Energy has access to unsecured revolving credit facilities, which are not restricted upon 
general market conditions, with aggregate bank commitments of approximately $2.65 billion, of which a portion is currently committed primarily to backstop Duke Energy's 
commercial paper program Duke Energy Ohio (excluding Duke Energy Kentucky) has a borrowing sub limit of $500 million and Duke Energy Kentucky has a borrowing sub 
limit of $100 million under Duke Energy's master credit facility. 

increased by $250 million to $750 million The borrowing sub limit of Duke Energy Kentucky did not change. 

Duke Energy Ohio also obtains cash or letters of credit from customers to provide credit support outside of collateral agreements, where appropriate, based on its financial 

Based on Duke Energy Ohio's policies for managing credit risk, its exposures and its credit and other reserves, Duke Energy Ohio does not anticipate a materially adverse 

As of December 31, 2007 and mid-March 2008, Duke Energy Ohio had approximately $440 million of auction rate pollution control bonds outstanding. While these debt 

In March 2008, Duke Energy increased its capacity under its master credit facility by $550 million As a result of this increase, the borrowing sub limit of Duke Energy Ohio 
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Item 8. Financial Statements and Supplementary Data. 

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 

To the Board of Directors of Duke Energy Ohio, Inc. 
Charlotte, North Carolina 

related consolidated statements of operations, common stockholder's equity and comprehensive income, and cash flows for the year ended December 31, 2007 and the nine 
months ended December 31,2006 (successor periods), and the three months ended March 31, 2006 and the year ended December 31,2005 (predecessor periods). Our 
audits also included the financial statement schedule listed in the Index at Item 15. These financial statements and financial statement schedule are the responsibility of the 
Company's management Our responsibility is to express an opinion on the financial statements and financial statement schedule based on our audits. 

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States) Those standards require that we plan and 
perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. The Company is not required to have, nor were we 
engaged to perform, an audit of its internal control over financial reporting. Our audits included consideration of internal control over financial reporting as a basis for designing 
audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company's internal control over 
financial reporting. Accordingly, we express no such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts and disclosures in the 
financial statements, assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement 
presentation. We believe that our audits provide a reasonable basis for our opinion. 

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial position of Duke Energy Ohio, Inc. and subsidiaries at 
December 31, 2007 and 2006, and the results of their operations and their cash flows for the periods stated above, in conformity with accounting principles generally accepted 
in the United States of America Also, in our opinion, such financial statement schedule, when considered in relation to the basic consolidated financial statements taken as a 
whole, presents fairly in all material respects the information set forth therein. 

As discussed in Note 1, on April 3, 2006, Duke Energy Corporation acquired all of the outstanding common stock of Cinergy Corp. in a merger accounted for under the 
purchase method of accounting. The impacts of purchase accounting have been "pushed down" to the Company, resulting in its assets and liabilities being recorded at their fair 
values as of the merger date. Consequently, the financial statements of the successor Company are not generally comparable to those of the predecessor Company. 

Is/ DELOITTE &TOUCHE LLP 

Charlotte, North Carolina 
March 19,2008 

We have audited the accompanying consolidated balance sheets of Duke Energy Ohio, Inc. and subsidiaries (the "Company") as of December 31, 2007 and 2006, and the 

19 

Source: Duke Energy Ohio, In, 10-K, March 19, 2008 



Table of Contents 
PART /I 

purcE!!sipower 

Total operating expenses I I I 2,964 1 I 1 2,061 

loperating income i 1 1 4831 I 1 I 166/ 
Other income and Expenses, net 
Jnterest Expense loo\  1 I 811 

(Losses) Gains on Sales of  Other 
Assets and Other, net (a) (28) 

... ... . - ._. ...A2 . . -~ . . 17- 
i _ ~  

Income from Continuing Operations 

See Notes to Consolidated Financial Statements 
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DlJKE ENERGY OHIO, INC. 
CONSOLIDATED BALANCE SHEETS 

(In millions) 

Successor 
December 31, 

~ J > - L - - X U L - >  
334 308 

-I-.. -.,- --I.. I l,.l.l,,." 
Receivables (net'bf allowance for doubtfaaccounts of $3 at Decembez1.2007andg5 at December 31,2006) 
ilnventorv 

i--- __-_ .__. -- I -L_'-'-'I.=c2L= 
Less accumulated depreciation and amortization 2,097 1,914 
[ Net property, plant and equipment 1 1 1 7,480j I I 7,135 
R2Wlatory Assets and rJeree-5- . I____-__- - -  
Deferred debt expense 1 q - r j  24 
Re ulatory assets related to income taxes 96 

Total regulatory assets and deferred debits 514 653 
rota1 Assets 1 111,6951 p lll,730] 

&er 1-7-r +-T 1 5331 

See Notes to Consolidated Financial Statements 
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DUKE ENERGY OHIO, INC 
CONSOLIDATED BALANCE SHEETS-(Continued) 
(In millions, except share and per-share amounts) 

See Notes to Consolidated Financial Statements 
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DUKE ENERGY OHIO, INC. 
CONSOLIDATED STATEMENTS OF CASH FLOWS 

(In millions) 

Predecessor 
Three Months Ended Twelve Months Ended 

Successor I 

Net income 
Adjustments to reconcile net 

income to net cash provided by 

company-sponsored pension 
and other postretirement 

mark-to-market and 

eceivables 
Inventory -. 

C---Othercurrent assets 1 

Accounts payable 

Regulatory asseffliability 

Other liabilities 

,-..- T.ry1 1----1-~ 
I I (7% 1 I 155u -1 (63)- 

I I I 1 1  1-1 Otherassets I 1 ___- 1481 I 17Y __ I 

Increase (decrease) in: . . ______-- ____ -- 
86 15 1811 [ I (TI 
54 

- 

50 - 29. (144) - Taxes accrued -- /-.--'-"Other 
I/ I current liabilities 1 1 

(31 
48 - 25 

(19) (7) (1) deferrals 

89 
-_ 

1 
I I ;48/ 1 1 1 I 1161 I I ! 6581, 1 I Net cash provided by 

operating activities I 
CASH FLOWS FROM INVESTING 

Source: Duke Energy Ohio, In, 10-K, March 19, 2008 
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DUKE ENERGY OHIO, INC. 
CONSOLIDATED STATEMENTS OF COMMON STOCKHOLDERS EQUITY AND COMPREHENSIVE INCOME 

(In millions) 

Accumulated Other Comprehenslve Income (Loss) 
Net Gains 

SFAS No. 
158 

(Losses) 
on Minimum 

Additional Cash Pension 
Common Paid-in Retained Flow Liability 

Stock Capital Earnings Wedges Adjustment Adjustment Total 
Buccessor-- ~ ...- l__J 1.i. -L_._t-I.L. I L..i I 1 __._ _1--.. ... L I L-L I.Ll-L-I_J 
Nine Months Ended December 31,2006 
palance at Aprll 1, 2006 764 is 14,12311 is I + I  D I + I is I +  I I b I  

Net income - - 55 _. 

Other comprehensive income, net of tax 

Total comprehensive income 
Transfer of generating assets from Duke 

Contribution from parent company for 

58 

1,423 [ -Energy. 
- - 16 

Balance at December 31,2006 $ 762 $ 5,601 $ 55 $ (36) 5 $ (2) $ 6,380 

Balance at December 31,2006 $ 762 $ 5,601 $ 55 $ (36) $ - $ (2) $ 6,380 

reallocation of taxes - 16 - - 
[ SFAS No. 158 funded status provislon 1 1 1 4 1 1 4 I 1 1 4 1 1 1 1 1 1 4  I I I (  a)/ 1 I ( a) ] - 
pear Ended December 31,2007 I I l / l I I I l I l l l i I /  I I l l  I I / I l l  ! j  

Includes $39 (net of tax benefit of $24) related to deferred losses on terminated cash flow hedges included in Accumulated Other Comprehensive Income (Loss). 

Difference in equity balances at March 31, 2006 and April 1. 2006 is due to the application of push-down accounting reflecting Duke Energy's merger with Cinergy (see 
Notes 1 and 2 to the Consolidated Financial Statements). 

Excludes $50 reflected as regulatory assets. 
See Notes to Consolidated Financial Statements 

24 

Source: Duke Energy Ohio, In, 10-K, March 19, 2008 



Table of Contents 
PART II 

DUKE ENERGY OHIO, INC. 
Notes To Consolidated Financial Statements 

For the Years Ended December 31,2007,2006 and 2005 

1. Summary of Significant Accounting Policies 
Nature o f  Operatlons and Basis of Consolidation. Duke Energy Ohio, tnc (Duke Energy Ohio), an Ohio corporation organized in 1837, is a wholly-owned subsidiary of 

Cinergy Corp. (Cinergy). Duke Energy Ohio is a combination electric and gas public utility company that provides service in the southwestem portion of Ohio and through Duke 
Energy Kentucky, Inc. (Duke Energy Kentucky) in nearby areas of Kentucky. Duke Energy Ohio's principal lines of business include generation, transmission and distribution of 
electricity, the sale of and/or transportation of natural gas, and energy marketing. Duke Energy Ohio's principal subsidiary is Duke Energy Kentucky, a Kentucky corporation 
organized in 1901. Duke Energy Kentucky's principal lines of business include generation, transmission and distribution of electricity as well as the sale of andlor transportation 
of natural gas. References herein to Duke Energy Ohio includes Duke Energy Ohio and its subsidiaries In October 2006, Cinergy and Duke Energy Ohio completed the sale of 
Duke Energy Ohio's trading contracts to Fortis Bank S.A./N.V, (Fortis), a Benelux-based financial services group. See Note 13 for additional information. 

On April 3, 2006, Duke Energy Corporation (Old Duke Energy) and Cinergy merged into wholly-owned subsidiaries of Duke Energy Holding Corp. (Duke Energy HC). 
resulting in Duke Energy HC becoming the parent entity. In connection with the closing of the merger transactions, Duke Energy HC changed its name to Duke Energy 
Corporation (New Duke Energy or Duke Energy) and Old Duke Energy converted into a limited liability company named Duke Power Company LLC (subsequently renamed 
Duke Energy Carolinas, LLC effective October 1 ~ 2006). As a result of the merger transactions, each outstanding share of Cinergy common stock was converted into 1.56 
shares of common stock of New Duke Energy, which resulted in the issuance of approximately 313 million shares of Duke Energy common stock See Note 2 for additional 
information regarding the merger. Both Old Duke Energy and New Duke Energy are referred to as Duke Energy herein. Duke Energy is a public registrant trading on the New 
York Stock Exchange under DUK. 

As a result of Duke Energy's merger with Cinergy, Duke Energy Ohio entered into a tax sharing agreement with Duke Energy, where the separate return method is used 
to allocate tax expenses and benefits to the subsidiaries whose investments or results of operations provide these tax expenses and benefits. The accounting for income taxes 
essentially represents the income taxes that Duke Energy Ohio would incur if Duke Energy Ohio were a separate company filing its own tax return as a C-Corporation. The 
current tax sharing agreement Duke Energy Ohio has with Duke Energy is substantially the same as the tax sharing agreement between Duke Energy Ohio and Cinergy prior to 
the merger. 

These Consolidated Financial Statements include, after eliminating intercompany transactions and balances, the accounts of Duke Energy Ohio and all majority-owned 
subsidiaries where Duke Energy Ohio has control. These Consolidated Financial Statements also reflect Duke Energy Ohio's proportionate share of certain generation and 
transmission facilities. 

Predecessor and Successor Reporting. In connection with the Duke Energy merger, Duke Energy acquired all of the outstanding common stock of Cinergy. The merger 
has been accounted for under the purchase method of accounting with Duke Energy treated as the acquirer for accounting purposes. As a result, the assets and liabilities of 
Cinergy were recorded at their respective fair values as of the merger consummation date. Purchase accounting impacts, including goodwill recognition, have been "pushed 
down" to Duke Energy Ohio, resulting in the assets and liabilities of Duke Energy Ohio being recorded at their respective fair values as of April 3, 2006 (see Note 2) Except for 
an adjustment related to pension and other postretirement benefit obligations, as mandated by the Financial Accounting Standards Board (FASB) Statement of Financial 
Accounting Standards (SFAS) No 87, "Employers'Accounfing for Pensions," and SFAS No. 106, "Employers' Accounting for Postretirement Benefits Other Than Pensions," 
the accompanying consolidated financial statements do not reflect any adjustments related to Duke Energy Ohio's regulated operations that are accounted for pursuant to 
SFAS No. 71, "Accounting forthe Effects of Certain Types of Regulation" (SFAS No. 71), which are comprised of Duke Energy Ohio's regulated transmission and distribution 
operations and Duke Energy Kentucky Under the rate setting and recovery provisions currently in place for these regulated operations which provide revenues derived from 
cost, the fair values of the individual tangible and intangible assets and liabilities are considered to approximate their carrying values. 

Duke Energy Ohio's Consolidated Statements of Operations subsequent to the merger include amortization expense relating to purchase accounting adjustments and 
depreciation of fixed assets based upon their fair value as of the merger date. Therefore, the Duke Energy Ohio financial data prior to the merger will not generally be 
comparable to its financial data subsequent to the merger. See Note 2 for additional information. 

Due to the impact of push-down accounting, the financial statements and certain note presentations separate Duke Energy Ohio's presentations into two distinct periods, 
the period before the consummation of the merger (labeled "Predecessor") and the period after that date (labeled "Successor"), to indicate the application of different bases of 
accounting between the periods presented. 
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DUKE ENERGY OHIO, INC. 
Notes To Consolidated Financial Statements-(Continued) 

Use of Estlmates. To conform to generally accepted accounting principles (GAAP) in the United States, management makes estimates and assumptions that affect the 

Cash and Cash Equivalents. All highly liquid investments with original maturities of three months or less at the date of purchase are considered cash equivalents. 
Restricted Funds Weld in Trust. At December 31, 2007 and 2006, Duke Energy Ohio had approximately $62 million and $30 million, respectively, of restricted cash 

Inventory. Inventory consists primarily of coal held for electric generation, materials and supplies, and natural gas held in storage for transmission and sales 

amounts reported in the Consolidated Financial Statements and Notes. Although these estimates are based on management's best available knowledge at the time, actual 
results could differ. 

related primarily to proceeds from debt issuances that are held in trust, primarily for the purpose of funding future environmental expenditures. 

commitments. Inventory is recorded primarily using the average cost method. 

Components of Inventory 

Successor(4 
December 31. December 31, 

2007 2006 
(in millions) ___- 

-. __.I.-_____._-._...-_-~___-_-..____._--...I_-._--.. -_ -. . 
$ 

Inventory 
Gas held in storage 
Fuel for use in electric generation 
Materials and supplies 

Total Inventory__ 

69 $ 82 

ti$-.----- ' - I--- 61 

-~ 
741 

r - - - B r - - 2 m I - - - / B 1 2 1 9  

_______I_-.__.___- L. .--L L L L  
-- _ ~ . _ _  

(a) See "Predecessor and Successor Reporting" in Note 1 for additional information on Predecessor and Successor reporting. 
Cost-Based Regulation. Duke Energy Ohio accounts for certain of its regulated operations under the provisions of SFAS No. 71 I The economic effects of regulation can 

result in a regulated company recording assets for costs that have been or are expected to be approved for recovery from customers in a future period or recording liabilities for 
amounts that are expected to be returned to customers in the rate-setting process in a period different from the period in which the amounts would be recorded by an 
unregulated enterprise. Accordingly, Duke Energy Ohio records assets and liabilities that result from the regulated ratemaking process that would not be recorded under GAAP 
for non-regulated entities. Management continually assesses whether regulatory assets are probable of future recovery by considering factors such as applicable regulatory 
changes, recent rate orders applicable to other regulated entities and the status of any pending or potential deregulation legislation. Additionally, management continually 
assesses whether any regulatory liabilities have been incurred. Based on this continual assessment, management believes the existing regulatory assets are probable of 
recovery and that no regulatory liabilities, other than those recorded, have been incurred. These regulatory assets and liabilities are primarily classified in the Consolidated 
Balance Sheets as Regulatory Assets and Deferred Debits, and Deferred Credits and Other Liabilities. Duke Energy Ohio periodically evaluates the applicability of 
SFAS No. 71, and considers factors such as regulatory changes and the impact of competition. If cost-based regulation ends or competition increases, Duke Energy Ohio may 
have lo reduce its asset balances to reflect a market basis less than cost and write-off their associated regulatory assets and liabilities. (For further information see Note 5.) 

The state of Ohio passed comprehensive electric deregulation legislation in 1999, and in 2000, the Public Utilities Commission of Ohio (PUCO) approved a stipulation 
agreement relating to Duke Energy Ohio's transition plan creating a Regulatory Transition Charge (RTC) designed to recover Duke Energy Ohio's generation-related regulatory 
assets and transition costs over a ten-year period beginning January 1, 2001. Accordingly, application of SFAS No 71 was discontinued for the generation portion of Duke 
Energy Ohio's business. Duke Energy Ohio has a RTC balance of approximately $239 million and $331 million as of December 31, 2007 and 2006, respectively, which is 
classified in Other Regulatory Assets and Deferred Debits on the Consolidated Balance Sheets. 

Duke Energy Ohio operates under the Rate Stabilization Plan (RSP), a market based standard service offer (MBSSO) which was approved by the PUCO in November 
2004, and which provides price certainty through December 31, 2008. In March 2005, the Office of the Ohio Consumers' Counsel (OCC) appealed the PUCO's approval of the 
MBSSO and in November 2006, the Ohio Supreme Court remanded the PUCO's order approving the MBSSO for further evidentiary support and explanation, and to require 
Duke Energy Ohio to 
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DUKE ENERGY OHIO, INC. 
Notes To Consolidated Financial Statements-(Continued) 

disclose certain confidential commercial agreements between an affiliate of Duke Energy Ohio and certain Duke Energy Ohio customers which had been previously requested 
by the OCC. Duke Energy Ohio has complied with the disclosure order and on October 24, 2007, the PUCO issued its order in response to the remand. On February 15,2008. 
Duke Energy Ohio filed a notice of appeal with the Ohio Supreme Court challenging a portion of PUCO's order on remand issued in October 2007 (see Note 5). The MBSSO 
consists of the following discrete charges: 

* Annually Adjusted Component-intended to provide cost recovery primarily for environmental compliance expenditures. This component is avoidable (or by-passable) 
for the first 25% of residential load and 50% of non-residential load to switch to an alternative electric service provider. 

Infrastructure Maintenance Fund Charge-intended to compensate Duke Energy Ohio for committing its physical capacity This charge is unavoidable (or 
non-by-passable). 

System Reliability Tracker-intended to provide actual cost recovery for capacity purchases, purchased power, reserve capacity, and related market costs for 
purchases to meet capacity needs This charge is non-by-passable for residential load and by-passable for non-residential load under certain circumstances. 

Rate Stabilization Charge-intended to compensate Duke Energy Ohio for maintaining a fixed price through 2008. This charge is by-passable by the first 25% of 
residential load and 50% of non-residential load to switch. 

* 

- 
* 

* Generation Prices and Fuel Recovery-A market price has been established for generation service. A component of the market price is a fuel cost recovery 
mechanism that is adjusted quarterly for fuel, emission allowances, and certain purchased power costs, that exceed the amount originally included in the rates frozen 
in the Duke Energy Ohio transition plan. These new prices were applied to non-residential customers beginning January 1, 2005 and to residential customers 
beginning January 1,2006 

Transmission Cost Recovery-A transmission cost recovery mechanism was established beginning January 1, 2005 for non-residential customers and beginning 
January 1, 2006 for residential customers. The transmission cost recovery mechanism is designed to permit Duke Energy Ohio to recover certain Midwest Independent 
Transition System Operator, Inc. (Midwest ISO) charges, all Federal Energy Regulatory Commission (FERC) approved transmission cosfs, and all congestion costs 
allocable to retail ratepayers that are provided service by Duke Energy Ohio 

Excluding Duke Energy Ohio's deregulated generation-related assets and liabilities, as of December 31, 2007, Duke Energy Ohio continues to meet the criteria to apply 
SFAS No. 71. 

Energy Purchases and Fuel Costs. As part of the PLJCO's November 2004 approval of Duke Energy Ohio's RSP, a cost tracking recovery mechanism was established 
to recover costs of retaii fuel and emission allowances that exceed the amount originally included in the rates frozen in the Duke Energy Ohio transition plan. This mechanism 
was effective January 1, 2005 for non-residential customers and January 1 I 2006 for residential customers. Also, Duke Energy Ohio began utilizing a tracking mechanism 
approved by the PUCO for the recovery of system reliability capacity costs related to certain specified purchases of power This mechanism was effective January 1 I 2005 for 
non-residential customers and January 1, 2006 for residential customers. Because Duke Energy Ohio does not apply SFAS No. 71 to its generation operations, differences 
between fuel costs billed and costs incurred are not recorded as regulatory assets or liabilities 

Accounting for Rlsk Management and Hedging Activlties and Flnanclal Instruments. Duke Energy Ohio uses a number of different derivative and non-derivative 
instruments in connection with its commodity price and interest rate risk management activities, including swaps, futures, forwards and options. All derivative instruments not 
designated and qualifying for the normal purchases and normal sales exception under SFAS No. 133, "Accounting for Derivative instruments and Hedging Activities", as 
amended, (SFAS No 133), are recorded on the Consolidated Balance Sheets at their fair value Cash inflows and outflows related to derivative instruments. except those that 
contain financing elements and those related to other investing activities, are a component of operating cash flows in the accompanying Consolidated Statements of Cash 
Flows. Cash inflows and outflows related to derivative instruments containing financing elements are a component of financing cash flows in the accompanying Consolidated 
Statements of Cash Flows while cash inflows and outflows from derivatives related to investing activities are a component of investing cash flows in the accompanying 
Consolidated Statements of Cash Flows 

- 
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DUKE ENERGY OHIO, INC. 
Notes To Consolidated Financial Statements-(Continued) 

Duke Energy Ohio designates all energy commodity derivatives as either trading or non-trading. Gains and losses for all derivative contracts that do not represent physical 
delivery contracts are reported on a net basis in the Consolidated Statements of Operations. For each of Duke Energy Ohio's physical delivery contracts that are derivatives, 
the accounting model and presentation of gains and losses, or revenue and expense in the Consolidated Statements of Operations is shown below 

Duke Energy Ohio 
Classlflcation of Contract Accountlng Model Presentatlon of Galns & Losses or  Revenue & Expense 

Trading derivatives Mark-to-market(a) Net basis in Non-regulated electric and other 

Non-trading derivatives: 
Cash flow hedge AccrualW 
Fair value hedge Accrual@) 
Normal purchase or sale Accrual@) 
Undesignated 

Gross basis in the same Statement of Operations category as the related hedged item 
Gross basis in the same Statement of Operations category as the related hedged item 
Gross basis upon settlement in the corresponding Statement of Operations category based on commodity type 
Net basis in the related Statement of Operations category for interest rate and commodity derivatives Mark-to-market(a) 

(a) An accounting term used by Duke Energy Ohio to refer to derivative contracts for which an asset or liability is recognized at fair value and the change in the fair value of 
that asset or liability is recognized in the Consolidated Statements of Operations. This term is applied to trading and undesignated non-trading derivative contracts. As this 
term is not explicitly defined within GAAP, Duke Energy Ohio's application of this term could differ from that of other companies. 

(b) An accounting term used by Duke Energy Ohio to refer to contracts for which there is generally no recognition in the Consolidated Statements of Operations for any 
changes in fair value until the service is provided, the associated delivery period occurs or there is hedge ineffectiveness. As discussed further below, this term is applied 
to derivative contracts that are accounted for as cash flow hedges, fair value hedges, and normal purchases or sales, as well as to non-derivative contracts used for 
commodity risk management purposes As this term is not explicitly defined within GAAP, Duke Energy Ohio's application of this term could differ from that of other 
companies. 
Where Duke Energy Ohio's derivative instruments are subject to a master netting agreement and the criteria FASB Interpretation (FIN) No. 39, "Offsetting ofAmounfs 

Related to Certain Contracfs-an lnferprefation ofAccounfing Principles Board (APB) Opinion No. 10 and FASB Slafement No 105' (FIN 39). are met, Duke Energy Ohio 
presents its derivative assets and liabilities, and accompanying receivables and payables, separately on a net basis in the accompanying Consolidated Balance Sheets. 

Cash F/ow and Fair Value Hedges. Qualifying energy commodity and other derivatives may be designated as either a hedge of a forecasted transaction or future cash 
flows (cash flow hedge) or a hedge of a recognized asset, liability or firm commitment (fair value hedge). For all contracts accounted for as a hedge, Duke Energy Ohio 
prepares formal documentation of the hedge in accordance with SFAS No. 133. In addition, at inception and at least every three months thereafter, Duke Energy Ohio formally 
assesses whether the hedge contract is highly effective in offsetting changes in cash flows or fair values of hedged items. Duke Energy Ohio documents hedging activity by 
transaction type (futureslswaps) and risk management strategy (commodity price risklinterest rate risk). 

Stockholder's Equity and Comprehensive Income as Accumulated Other Comprehensive Loss (AOCI) until earnings are affected by the hedged item. Duke Energy Ohio 
discontinues hedge accounting prospectively when it has determined that a derivative no longer qualifies as an effective hedge, orwhen it is no longer probable that the hedged 
forecasted transaction will occur. When hedge accounting is discontinued because the derivative no longer qualifies as an effective hedge, the derivative is subject to the 
Mark-to-Market model of accounting (MTM Model) prospectively. Gains and losses related to discontinued hedges that were previously accumulated in AOCl will remain in 
AOCl until the underlying contract is reflected in earnings; unless it is probable that the hedged forecasted transaction will not occur at which time associated deferred amounts 
in AOCl are immediately recognized in current earnings. 

For derivatives designated as fair value hedges, Duke Energy Ohio recognizes the gain or loss on the derivative instrument, as well as the offsetting loss or gain on the 
hedged item in earnings, to the extent effective, in the current period. All derivatives designated and accounted for as hedges are classified in the same category as the item 
being hedged in the Consolidated Statements of Cash Flows. In addition, all components of each derivative gain or loss are included in the assessment of hedge effectiveness. 

Normal Punhases and Normal Sales. On a limited basis, Duke Energy Ohio applies the normal purchase and normal sales exception to certain contracts. If contracts 
cease to meet this exception, the fair value of the contracts is recognized on the Consolidated Balance Sheets and the contracts are accounted for using the MTM Model 
unless immediately designated as a cash flow or fair value hedge. 

Changes in the fair value of a derivative designated and qualified as a cash flow hedge, to the extent effective, are included in the Consolidated Statements of Common 
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Notes To Consolidated Financial Statements-(Continued) 

Valuation When available, quoted market prices or prices obtained through external sources are used to measure a contract's fair value. For contracts with a delivery 
location or duration for which quoted market prices are not available, fair value is determined based on internally developed valuation techniques or models For derivatives 
recognized under the MTM Model, valuation adjustments are also recognized in the Consolidated Statements of Operations. 

Goodwill. Duke Energy Ohio evaluates goodwill for potential impairment under the guidance of SFAS No. 142, "GoodwiN and Otherlntangible Assets" (SFAS No 142). 
Under this provision, goodwill is subject to an annual test for impairment. Duke Energy Ohio has designated August 31 as the date it performs the annual review for goodwill 
impairment for its reporting units. Under the provisions of SFAS No 142, Duke Energy Ohio performs the annual review for goodwill impairment at the reporting unit level, which 
Duke Energy Ohio has determined to be an operating segment 

Impairment testing of goodwill consists of a two-step process. The first step involves a comparison of the determined fair value of a reporting unit with its carrying amount. 
If the carrying amount of the reporting unit exceeds its fair value, the second step of the process involves a comparison of the fair value and carrying value of the goodwill of 
that reporting unit. If the carrying value of the goodwill of a reporting unit exceeds the implied fair value of that goodwill, an impairment loss is recognized in an amount equal to 
the excess. Additional impairment tests are performed between the annual reviews if events or changes in circumstances make it more likely than not that the fair value of a 
reporting unit is below its carrying amount. 

Duke Energy Ohio primarily uses a discounted cash flow analysis to determine fair value. Key assumptions in the determination of fair value include the use of an 
appropriate discount rate, estimated future cash flows and estimated run rates of operation, maintenance, and general and administrative costs In estimating cash flows, Duke 
Energy Ohio incorporates expected growth rates, regulatory stability and ability to renew contracts as well as other factors into its revenue and expense forecasts. 

Property, Plant and Equipment. As discussed under "Predecessor and Successor Reporting" above, recorded balances for property, plant and equipment existing as of 
April 3, 2006 were adjusted to reflect fair values as of that date. Due to rate setting and recovery provisions currently in place for regulated operations, the fair values of property 
plant and equipment of the regulated operations were considered to approximate their carrying values as of the date of Duke Energy's merger with Cinergy. Accumulated 
depreciation was not reset to zero as of the merger date for the regulated property, plant and equipment due primarily to regulatory reporting implications. Unregulated property, 
plant and equipment were recorded at respective fair values and accumulated deprecation was reset to zero as of the merger date Otherwise, property, plant and equipment 
are stated at the lower of historical cost less accumulated depreciation or fair value, if impaired. Duke Energy Ohio capitalizes all construction-related direct labor and material 
costs, as well as indirect construction costs. lndired costs include general engineering, taxes and the cost of funds used during construction. The cost of renewals and 
betterments that extend the useful life of property, plant and equipment are also capitalized The cost of repairs, replacements and major maintenance projects, which do not 
extend the useful life or increase the expected output of property, plant and equipment, is expensed as incurred Depreciation is generally computed over the asset's estimated 
useful life using the straight-line method. The composite weighted-average depreciation rates were 2 6% for 2007. 2 7% for 2006, and 2 4% for 2005. Also, see "Allowance for 
Funds Used During Construction (AFUDC)," discussed below. 

When Duke Energy Ohio retires its regulated property, plant and equipment, it charges the original cost plus the cost of retirement, less salvage value, to accumulated 
depreciation and amortization. When it sells entire regulated operating units, or retires or sells non-regulated properties, the cost is removed from the property account and the 
related accumulated depreciation and amortization accounts are reduced Any gain or loss is recorded in earnings, unless otherwise required by the applicable regulatory body 

Duke Energy Ohio recognizes asset retirement obligations (AROs) in accordance with SFAS No. 143, "Accounting For Asset Retirement Obligations" (SFAS No. 143), for 
legal obligations associated with the retirement of long-lived assets that result from the acquisition, construction, development andlor normal use of the asset and FIN No. 47, 
"Accounting for Conditional Asset Retirement Obligations" (FIN 47), for conditional ARO's. The term conditional asset retirement obligation as used in SFAS No. 143 and FIN 
47 refers to a legal obligation to perform an asset retirement activity in which the timing and (or) method of settlement are conditional on a future event that may or may not be 
within the control of the entity. The obligation to perform the asset retirement activity is unconditional even though uncertainty exists about the timing and (or) method of 
settlement. Thus, the timing and (or) method of settlement may be conditional on a future event. Both SFAS No. 143 and FIN 47 require that the fair value of a liability for an 
ARO be recognized in the period in which it is incurred, if a reasonable estimate of fair value can be made. The fair value of the liability is added to the carrying amount of the 
associated asset. This additional carrying amount is then depreciated over the estimated useful life of the asset See Note 8 for further information 
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Long-Lived Asset Impairments, Assets Held For Sale and Dlscontlnued Operations. Duke Energy Ohio evaluates whether long-lived assets, excluding goodwill, 
have been impaired when circumstances indicate the carrying value of those assets may not be recoverable For such long-lived assets, an impairment exists when its carrying 
value exceeds the sum of estimates of the undiscounted cash flows expected to result from the use and eventual disposition of the asset. When alternative courses of action to 
recover the carrying amount of a long-lived asset are under consideration, a probability-weighted approach is used for developing estimates of future undiscounted cash flows. 
If the carrying value of the long-lived asset is not recoverable based on these estimated future undiscounted cash flows, the impairment loss is measured as the excess of the 
asset's carrying value over its fair value, such that the asset's carrying value is adjusted to its estimated fair value. 

Management assesses the fair value of long-lived assets using commonly accepted techniques, and may use more than one source Sources to determine fair value 
include, but are not limited to, recent third party comparable sales, internally developed discounted cash flow analysis and analysis from outside advisors. Significant changes in 
market conditions resulting from events such as changes in commodity prices or the condition of an asset, or a change in management's intent to utilize the asset may 
generally require management to re-assess the cash flows related to the long-lived assets. 

Duke Energy Ohio uses the criteria in SFAS No. 144 "Accounting for the Impairment of or Disposal of Long-Lived Assets" (SFAS No. 144). to determine when an asset is 
classified as "held for sale." Upon classification as "held for sale," the long-lived asset or asset group is measured at the lower of its carrying amount or fair value less cost to 
sell, depreciation is ceased and the asset or asset group is separately presented on the Consolidated Balance Sheets. When an asset or asset group meets the SFAS No 144 
criteria for classification as held for sale within the Consolidated Balance Sheets, Duke Energy Ohio does not retrospectively adjust prior period balance sheets to conform to 
current year presentation. 

Duke Energy Ohio uses the criteria in SFAS No. 144 and Emerging Issues Task Force (EITF) Issue No. 03-13, "Applying the Condifions in Paragraph 42 ofFASB 
Statement No. 144 in Determining Whether to Report Discontinued Operations" (EITF 03-13). to determine whether components of Duke Energy Ohio that are being disposed 
of, are classified as held for sale or have been wound down are required to be reported as discontinued operations in the Consolidated Statements of Operations, To qualify as 
a discontinued operation under SFAS No. 144, the component being disposed of must have clearly distinguishable operations and cash flows. Additionally, pursuant to EITF 
03-13, Duke Energy Ohio must not have significant continuing involvement in the operations aver the disposal (i.e. Duke Energy Ohio must not have the ability to influence the 
operating or financial policies of the disposed component) and cash flows of the operations being disposed of must have been eliminated from Duke Energy Ohio's ongoing 
operations (i.e. Duke Energy Ohio does not expect to generate significant direct cash flows from activities involving the disposed component after the disposal transaction is 
completed). Assuming both preceding conditions are met, the related results of operations for the current and prior periods, including any related impairments, are reflected as 
(Loss) Income From Discontinued Operations, net of tax, in the Consolidated Statements of Operations. If an asset held for sale does not meet the requirements for 
discontinued operations classification, any impairments and gains or losses on sales are recorded in continuing operations as (Losses) Gains on Sales of Other Assets and 
Other, net, in the Consolidated Statements of Operations. Impairments for all other long-lived assets are recorded in Operating Expenses in the Consolidated Statements of 
Operat ions, 

Unamortized Debt Premium, Discount and Expense. Premiums, discounts and expenses incurred with the issuance of outstanding long-term debt are amortized over 
the terms of the debt issues. Any call premiums or unamortized expenses associated with refinancing higher-cost debt obligations to finance regulated assets and operations 
are amortized consistent with regulatory treatment of those items, where appropriate. The amortization expense is recorded in continuing operations as interest expense in the 
Consolidated Statements of Operations. The amortization expense is reflected as Depreciation and amortization within Net cash provided by operating activities on the 
Consolidated Statements of Cash Flows. 

Loss Contingencies. Duke Energy Ohio is involved in certain legal and environmental matters that arise in the normal course of business. Loss contingencies are 
accounted for under SFAS No 5, "Accounting for Contingencies," (SFAS No. 5). Under SFAS No 5, contingent losses are recorded when it is determined that it is probable 
that a loss has occurred and the amount of the loss can be reasonably estimated. When a range of the probable loss exists and no amount within the range is a better estimate 
than any other amount, Duke Energy Ohio records a loss contingency at the minimum amount in the range Unless othennlise required by GAAP, legal fees are expensed as 
incurred. See Note 17 for further information 

future revenues. Environmental expenditures related to operations that generate current or future 
Environmental Expenditures. Duke Energy Ohio expenses environmental expenditures related to conditions caused by past operations that do not generate current or 

30 

Source: Duke Energy Ohio, In, 1 0-K, March 19. 2008 



L _I I-.._.__I l.........l_....l.." " .... ." .. . .... .. .. ... ..................................... .... ..... ... .. " . .. .... ........ ." 

Table of Contents 
PART II  

DUKE ENERGY OHIO, INC. 
Notes To Consolidated Financial Statements-(Continued) 

revenues are expensed or capitalized, as appropriate. Liabilities are recorded on an undiscounted basis when the necessity for environmental remediation becomes probable 
and the costs can be reasonably estimated, or when other potential environmental liabilities are reasonably estimable and probable. 

Revenue Recognltlon and Unbilled Revenue. Revenues on sales of electricity and gas are recognized when either the service is provided or the product is delivered. 
Unbilled revenues are estimated by applying an average revenue per kilowatt hour or per thousand cubic feet (Mcf) for all customer classes to the number of estimated kilowatt 
hours or Mcf's delivered but not billed. The amount of unbilled revenues can vary significantly period to period as a result of factors including seasonality, weather, customer 
usage patterns and customer mix. Unbilled revenues for Commercial Power, which are recorded as Receivables in Duke Energy Ohio's Consolidated Balance Sheet at 
December 31, 2007 and 2006, were approximately $38 million and $56 million, respectively. The receivables for unbilled revenues for Franchised Electric and Gas ($145 million 
and $132 million at December 31, 2007 and 2006. respectively) are included in the sales of accounts receivable to Cinergy Receivables Company, LLC (Cinergy Receivables). 
See Note 12 for additional information. 

Allowance for Funds Used Durlng Construction (AFUDC). AFUDC, which represents the estimated debt and equity costs of capital funds necessary to finance the 
construction of new regulated facilities, consists of two components, an equity component and an interest component. The equity component is a non-cash item. AFUDC is 
capitalized as a component of Property, Plant and Equipment cost, with offsetting credits to the Consolidated Statements of Operations. After construction is completed, Duke 
Energy Ohio is permitted to recover these costs through inclusion in the rate base and in the depreciation provision. The total amount of AFUDC included within income from 
continuing operations in the Consolidated Statements of Operations was $34 million in 2007, which consisted of an after-tax equity component of $4 million and a beforetax 
interest expense component of $30 million. The total amount of AFUDC included within income from continuing operations in the Consolidated Statements of Operations for the 
nine months ended December 31, 2006 was $16 million, which consisted of an after-tax equity component of $2 million and a before-tax interest expense component of $14 
million. The total amount of AFUDC included within income from continuing operations in the Consolidated Statements of Operations for the three months ended March 31, 
2006 was $4 million, which consisted of an after-tax equity component of $1 million and a before-tax interest expense component of $3 million. The total amount of AFUDC 
included within income from continuing operations in the Consolidated Statements of Operations was $8 million in 2005, which consisted of an after-tax equity component of $1 
million and a before-tax interest expense component of $7 million. 

or losses on sales of emission allowances for non-regulated businesses are presented on a net basis in (Losses) Gains on Sales of Other Assets and Other. net, in the 
accompanying Consolidated Statements of Operations For regulated businesses that provide for direct recovery of emission allowances, any gains or losses on sales of 
recoverable emission allowances are included in the rate structure of the regulated entity and are deferred as a regulatory asset or liability. Future rates charged to retail 
customers are impacted by any gain or loss on sales of recoverable emission allowances and, therefore, as the recovery of the gain or loss is recognized in operating revenues, 
the regulatory asset or liability related to the emission allowance activity is recognized as a component of Fuel Used in Electric Generation and Purchased Power in the 
Consolidated Statements of Operations Purchases and sales of emission allowances are presented gross as investing activities on the Consolidated Statements of Cash 
Flows. 

method is used to allocate tax expenses and benefits to the subsidiaries whose investments or results of operations provide these tax expenses or benefits The accounting for 
income taxes essentially represents the income taxes that Duke Energy Ohio would incur if Duke Energy Ohio were a separate company filing its own tax return as a 
C-Corporation. The current tax sharing agreement Duke Energy Ohio has with Duke Energy is substantially the same as the tax sharing agreement between Duke Energy Ohio 
and Cinergy prior to the merger Deferred income taxes have been provided for temporary differences between the GAAP and tax carrying amounts of assets and liabilities 
These differences create taxable or tax-deductible amounts for future periods. Investment tax credits have been deferred and are being amortized over the estimated useful 
lives of the related properties 

Management evaluates and records uncertain tax positions in accordance with FIN 48, "Accounting For Uncertainty in Income Taxes-an Interpretation of FASB 
Statement 109," (FIN 48). which was adopted by Duke Energy Ohio on January 1 ,  2007. Duke Energy Ohio records unrecognized tax benefits for positions taken or expected to 
be taken on tax returns, including the decision to exclude certain income or transactions from a return, when a more-likely-than-not threshold is met for a tax position and 
management believes that the position will be sustained upon examination by the taxing authorities. Management evaluates each position based solely on the 

Accountlng For Purchases and Sales of Emlsslon Allowances. Duke Energy Ohio recognizes emission allowances in earnings as they are consumed or sold. Gains 

Income Taxes. As a result of Duke Energy's merger with Cinergy, Duke Energy Ohio entered into a tax sharing agreement with Duke Energy, where the separate return 
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technical merits and facts and circumstances of the position, assuming the position will be examined by a taxing authority having full knowledge of all relevant information. In 
accordance with FIN 48, Duke Energy Ohio records the largest amount of the unrecognized tax benefit that is greater than 50% likely of being realized upon settlement or 
effective settlement Management considers a tax position effectively settled for the purpose of recognizing previously unrecognized tax benefits when the following conditions 
exist: (i) the taxing authority has completed its examination procedures, including all appeals and administrative reviews that the taxing authority is required and expected to 
perform for the tax positions, (ii) Duke Energy Ohio does not intend to appeal or litigate any aspect of the tax position included in the completed examination, and (iii) it is 
remote that the taxing authority would examine or reexamine any aspect of the tax position. See Note 7 for further information 

Duke Energy Ohio records, as it relates to taxes, interest expense as Interest Expense and interest income and penalties in Other Income and Expenses, net, in the 
Consolidated Statements of Operations. 

Excise Taxes. Certain excise taxes levied by state or local governments are collected by Duke Energy Ohio from its customers. These taxes, which are required to be 
paid regardless of Duke Energy Ohio's ability to collect from the customer, are accounted for on a gross basis. When Duke Energy Ohio acts as an agent, and the tax is not 
required to be remitted if it is not collected from the customer, the taxes are accounted for on a net basis. Duke Energy Ohio's excise taxes accounted for on a gross basis and 
recorded as revenues in the accompanying Consolidated Statements of Operations were as follows: 

Predecessoda) 

Three Months Ended 
March 31, 2006 - 

Twelve Months Ended 
December 31,2005 

(a) See "Predecessor and Successor Reporting" in Note 1 for additional information on Predecessor and Successor reporting. 
Segment Reporting. SFAS No. 131, "Disclosures about Segments of an Enterprise and Related Informalion" (SFAS No. 131), establishes standards for a public 

company to report financial and descriptive information about its reportable operating segments in annual and interim financial reports. Operating segments are components of 
an enterprise about which separate financial information is available and evaluated regularly by the chief operating decision maker in deciding how to allocate resources and 
evaluate performance. Two or more operating segments may be aggregated into a single reportable segment provided aggregation is consistent with the objective and basic 
principles of SFAS No. 131. if the segments have similar economic characteristics, and the segments are considered similar under criteria provided by SFAS No. 131. There is 
no aggregation within Duke Energy Ohio's reportable business segments. SFAS No. 131 also establishes standards and related disclosures about the way the operating 
segments were determined. including products and services, geographic areas and major customers, differences between the measurements used in reporting segment 
information and those used in the general-purpose financial statements, and changes in the measurement of segment amounts from period to period. The description of Duke 
Energy Ohio's reportable segments, consistent with how business results are reported internally to management and the disclosure of segment information in accordance with 
SFAS No. 131, are presented in Note 4. 

Statements of Consolldated Cash Flows. Duke Energy Ohio has made certain classification elections within its Consolidated Statements of Cash Flows related to 
discontinued operations and debt restricted for qualified capital and maintenance expenditures. Cash flows from discontinued operations are combined with cash flows from 
continuing operations within operating, investing and financing cash flows within the Consolidated Statements of Cash Flows. Proceeds from debt issued with restrictions to 
fund future capital and maintenance expenditures are presented on a gross basis, with the debt proceeds classified as a financing cash inflow and the changes in the restricted 
funds held in trust presented as a component of investing activities. 

Cumulative Effect of Changes In Accountlng Principles. As of December 31, 2005, Duke Energy Ohio adopted the provisions of FIN 47. In accordance with the 
transition guidance of this standard, Duke Energy Ohio recorded a net-of-tax cumulative effect adjustment of approximately $3 million. 

Reclassiflcatlons and Revisions. Certain prior period amounts have been reclassified to conform to the presentation for the current period. 
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New Accounting Standards. The following new accounting standards were adopted by Duke Energy Ohio during the year ended December 31,2007 and the impact of 

SFAS No 155, "Accounting for Certain Hybrid Financial Instruments-an amendment ofFASB Statements No 133 and 140" (SFAS No 155) In February 2006, the 
such adoption, if applicable. has been presented in the accompanying Consolidated Financial Statements: 

FASB issued SFAS No. 155. which amends SFAS No. 133, "Accounting for Derivative lnstruments and Hedging Activities" and SFAS No. 140, "Accounting for Transfers and 
Servicing of Financial Assets and Extinguishments of Liabilities" (SFAS No. 140) SFAS No 155 allows financial instruments that have embedded derivatives to be accounted 
for at fair value at acquisition, at issuance, or when a previously recognized financial instrument is subject to a remeasurement (new basis) event. on an 
instrument-by-instrument basis, in mses in which a derivative would otherwise have to be bifurcated. SFAS No 155 was effective for Duke Energy Ohio for all financial 
instruments acquired, issued, or subject to remeasurement after January 1, 2007. and for certain hybrid financial instruments that had been bifurcated prior to the effective date, 
for which the effect is to be reported as a cumulative-effect adjustment to beginning retained earnings The adoption of SFAS No 155 did not have a material impact on Duke 
Energy Ohio's consolidated results of operations, cash flows or financial position 

No. 156, which amends SFAS No. 140. SFAS No 156 requires recognition of a servicing asset or liability when an entity enters into arrangements to service financial 
instruments in certain situations Such servicing assets or servicing liabilities are required to be initially measured at fair value, if practicable. SFAS No. 156 also allows an entity 
to subsequently measure its servicing assets or servicing liabilities using either an amortization method or a fair value method. SFAS No. 156 was effective for Duke Energy 
Ohio as of January 1, 2007, and must be applied prospectively, except that where an entity elects to remeasure separately recognized existing arrangements and reclassify 
certain availabie-for-sale securities to trading securities, any effects must be reported as a cumulative-effect adjustment to retained earnings The adoption of SFAS No 156 did 
not have a material impact on Duke Energy Ohio's consolidated results of operations, cash flows or financial position. 

SFAS No 158, "Employer's Accounting for Deflned Benetit Pension and Ofher Postretirement Plans, an amendment of FASB Statements No 87, 88, 106, and 132(R)" 
(SFAS No 158). In October 2006, the FASB issued SFAS No. 158, which changes the recognition and disclosure provisions and measurement date requirements for an 
employer's accounting for defined benefit pension and other postretirement plans. The recognition and disclosure provisions require an employer lo  (1) recognize the funded 
status of a benefit pian-measured as the difference between plan assets at fair value and the benefit obligation-in ils statement of financial position, (2) recognize as a 
component of other comprehensive ioss, net of tax, the gains or losses and prior service costs or credits that arise during the period but are not recognized as components of 
net periodic benefit cost, and (3) disclose in the notes to financial statements certain additional information SFAS No. 158 does not change the amounts recognized in the 
income statement as net periodic benefit cost. Duke Energy Ohio recognized the funded status of its defined benefit pension and other postretirement plans and provided the 
required additional disclosures as of December 31, 2006 The adoption of SFAS No. 158 recognition and disclosure provisions resulted in an increase in total assets of 
approximately $33 million (consisting of an increase in regulatory assets of $31 million and an increase in deferred tax assets of $2 million), an increase in total liabilities of 
approximately $35 million and a decrease in AOCI, net of tax, of approximately $2 million as of December 31, 2006. 

Under the measurement date requirements of SFAS No. 158, an employer is required to measure defined benefit plan assets and obligations as of the date of the 
employer's fiscal year-end statement of financial position (with limited exceptions). Historically, Duke Energy Ohio has measured its plan assets and obligations up to three 
months prior to the fiscal year-end, as allowed under the authoritative accounting literature. Duke Energy Ohio adopted the change in measurement date effective January 1 ~ 

2007 by remeasuring plan assets and benefit obligations as of that date, pursuant to the transition requirements of SFAS No. 158 Net periodic benefit cost of approximately $3 
million for the three-month period between September 30, 2006 and December 31, 2006 was recognized, net of tax, as a separate adjustment of retained earnings as of 
January 1, 2007. Additionally, in the first quarter of 2007, the changes in plan assets and plan obligations between the September 30, 2006 and December 31, 2006 
measurement dates not related to net periodic benefit cost was required to be recognized, net of tax, as a separate adjustment of the opening balance of AOCI and regulatory 
assets. This adjustment was not malerial. During the second quarter of 2007, Duke Energy Ohio completed these calculations The finalization of these actuarial calculations 
resulted in a $2 million adjustment to AOCI and an immaterial adjustment to regulatory assets 

SFAS No 156, "Accounting for Servicing of Financial Assets-an amendment of FASB Statement No 140" (SFAS No 156) In March 2006, the FASB issued SFAS 

The adoption of SFAS No. 158 did not have a material impact on Duke Energy Ohio's consolidated results of operations or cash flows 
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FIN No 48. In July 2006, the FASB issued FIN 48, which provides guidance on accounting for income tax positions about which Duke Energy Ohio has concluded there is 
a level of uncertainty with respect to the recognition of a tax benefit in Duke Energy Ohio's financial statements. FIN 48 prescribes the minimum recognition threshold a tax 
position is required to meet Tax positions are defined very broadly and include not only tax deductions and credits but also decisions not to file in a particular jurisdiction, as 
well as the taxability of transactions. Duke Energy Ohio adopted FIN 48 effective January 1, 2007. See Note 7 for additional information. 

FAS6 Staff Position (FSP) No FIN 48-1, Definition of "Sefflement"in M S 6  lnterpretation No 48 (FSP No. FIN 48-1) In May, 2007, the FASB staff issued FSP No. FIN 
48-1 which clarifies the conditions under FIN 48 that should be met for a tax position to be considered effectively settled with the taxing authority Duke Energy Ohio's adoption 
of FIN 48 as of January 1, 2007 was consistent with the guidance in this FSP. 

The following new accounting standard was adopted by Duke Energy Ohio during the year ended December 31 ~ 2006 and the impact of such adoption, if applicable, has 
been presented in the accompanying Consolidated Financial Statements: 

StaffAccounfing 6uNetin (SA6) No 108, "Considering the Effects of Prior Year Misstatements When Quantifying Misstatements in Current Year Financial Statements" 
(SA6 No 108). In September 2006 the Securities and Exchange Commission (SEC) issued SAB No. 108, which provides interpretive guidance on how the effects of the 
carryover or reversal of prior year misstatements should be considered in quantifying a current year misstatement, Traditionally, there have been two widely-recognized 
approaches for quantifying the effects of financial statement misstatements. The income statement approach focuses primarily on the impact of a misstatement on the income 
statement-including the reversing effect of prior year misstatements-but its use can lead to the accumulation of misstatements in the balance sheet. The balance sheet 
approach, on the other hand, focuses primarily on the effect of correcting the period-end balance sheet with less emphasis on the reversing effects of prior year errors on the 
income statement. The SEC staff believes that registrants should quantify errors using both a balance sheet and an income statement approach (a "dual approach") and 
evaluate whether either approach results in quantifying a misstatement that, when all relevant quantitative and qualitative factors are considered, is material. 

by (i) restating prior financial statements as if the "dual approach" had always been used or (ii). under certain circumstances, recording the cumulative effect of 
the "dual approach" as adjustments to the carrying values of assets and liabilities as of January 1. 2006 with an offsetting adjustment recorded to the opening balance of 
retained earnings. Duke Energy Ohio has historically used a dual approach for quantifying identified financial statement misstatements. Therefore, the adoption of SAB No. 108 
did not have a material impact on Duke Energy Ohio's consolidated results of operations, cash flows or financial position. 

been presented in the accompanying Consolidated Financial statements: 

asset retirement obligation is an unconditional legal obligation to perform an asset retirement activity in which the timing and (or) method of settlement are conditional on a 
future event that may or may not be wilhin the control of the entity Therefore, an entity is required to recognize a liability for the fair value of a conditional asset retirement 
obligation under SFAS No. 143 if the fair value of the liability can be reasonably estimated. The provisions of FIN 47 were effective for Duke Energy Ohio as of December 31, 
2005, and resulted in a decrease in assets of $7 million, a net increase in liabilities of $12 million and a before tax cumulative effect adjustment to earnings of $5 million The 
net- of-tax cumulative adjustment to earnings was $3 million 

The following new accounting standards have been issued, but have not yet been adopted by Duke Energy Ohio as of December 31,2007: 
SFAS No 157, "Fair Value Measurements" (SFAS No 157) In September 2006, the FASB issued SFAS No 157, which defines fair value, establishes a framework for 

measuring fair value in GAAP, and expands disclosures about fair value measurements. SFAS No. 157 does no1 require any new fair value measurements The application of 
SFAS No. 157 may change Duke Energy Ohio's current practice for measuring fair values under other accounting pronouncements that require fair value measurements. For 
Duke Energy Ohio, SFAS No. 157 is effective as of January 1,2008 In February 2008, the FASB issued FSP No. 157-2, which delays the effective date of SFAS No. 157 for 
one year for nonfinancial assets and liabilities, except for items that are recognized or disclosed at fair value in the financial statements on a recurring basis. Duke Energy Ohio 
does not expect to report any material cumulative-effect adjustment to beginning retained earnings as is required by SFAS No. 157 for certain limited matters. Duke Energy 
Ohio continues to monitor additional proposed 

SAB No. 108 was effective for Duke Energy Ohio's year ending December 31, 2006. SAB No. 108 permits existing public companies to initially apply its provisions either 

The following new accounting standard was adopted by Duke Energy Ohio during the year ended December 31, 2005 and the impact of such adoption. if applicable, has 

FIN No 47 In March 2005, the FASB issued FIN 47, which clarifies the accounting for conditional asset retirement obligations as used in SFAS No 143. A conditional 
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interpretative guidance regarding the application of SFAS No. 157. To date, no matters have been identified regarding implementation of SFAS No. 157 that would have any 
material impact on Duke Energy Ohio's consolidated results of operations or financial position. 

SFAS No 159, "The Fair Value Option for Financial Assets and Financial Liabilities" (SFAS No 159). In February 2007, the FASB issued SFAS No. 159, which permits 
entities to choose to measure many financial instruments and certain other items at fair value. For Duke Energy Ohio, SFAS No. 159 is effective as of January 1, 2008 and will 
have no impact on amounts presented for periods prior to the effective date. Duke Energy Ohio does not currently have any financial assets or financial liabilities for which the 
provisions of SFAS No. 159 have been elected. Howeverq in the future, Duke Energy Ohio may elect to measure certain financial instruments at fair value in accordance with 
this standard. 

"Busifless Combinations." SFAS db. l 4 l R  retains the fundamental re uirements in SFAS No. 141 that the acquisi!ion method of accobnting be used for all business 
combinations and that an acquirer be identified for each business com8ination. This statement also establishes rinciples and requirements for how an acquirer recognizes and 
measures in its financial statements the identifiable assets acquired, the liabilities assumed, an noncontrolling hinority) interests in an. acquiree, and any goodwill ac uired in 
a business combination or gain recognized from a bar ain purchase. For Duke Enera$,Ohio. SFAS No. 141R must be applied rospectively to business combinat!ons?or which 
the ac uisition date occurs on or after January 1 2008 The impact to Duke Ener 
depenient upon the nature of any transactions within the scope of SFAS No. 141fly 

SFAS No. 141 (revised 2007 "Business Combinafions"(SFAS No, 14fRj. In December 2007 the FASB issued SFAS No. 141R which replaces SFAS No. 141, 

io of applying SFAS No. 141R for periofs subsequent to implementation will be 

2. Duke EnergylCinergy Merger 

purchase date. Assets acquired and liabilities assumed are recorded at estimated fair values on the date of acquisition. The purchase price minus the estimated fair value of the 
acquired assets and liabilities meeting the definition of a business as defined in EITF Issue No. 98-3, "Determining Whether a Nonmonetaly Transaction lnvolves Receipt of 
Productive Assets or of a Business" (EITF 98-3), is recorded as goodwill The allocation of the purchase price may be adjusted if additional, requested information is received 
during the allocation period, which generally does not exceed one year from the consummation date, however, it may be longer for certain income tax items 

On April 3, 2006, the merger between Duke Energy and Cinergy was consummated (see Note 1 for additional information on the merger, purchase accounting and 
Predecessor and Successor reporting). For accounting purposes, the effective date of the merger was April 1, 2006. The merger combined the Duke Energy and Cinergy 
regulated franchises as well as deregulated generation in the midwestem United States (Midwest). 

Based on the market price of Duke Energy common stock during the period, including the two trading days before, through the two trading days after, May 9, 2005, the 
date Duke Energy and Cinergy announced the merger, the transaction was valued at approximately $9,115 million and resulted in goodwill recorded at Duke Energy Ohio of 
approximately $2,348 million. 

As discussed in Note 1 above, purchase accounting impacts, including goodwill recognition, have been "pushed down" to Duke Energy Ohio, resulting in the assets and 
liabilities of Duke Energy Ohio being recorded at their respective fair values as of April 3, 2006 The following unaudited consolidated pro forma financial resuns for Duke 
Energy Ohio are presented as if the merger with Duke Energy had occurred at the beginning of the periods presented: 

Unaudited Consolidated Pro Forma Results (Predecessor) 

Duke Energy Ohio consolidates assets and liabilities from acquisitions as of the purchase date, and includes earnings from acquisitions in consolidated earnings a fk r  the 

Source: Duke Energy Ohio, In, 10-K, March 19, 2008 
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Pro forma results for the nine months ended December 31, 2006 are not presented since the merger occurred at the beginning of the period presented. Additionally, pro 

Prior to consummation of the merger, certain regulatory approvals were received from the state utility commissions and the FERC. See Note 5 for a discussion of the 
forma results do not include any significant transactions completed by Duke Energy Ohio other than the impact of Cinergy's merger with Duke Energy. 

regulatory impacts of the merger. 

3. Transfer of Generating Assets and Dispositions 
Transfer of Certain Duke Energy Generating Assets to Duke Energy Ohio. In April 2006, Duke Energy contributed to Duke Energy Ohio its ownership interest in five 

plants, representing a mix of combined cycle and peaking plants, with a combined capacity of 3,600 megawatts (MW). The transaction was effective in April 2006 and was 
accounted for at Duke Energy's net book value for these assets. The entities holding these generating plants, which were indirect subsidiaries of Duke Energy, were first 
distributed to Duke Energy, which then contributed them to Cinergy which, in turn, contributed them to Duke Energy Ohio. In the final step, the entities were then merged into 
Duke Energy Ohio. 

Energy Ohio had occurred at the beginning of the periods presented: 

Unaudited Consolidated Pro Forma Results (Predecessor) 

The following unaudited consolidated pro forma financial results for Duke Energy Ohio are presented as if the contribution of the Duke Energy generating assets to Duke 

Three Months Twelve Months 
Ended Ended 

March 31, December 31, 

(in millions).... 
2006 2005 

Pperating revenues ___1-_-2Tm..X-x-_?,9511 

I - I : z E i ?  
222 

Earnings available for common stockholder 104 265 

five plants as discussed above. As part of this transaction, Duke Energy agreed to reimburse Duke Energy Ohio, on a quarterly basis, through April 2016 in the event of certain 
cash shortfalls related to the performance of the five plants. Based on the assessment of the performance of the five plants on a quarterly basis during 2007, Duke Energy Ohio 
did not incur any qualifying shortfalls related to the performance of the five plants and thus no cash reimbursement was required from Duke Energy. During the third quarter of 
2006, Duke Energy reimbursed Duke Energy Ohio $1.9 million for certain cash shortfalls that occurred during the second quarter of 2006. However, as a result of the 
calculation pertaining to the third quarter 2006 performance of the five plants, the $1.9 million received by Duke Energy Ohio from Duke Energy was returned to Duke Energy 
during the fourth quarter of 2006 Duke Energy Ohio accounts for any payments from or return of payments to Duke Energy in Common Stockholder's Equity as an adjustment 
to Additional paid-in capital. 

Dispositions. For the year ended December 31,2007, the nine months ended December 31,2006, the three months ended March 31,2006 and the year ended 
December 31, 2005, the sale of emission allowances resulted in approximately $29 million, $138 million, $105 million and $494 million, respectively, in proceeds and net pre-tax 
(losses) gains of ($7) million, ($28) million, $26 million and $125 million recorded in (Losses) Gains on Sales of Other Assets and Other, net on the Consolidated Statements of 
Operations These amounts primarily relate to Commercial Power's sales of emission allowances. See Note 13 for dispositions related to discontinued operations. 

These pro forma results do not include any significant transactions completed by Duke Energy Ohio other than the impact of the transfer of the ownership interest in the 

4. Business Segments 

and Commercial Power. Duke Energy Ohio's management believes these reportable business segments properly align the various operations of Duke Energy Ohio with how 
the chief operating decision maker views the business. Duke Energy Ohio's chief operating decision maker regularly reviews financial information about each of these 
reportable business 

Duke Energy Ohio operates the following business segments, which are all considered reportable business segments under SFAS No. 131: Franchised Electric and Gas 
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segments in deciding how to allocate resources and evaluate performance. There is no aggregation within Duke Energy Ohio's defined business segments. 
Franchised Electric and Gas generates, transmits. distributes and sells electricity in southwestern Ohio and northern Kentucky. Franchised Electric and Gas also 

transports and sells natural gas in southwestern Ohio and northern Kentucky. It conducts operations primarily through Duke Energy Ohio and Duke Energy Kentucky These 
electric and gas operations are subject to the rules and regulations of the FERC, the PUCO and the Kentucky Public Service Commission (KPSC). 

Commercial Power owns, operates and manages non-regulated power plants and engages in the wholesale marketing and procurement of electric power, fuel and 
emission allowances related to these plants as well as other contractual positions. Commercial Power's generation asset fleet consists of Duke Energy Ohio's non-regulated 
generation in Ohio and the five Midwestem gas-fired non-regulated generation assets. Commercial Power's assets comprise approximately 7,600 MW of power generation 
primarily located in the Midwestern United States. The asset portfolio has a diversified fuel mix with base-load and mid-merit coal-fired units as well as combined cycle and 
peaking natural gas-fired units. Most of the generation asset output in Ohio has been contracted through the RSP. 

The remainder of Duke Energy Ohio's operations are presented as Other. While it is not considered a business segment, Other primarily includes certain allocated 
governance costs (see Note 11). 

Duke Energy Ohio's reportable business segments offer different products and services and are managed separately. Accounting policies for Duke Energy Ohio's 
segments are the same as those described in Note 1.. Management evaluates segment performance based on earnings before interest and taxes from continuing operations 
(EBIT). 

On a segment basis, EBIT excludes discontinued operations, represents all profits from continuing operations (both operating and non-operating and excluding corporate 
governance costs) before deducting interest and taxes. Cash, cash equivalents and short-term investments are managed centrally by Cinergy and Duke Energy, so the interest 
and dividend income on those balances are excluded from the segments' EBIT. 

Transactions between reportable business segments are accounted for on the same basis as revenues and expenses in the accompanying Consolidated Financial 
Statements. 
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Business Segment Data(a) 

Segment EBlTl 
Consolldated 

Income 
from Continuing Depreclatlon Capital and 

Unaffiliated intersegment Total Operations before and Investment Segment 
Revenues Revenues Revenues Income Taxes Amortization Expenditures AssetsMd) 

c c e s s o P T -  - I . i L  1 1  .- 1 I I . l I I I I l l ~ l l ~  
k e i v e  Months Ended December 31. ' 

Nine Months Ended December 31, 

(a) Segment results exclude results of entities classified as discontinued operations. 

(b) Includes assets held for sale 

(c) See Note 1 for additional information on Predecessor and Successor reporting 

(d) Amounts include goodwill recorded as of December 31, 2007 and December 31, 2006 resulting from Duke Energy's merger with Cinergy in the amount of $2,325 million 
and $2,348 million, respectively. Franchised Electric and Gas' allocated amount as of December 31, 2007 and December 31 I 2006 was $1 ~ 137 million and $1,148 million, 
respectively, Commercial Power's allocated amount as of December 31, 2007 and December 31. 2006 was $1,188 million and $1,200 million, respectively. 
All of Duke Energy Ohio's revenues are generated domestically and its long-lived assets are in the US. 
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Regulatory Assets and Llabllltles. Duke Energy Ohio's regulated operations are subject to SFAS No. 71. Accordingly, Duke Energy Ohio records assets and liabilities 

Duke Energy Ohio's Regulatory Assets and Liabilities: 

5. Regulatory Matters 

that result from the regulated ratemaking process that would not be recorded under GAAP for non-regulated entities. See Note I for further information 

Successorla) 
As of December 31, RecoverylRefund 

2007 2006 Period Ends 

(a) See Note 1 for additional information on Predecessor and Successor reporting 

(b) All regulatory assets and liabilities are excluded from rate base unless otherwise noted. 

(c) Included in Other Regulatory Assets and Deferred Debits on the Consolidated Balance Sheets. 

(d) Included in rate base. 

(e) Included in Other Deferred Credits and Other Liabilities on the Consolidated Balance Sheets. 

(f) Recoverylrefund is over the life of the associated asset or liability 

(9) Liability is extinguished over the lives of the associated assets 

(h) RecoverylRefund period currently unknown 

(i) The 2006 amount includes $31 million related to adoption of SFAS No. 158 (see Note 18) and $116 million related to impacts of purchase accounting as a result of 
Duke Energy's merger with Cinergy (see Note 2). 

0) Recovered via revenue rider or 2010. 

(k) Included in Other Current Assets on the Consolidated Balance Sheets 

(I) Included in Accounts Payable or Other Deferred Credits and Other Liabilities on the Consolidated Balance Sheets. 

(m) Included in Deferred Deb! Expense on the Consolidated Balance Sheets. 
Regulatory Merger Approvals. As discussed in Note 1 and Note 2. on April 3, 2006, the merger between Duke Energy and Cinergy was consummated to create a newly 

formed company, Duke Energy Holding Corp. (subsequently renamed Duke Energy Corporation). As a condition to the merger approval, the PUCO, and the KPSC required 
that certain merger related savings be shared with consumers in Ohio and Kentucky, respectively. The commissions also required Duke Energy Ohio and Duke Energy 
Kentucky to meet additional conditions. Key elements of these conditions include: 

The PUCO required that Duke Energy Ohio provide (i) a rate reduction of approximately $15 million for one year to facilitate economic development in a time of 
increasing rates and market prices and (ii) a reduction of approximately $21 million to its gas and electric consumers in Ohio for one year, with both credits beginning 
January 1, 2006. During the first quarter of 2007, Duke Energy Ohio had completed its merger related rate reductions and filed a report with the PUCO to terminate the 
merger credit riders.Approximately $2 million and $34 million of these rate reductions were passed through to customers during the years ended December 31, 2007 
and 2006, respectively. 

* The KPSC required that Duke Energy Kentucky provide $8 million in rate reductions to its customers over five years, ending when new rates are established in the 
next rate case after January 1 ,  2008. Approximately $2 million of the rate reduction was passed through to customers during each of the years ended December 31, 
2007 and 2006, respectively 

. The FERC approved the merger without conditions 
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Franchlsed Electric and Gas. Rate Related Information. The KPSC approves rates for retail electric and gas services within the Commonwealth of Kentucky The PUCO 
approves rates and market prices for retail electric and gas services within the state of Ohio, except that non-regulated sellers of gas and electric generation also are allowed to 
operate in Ohio (see "Commercial Power" below) The FERC approves rates for electric sales to wholesale customers served under cost-based rates. 

Duke Energy Ohio Nectric Rate Filings. Duke Energy Ohio operates under a RSP, a MBSSO approved by the PUCO in November 2004 In March 2005, the OCC 
appealed the PUCO's approval of the MBSSO to the Supreme Court of Ohio and the Court issued its decision in November 2006 It upheld the MBSSO in virtually every 
respect but remanded to the PUCO on two issues. The Court ordered the PUCO to support a certain portion of its order with reasoning and record evidence and to require 
Duke Energy Ohio to disclose certain confidential commercial agreements with other parties previously requested by the OCC. Duke Energy Ohio has complied with the 
disclosure order. 

In October 2007, !he PUCO issued its ruling in response to the Supreme Court's decision. The PUCO affirmed the MBSSO. with certain modifications, and maintained the 
current price. The ruling provides for continuation of the existing rate components, including the recovery of costs related to new pollution control equipment and capacity costs 
associated with power purchase contracts to meet customer demand, but provided customers an enhanced opportunity to avoid certain pricing components if they are served 
by a competitive supplier. The ruling also rescinded the requirement that Duke Energy Ohio transfer its generating assets to an exempt wholesale generator (EWG) and 
required Duke Energy Ohio to retain ownership for the remainder of the RSP period. The ruling also incorrectly implied that Duke Energy Ohio's nonresidential RTC will 
terminate at the end of 2008. On November 23, 2007, Duke Energy Ohio filed an application for rehearing on the portions of the PUCO's ruling relating to (1) whether certain 
pricing components may be avoided by customers, (2) the right to transfer generating assets, and (3) the termination date of the RTC. On December 19, 2007, the PUCO 
issued its Entry on Rehearing granting in part and denying in part Duke Energy Ohio's Application for Rehearing. Among other things, the Commission modified and clarified 
the applicability of various rate riders during customer shopping situations. It also clarified that the residential RTC terminates at the end of 2008 and that the nonresidential 
RTC terminates at the end of 2010 and agreed to give further consideration to whether Duke Energy Ohio may transfer its generating assets to an EWG. 

Energy Ohio's RSP. The October 2007 order permits non-residential customers to avoid certain charges associated with the costs of Duke Energy Ohio standing ready to serve 
such customers if they return after being served by another supplier. Duke Energy Ohio believes the PUCO exceeded its authority in modifying the charges that may be 
avoided, resulting in Duke Energy Ohio having to subsidize Ohio's competitive electric market. Duke Energy Ohio has asked the Supreme Court to reverse the PUCO ruling 
and require that non-residential customers pay the charges associated with Duke Energy Ohio standing ready to serve them should they return from a competitive suppler. The 
OCC also has filed a notice of appeal challenging the PUCQ's October 2007 decision as unlawful and unreasonable. Pending the Ohio Supreme Court's consideration of its 
appeal, the OCC has requested that the PUCO stay implementation of the Infrastructure Maintenance Fund charge approved in the October 2007 order to be collected from 
customers. At this time, Duke Energy Ohio cannot predict whether the Ohio Supreme Court will reverse the PUCO's decision or whether the PUCO will grant the OCC's request 
for a stay. However, Duke Energy Ohio does not anticipate the resolution of this matter will have a material impact on its results of operations, cash flows or financial position. 

In August 2006, Duke Energy Ohio filed an application with the PUCO to amend its MESS0 through 2010 The proposal provides for continued electric system reliability, a 
simplified market price structure and clear price signals for customers, while helping to maintain a stable revenue stream for Duke Energy Ohio On November 30, 2007, due to 
new legislation pending in the Ohio General Assembly regarding the pricing of competitive retail generation services, Duke Energy Ohio requested PUCO approval to withdraw 
its application to amend its MBSSO. Upon approval of the new legislation, Duke Energy Ohio will likely seek approval of a new generation pricing formula. 

changes in environmental, tax and homeland security costs These price components are audited annually by the PUCO. In April 2007 Duke Energy Ohio entered into a 
settlement resolving all open issues identified in the 2006 audits and application to amend the 2007 AAC market price with some of the parties. After an evidentiary hearing, the 
PUCO issued its order approving the partial settlement on November 20, 2007. 

Duke Energy Ohio Gas Rate Case. In July 2007, Duke Energy Ohio filed an application with the PUCO for an increase in its base rates for gas service. Duke Energy Ohio 
sought an increase of approximately $34 million in revenue, or approximately 5.7%, to be effective in 

On February 15, 2008, Duke Energy Ohio filed a notice of appeal with the Ohio Supreme Court challenging a portion of the PUCO's decision on remand regarding Duke 

Duke Energy Ohio's MBSSO includes a fuel clause, System Reliability Tracker to recover reserve capacity costs and an Annually Adjusted Component (AAC) to recover 

40 

Source: Duke Energy Ohio, In, IO-K, March 19, 2008 



Table of Contents 
PART I I  

DUKE ENERGY OHIO, INC. 
Notes To Consolidated Financial Statements-(Continued) 

the spring of 2008. The application also requests approval to continue tracker recovery of costs associated with an accelerated gas main replacement program. The PUCO 
accepted the application for filing in September 2007 On February 28, 2008, Duke Energy Ohio reached a settlement agreement with the PUCO Staff and all of the intervening 
parties on its request for an increase in natural gas base rates. The settlement calls for an annual revenue increase of 518.2 million overall, or 3 percent, and will permit 
continued recovery of costs through 2018 for Duke Energy Ohio's accelerated main replacement program The parties. however, did not agree on one aspect of Duke Energy 
Ohio's proposed rate design. That issue and the settlement agreement were presented to the PlJCO in an evidentiary hearing on March 5-6, 2008. for consideration and 
approval. 

associated with an accelerated gas main replacement program. The approval authorized a tracking mechanism to recover certain costs including depreciation and a rate of 
return on the program's capital expenditures. The Kentucky Attorney General appeared to the Franklin Circuit Court the KPSC's approval of the tracking mechanism as well as 
the KPSC's subsequent approval of annual rate adjustments under this tracking mechanism. In 2005, both Duke Energy Kentucky and the KPSC requested that the court 
dismiss these cases. 

In February 2005, Duke Energy Kentucky filed a gas base rate case with the KPSC requesting approval to continue the tracking mechanism and for a $14 million annual 
increase in base rates. A portion of the requested increase was attributable to recovery of the current cost of the accelerated main replacement program in base rates. In 
December 2005, the KPSC approved an annual rate increase of 58 million and re-approved the tracking mechanism through 2011. In February 2006, the Kentucky Attorney 
General appealed the KPSC's order to the Franklin Circuit Court, claiming that the order improperly allows Duke Energy Kentucky to increase its rates for gas main 
replacement costs in belween general rate cases, and also claiming that the order improperly allows Duke Energy Kenfucky 10 earn a return on investment for the costs 
recovered under the tracking mechanism which permits Duke Energy Kentucky to recover its gas main replacement costs. 

mechanism, and any other annual rate adjustments under the tracking mechanism. To date, Duke Energy Kentucky has collected approximately $9 million in annual rate 
adjustments under the tracking mechanism. Duke Energy Kentucky and the KPSC have appealed these cases to the Kentucky Court of Appeals and continues to utilize 
tracking mechanisms in its billed rates to customers At this time, Duke Energy Kentucky cannot predict the outcome of these proceedings. 

Energy Efliciency On July 11, 2007, the PUCO approved Duke Energy Ohio's Demand Side Management/ Energy Efkiency Program (DSM Program) The DSM 
Program consists of ten residential and two commercial programs. Implementation of the programs has begun. The programs were first proposed in 2006 and were endorsed 
by the Duke Energy Community Partnership, which is a collaborative group made up of representatives of organizations interested in energy conservation, efficiency and 
assistance to low-income customers. The programs costs will be recovered through a cost recovery mechanism that will be adjusted annually to reflect the previous year's 
activity. Duke Energy Ohio is permitted to recover lost revenues, program costs and shared savings (once the programs reach 65% of the targeted savings level) through the 
cost recovery mechanism based upon impact studies to be provided to the Staff of the PUCO. 

On November 15. 2007, Duke Energy Kentucky filed its annual application to continue existing energy efficiency programs, consisting of nine residential and two 
commercial and industrial programs, and to true-up its gas and electric tracking mechanism for recovery of lost revenues, program costs and shared savings An order on the 
application is expected in the first quarter of 2008. 

New Legislation. On September 25, 2007, at the request of the Governor of Ohio, the Ohio Senate introduced a bill (SB 221) that proposes a comprehensive change to 
Ohio's 1999 electric energy industry restructuring legislation If enacted, SB 221 would expand the PUCO's authority over generation to: implement the state's revised energy 
policy; regulate electric distribution utility prices for standard service; and permit the PUCO to implement rules for advanced energy portfolio and energy efficiency standards, 
greenhouse gas emission reporting requirements, and pilot project carbon sequestration activities in conjunction with other state agencies Under SB 221, electric distribution 
utilities have the ability to apply for PUCO approval of one of two generation pricing alternatives - a market option, or an Electric Security Pian (ESP) option. The market option 
is based upon a competitive bidding process The ESP option will allow for the recovery of specified costs. The PUCO, however, would have authority to disallow the market 
option and compel the ESP option. SB 221, if enacted, would limit the ability of a utility to transfer its dedicated generating assets to an EWG absent PUCO approval SB 221 
passed the Ohio Senate on October 31, 2007, and is currently pending before the Ohio House of Representatives 

Duke Energy Kentucky Gas Rate Cases. In 2002, the KPSC approved Duke Energy Kentucky's gas base rate case which included, among other things, recovery of costs 

In August 2007 the Franklin Circuit Court consolidated all the pending appeals and ruled that the KPSC lacks legal authority to approve the gas main replacement tracking 
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On February 21, 2008, new legislation (HB 487) that would establish annual alternative energy benchmarks for electric distribution utilities and electric service companies, 
and energy efficiency standards for electric distribution utilities, was also introduced in the Ohio House of Representatives. llnder this legislation, specified portions of the 
electricity supply of such utilities and companies must be generated from advanced energy or renewable energy resources, including specifically, solar resources. The 
legislation provides for the PUCO to annually review a utility's or company's compliance and to impose penalties for non-compliance with the benchmarks. HB 487 also 
establishes policies regarding the geologic storage of carbon dioxide and requires the reporting of greenhouse gas emissions. HB 487 is currently pending in the Ohio House of 
Representatives. At this time, Duke Energy Ohio is not able to estimate the impact these legislative initiatives might have on its consolidated results of operations, cash flows, 
or financial position 

Other. In April 2005, the PUCO issued an order opening a statewide investigation into riser leaks in gas pipeline systems throughout Ohio The investigation followed four 
explosions since 2000 caused by gas riser leaks, including an April 2000 explosion in Duke Energy Ohio's service area. In November 2006, the PUCO Staff released an expert 
report, which concluded that certain types of risers are prone to leaks under various conditions, including over-tightening during initial installation. Duke Energy Ohio has 
approximately 87,000 of these risers on its distribution system If the PUCO orders natural gas companies to replace all of these risers, Duke Energy Ohio estimates a 
replacement cost of approximately $40 million. As part of the rate case filed in July 2007 (see "Duke Energy Ohio Gas Rate Case" above), Duke Energy Ohio requested 
approval from the PUCO to accelerate its riser replacement program. The riser replacement program is contained in the settlement reached with all interveners and will be 
completed at the end of 2012. 

In December 2005, the PUCO initiated an investigation into implementing certain provisions of the Energy Policy Act of 2005, including whether to adopt a statewide 
standard for implementing smart metering. After an investigation, the PUCO issued a March 2007 order requiring all electric utilities to offer tariffs to all customer classes which 
are differentiated, at a minimum, based on on-peak and off-peak wholesale price periods. The PUCO noted that time-of-use meters should be available for customers 
subscribing to these tariffs. The order instructed PUCO Staff to conduct workshop meetings to study the costslbenefits of deploying smart metering. These workshop meetings 
are in progress. At this time, Duke Energy Ohio cannot predict the outcome of this proceeding. 

the North American Electric Reliability Council (NERC) as the Electric Reliability Organization. NERC has filed over 100 proposed reliability standards with FERC. On March 16, 
2007, FERC issued a final rule establishing mandatory, enforceable reliability standards for the nation's bulk power system. In the final rule, FERC approved 83 of the 107 
standards submitted by the NERC and compliance with these standards became mandatory on June 18, 2007. FERC has since approved several additional standards. 
Compliance with the remaining standards is expected to continue on a voluntary basis as good utility practice. Duke Energy Ohio does not believe that the issuance of these 
standards will have a material impact on its consolidated results of operations, cash flows, or financial position. 

Midwest IS0 Resource Adequacy Filing On December 28, 2007, the Midwest IS0 filed its Electric Tariff Filing Regarding Resource Adequacy in compliance with the 
FERC's request of Midwest IS0  to file Phase II of its long-term Resource Adequacy plan by December 2007. The proposal includes establishment of a resource adequacy 
requirement in the form of planning reserve margin. While the proposal has been filed for approval from the FERC, it currently lacks enforcement and financial settlement 
mechanisms. Given that the proposal has not yet been approved by the FERC, it is difficult to estimate its impact on Duke Energy Ohio, but at this time Duke Energy Ohio does 
not believe the resource adequacy requirement will have a material impact on its consolidated results of operations, cash flows, or financial position. 

Commercial Power. Reported resuns for Commercial Power are subject to volatility due to the over- or under-collection of certain costs, including fuel and purchased 
power, since Commercial Power is not subject to regulatory accounting pursuant to SFAS No. 71 In addition, Commercial Power could be impacted by certain of the regulatory 
matters discussed above, including the Duke Energy Ohio electric rate filings. 

6. Joint Ownership of Generating and Transmission Facilities 

in Ohio. Duke Energy Kentucky and DP&L jointly own an electric generating unit Duke Energy Ohio and Wabash Valley Power Association, Inc jointly own the Vermillion 
generating station in Indiana. 

FERC lssues Electric Reliability Standards Consistent with reliability provisions of the Energy Policy Act of 2005, on July 20, 2006, FERC issued its Final Rule certifying 

Duke Energy Ohio, Columbus Southern Power Company (CSP), and Dayton Power & Light (DP&L) jointly own electric generating units and related transmission facilities 
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As of December 31, 2007, Duke Energy Ohio's shares in jointly-owned plant or facilities were as follows: 

(a) 

(b) 

(c) 

Statements of Operations. Each participant in the jointly owned facilities must provide its own financing. 

7. Income Taxes 

returns. Afler the merger, the taxable income of Duke Energy Ohio is reflected in Duke Energy's U.S. federal and state income tax returns. As a result of Duke Energy's merger 
with Cinergy, Duke Energy Ohio entered into a tax sharing agreement with Duke Energy, where the separate return method is used to allocate tax expenses and benefits to the 
subsidiaries whose investments or results of operations provide these tax expenses and benefits. The accounting for income taxes essentially represents the income taxes that 
Duke Energy Ohio would incur if Duke Energy Ohio were a separate company filing its own tax return as a C-Corporation. The current tax sharing agreement Duke Energy 
Ohio has with Duke Energy is substantially the same as the tax sharing agreement between Duke Energy Ohio and Cinergy prior to the merger. 

Station is not operated by Duke Energy Ohio 

Included in Commercial Power segment 

included in Franchised Etectric and Gas segment. 
Duke Energy Ohio's share of revenues and operating costs of the above jointly owned generating facilities are included within the corresponding line on the Consolidated 

Prior to the merger of Cinergy and Duke Energy on April 3, 2006, the taxable income of Duke Energy Ohio was reflected in Cinergy's U.S. federal and state income tax 
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The following details the components of income tax expense from continuing operations: 

Income Tax Expense from Continuing Operations 

Predecessorla) 

Three Months Twelve Months 
Ended Ended i March 31,2006 December 31,2005 

Successorla) 
Twelve Months Nine Months 

Ended Ended 
December 31,2007 December 31,2006 

Iln mllllonr;\ 

Total current income taxes(b) 133 161 61 201 
p p ]  

1 - 7  -1 (%I .I .-I-_ -. .. . ... - (a 
State -I I I 11 I.--. 1 
Federal 

8 (39) 
... ..- .. . 

Total deferred income taxes 20 ~. (118) ,--,, I (.,6-i 
Total income tax expense from continuing 

- 

otal income tax expense included in 
Consolidated Statements of Operations 

(a) 

(b) 

Reconciliation of Income Tax Expense at the US. Federal Statutory Tax Rate to the Actual Tax Expense from Continuing Operations (Statutory Rate Reconclliation) 

See Note 1 for additional information on Predecessor and Successor reporting 

Included in the "Total current income taxes" line above is a Fin 48 benefit of approximately $13 million. 

Predecessorl~l 

Three Months Twelve Months 
Ended Ended 

March 31,2006 December 31,2005 

- 

k 14 

Successot l~l  
Twelve Months Nine Months 

Ended Ended 
December 31,2007 
- 

'Income tax expense, computed at the 

State income tax, net of federal 

Depreciation and other PP&E 

statutory rate of 35% L 
income lax effect 

- - -  
Other items, net 

i Total income tax expense 
15 - -  __ - 41 68 ____ ~ 

from c o n t m g  operations 151 

Effective Tax Rates 36.4% 40.2% 36.6% 38.1 % I 
(a) See Note 1 for additional information on Predecessor and Successor reporting. 
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The manufacturing deduction was created by the American Job Creation Act of 2004 (the Act). The Act provides a deduction for income from qualified domestic production 
activities. During the years ended December 31, 2006 and 2005, the Act provided for a 3% deduction on qualified production activities During the year ended December 31, 
2007, the deduction increased to 6% on qualified production activities. 

Net Deferred Income Tax Liability Components 

(a) 

Net Deferred Income Tax Llabllltles 

See Note 1 for additional information on Predecessor and Successor reporting. 
The above amounts have been classified in the Consolidated Balance Sheets as follows: 

(a) 

Sheets. 

See Note 1 for additional information on Predecessor and Successor reporting 
On January 1, 2007, Duke Energy Ohio adopted FIN 48 The following table shows the impacts of adoption of FIN 48 on Duke Energy Ohio's Consolidated Balance 

Increase/ 

(a) Includes liability for unrecognized tax benefits and accrued interest and penalties, including reserves against gain contingencies. These gain contingencies were not 
recorded prior to the adoption of FIN 48. 
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Effective with the adoption of FIN 48 on January 1, 2007, Duke Energy Ohio recognized approximately $6 million of accrued interest payable, which reflects all interest 

The following table details the changes in Duke Energy Ohio's unrecognized tax benefds from January 1, 2007 to December 31, 2007. 
related to income taxes, and no accrued penalties. 

Increase/ 
_(Decrease) 

m 
n% 
l+q 

- ~ _ _ _ _ _ _ _  
. _ _ _ ~  p-pized Tax Benefits - lxnuary 1, 200fp- I 

Unrecognized Tax Benefits Changes ______- 
E ~ ~ ! ~ - s P 9 9 w E P r k P ~ o d 2  _.._.___-I_ _-____. .._____-.__-__.._..__.___I__ 1 . l . k  I %1 
iz G r o s ~ ~ ~ s e s , c u . ~ ~ ! ~ ~ o ~ t ~ o n s .  ... __ . .. . __ .._-..-_..II_._-... __ 3 
E a P ? . & s ~ o X m & ~ ! n s .  I . .-- - . --. - -.-....---.........-I __-I. I 
pnrecognized Tax Benefits - December 31,2007 

~ 

Gross decreases - tax positions in prior periods 

Settlements - _ _ _ - ~  ~~ --_____ 

$ (16) -_ Total Changes - 4 
At December 31, 2007, no portion of the total unrecognized tax benefits would, if recognized, affect the effective tax rate Additionally, at December 31, 2007, Duke 

Energy Ohio has approximately $7 million of unrecognized tax benefits related to pre-merger tax positions that, if recognized, would affect goodwill. It is reasonably possible 
that Duke Energy Ohio will reflect an approximate $35 million reduction in unrecognized tax benefits within the next twelve months due to expected settlements. 

During the year ended December 31, 2007, Duke Energy Ohio recognized net interest expense of approximately $2 million. At December 31, 2007, Duke Energy Ohio 
had approximately $7 million of interest payable, which reflects all interest related to income taxes, and no accrued penanies. 

Duke Energy Ohio has the following tax years open: 

Jurlsdlctlon Tax Years 
Federal 2000 and after 
State Closed through 2001, with the exception of any adjustments related to open federal years 

8. Asset Retirement Obligations 
In June 2001, the FASB issued SFAS No. 143, which was adopted by Duke Energy Ohio on January 1,2003 SFAS No. 143 addresses financial accounting and reporting 

for legal obligations associated with the retirement of tangible long-lived assets and the related asset retirement costs. The standard applies to legal obligations associated with 
the retirement of long-lived assets that result from the acquisition, construction. development and/or normal use of the asset. SFAS No. 143 requires that the fair value of a 
liability for an asset retirement obligation be recognized in the period in which it is incurred, if a reasonable estimate of fair value can be made. The fair value of the liability is 
added to the carrying amount of the associated asset. This additional carrying amount is then depreciated over the life of the asset. The liability increases due to the passage of 
time based on the time value of money until the obligation is settled Subsequent to the initial recognition, the liability is adjusted for any revisions to the expected value of the 
retirement obligation (with corresponding adjustments to property, plant, and equipment), and for accretion of the liability due to the passage of time. Additional depreciation 
expense is recorded prospectively for any increases to the carrying amount of the associated asset. 

Asset retirement obligations at Duke Energy Ohio relate primarily to the retirement of gas mains, asbestos abatement at certain generating stations and closure and 
post-closure activities of landfills. In accordance with SFAS No. 143, Duke Energy Ohio identified certain assets that have an indeterminate life, and thus the fair value of the 
retirement obligation is not reasonably estimable. These assets included transmission pipelines. A liability for these asset retirement obligations will be recorded when a fair 
value is determinable. 

The adoption of SFAS No. 143 had no impact on the income of the regulated electric and gas operations, as the effects were offset by the establishment of regulatory 
assets and liabilities pursuant to SFAS No. 71. 
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In March 2005, the FASB issued FIN 47. As a result of the adoption of FIN 47 in 2005, net property, plant and equipment decreased by approximately $7 million, 
regulatory liabilities decreased by approximately $27 million, and ARO liabilities increased by approximately $39 million. The adoption of FIN 47 had no impact on the income of 
the regulated electric operations, as the effects were offset by the establishment of regulatory assets and liabilities pursuant to SFAS No 71. For obligations related to other 
operations, a before tax cumulative effect adjustment of approximately $5 million was recorded in the fourth quarter of 2005 as a reduction in earnings (see Note 1) 

cash flows. 

Reconciliation of Asset Retlrement Obligation Llability (in millions) 

The pro forma effects of adopting FIN 47, including the impact on the balance sheet and net income are not presented due to the immaterial impact. 
The asset retirement obligation is adjusted each period for any liabilities incurred or settled during the period, accretion expense and any revisions made to the estimated 

(a) See Note 1 for additional information on Predecessor and Successor reporting. 

(b) Liabilities settled during 2007 were related to the retirement of gas mains. 

Upon adoption of SFAS No. 143, Duke Energy Ohio's regulated electric and regulated natural gas operations classifles removal costs for property that does not have an 
associated legal retirement obligation as a regulatory liability, in accordance with regulatory treatment under SFAS No. 71. Duke Energy Ohio does not accrue the estimated 
cost of removal when no legal obligation associated with retirement or removal exists for any non-regulated assets (including Duke Energy Ohio's generation assets). The total 
amount of removal costs included in Other Deferred Credits and Other Liabilities on the Consolidated Balance Sheets was $181 million and $158 million as of December 31, 
2007 and 2006, respectively 

9. Risk Management and Hedging Activities, Credit Risk, and Financial Instruments 
Duke Energy Ohio is exposed to the impact of market fluctuations in the prices of electricity, coal, natural gas and other energy-related products marketed and purchased 

as a resun of its ownership of its non-regulated generation portfolio Exposure to interest rate risk exists as a result of the issuance of variable and fixed rate debt. Duke Energy 
Ohio employs established policies and procedures to manage its risks associated with these market fluctuations using various commodity and financial derivative instruments, 
including swaps, futures, forwards and options. 
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Duke Energy Ohlo's Derlvatlve PoMollo Carrying Value as of December 31, 2007 

Maturity 
In 2011 Total 

Maturlty Maturity Maturity and Carrying 
Assetl(Llabllity) - In 2008 In 2010 Thereafter Value 

W!@!!g 
Undesignated 5 
L otal - ... . . . ... . .I. .  . . . ~ I I T I J ~ B  ... L mi -B. I- i B ... I (?DI __ .. B. I_(I~DI 

The amounts in the table above represent the combination of amounts presented as assets and (liabilities) for unrealized gains and losses on mark-to-market and hedging 
transactions on Duke Energy Ohio's Consolidated Balance Sheets. 

Transfer of Certain Duke Energy Assets and Cornmodlty Cash Flow Hedges. As part of the merger with Duke Energy on April 3, 2006, Duke Energy Ohio acquired 
certain generation assets from Duke Energy, representing approximately 3,600 MW of power generation and those assets were added to Duke Energy Ohio's non-regulated 
generation portfolio. All derivatives related to the Midwestern generation fleet are included in Duke Energy Ohio's Consolidated Balance Sheets at December 31, 2007 and 
2006. Duke Energy Ohio also assumed approximately $63 million of pre-tax deferred losses ($39 million, net of tax) associated with contracts formerly designated as cash flow 
hedges of forecasted power sales and gas purchases from Duke Energy's Midwestem generation fleet. These contracts were sold by Duke Energy in 2005 and the deferred 
losses remain on the Consolidated Balance Sheet in AOCl until the related hedged transactions (gas purchases and power sales) occur. (See Note 1 and Note 2 for further 
details on the completed merger and Note 3 for details on the transfer of generation assets.) During 2007, Duke Energy Ohio entered into additional contracts to protect 
margins for a portion of future sales and generation revenues and fuel expenses for the non..regulated portfolio. Duke Energy Ohio is hedging exposures to the price variability 
of these commodities for a maximum period of 2 years. 

Consolidated Balance Sheet in AOCI, and are expected to be recognized in earnings during the next twelve months. However, due to the volatility of the commodities markets, 
the corresponding value in AOCl will likely change prior to its reclassification into earnings. 

energy-related products marketed and purchased as a resuil of proprietary trading activities. In June 2006, Cinergy sold its commercial marketing and trading business, 
including certain of Duke Energy Ohio's trading contracts, to Fortis The results of this trading activity have been reflected in (Loss) Income from Discontinued Operations. net of 
tax in the Consolidated Statements of Operations, including prior periods In October 2006, the sale transaction was completed and Duke Energy Ohio entered into a series of 
Total Return Swaps (TRS) with Fortis (see Note 13). 

Undesignated. In addition, Duke Energy Ohio uses derivative contracts to manage the market risk exposures that arise from commodity price risk associated with its future 
production from its non-regulated generation fleet. For those contracts serving as economic hedges to manage price risk associated with the generation portfolio, Duke Energy 
Ohio is subject to earnings volatility associated with mark-to-market gains and tosses from changes in the value of the derivative contracts. 

Normal Purchases and Normal Saies Exception. Duke Energy Ohio has applied the normal purchases and normal sales scope exception, as provided in SFAS No. 133 
and interpreted by Derivatives Implementation Group Issue C15. "Scope Exceptions Normal Purchases and Normal Sales Exception for Option-Type Contracts and Forward 
Contracts in Electricity," and amended by SFAS No. 149, "Amendment of Statement 133 on Derivative lflstnrments and Hedging Activities," to certain contracts involving the 
purchase and sale of electricity at fixed prices in future periods. These contracts, which relate primarily to the delivery of electricity over the next 7 years, are not included in the 
table above. 

Interest Rate (Falr Value or Cash Flow) Hedges. Changes in interest rates expose Duke Energy Ohio to risk as a resutl of its issuance of variable and fixed rate debt. 
Duke Energy Ohio manages its interest rate exposure by limiting its variable-rate exposures to a percentage of total capitalization and by monitoring the effects of market 
changes in interest rates. Duke Energy Ohio also enters into interest rate swaps to manage and mitigate interest rate risk exposure. 

- In 2009 - 
___- -. (In millions) 

.. .... . _.._ . - X ~ - . 1 l ? % l . .  .. . - -EL.l?X.  E .... i A -E-.- L.-l?i!l.__-._ k-LW! 
7 - _I - 2 - 

As of December 31, 2007, $26 million of pre-tax deferred net losses on derivative instruments related to commodity cash flow hedges were accumulated on the 

Other Derivative Contracts. Trading. Duke Energy Ohio has been exposed to the impact of market fluctuations in the prices of natural gas, electricity and other 
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Duke Energy Ohio's recognized interest rate derivative ineffectiveness was not material to its consolidated results of operations, cash flows or financial position for the 
year ended December 31,2007, nine month period ended December 31,2006 and the predecessor three months ended March 31, 2006 and the twelve months ended 
December 31, 2005. As of December 31, 2007, $3 million of pre-tax deferred net losses on derivative instruments related to interest rate cash flow hedges were accumulated 
on the Consolidated Balance Sheets in a separate component of Common stockholder's equity, in AOCI, and are expected to be recognized in earnings during the next twelve 
months as the hedged transactions occur. However, due to the volatility of interest rates, the corresponding value in AOCI for unsettled positions will likely change prior to its 
reclassification into earnings. 

Credit Rlsk. Where exposed to credit risk, Duke Energy Ohio analyzes the counterparties' financial condition prior to entering into an agreement, establishes credit limits 
and monitors the appropriateness of those limits on an ongoing basis. 

Duke Energy Ohio's industry has historically operated under negotiated credit lines for physical delivery contracts. Duke Energy Ohio may use master collateral 
agreements to mitigate certain credit exposures. The collateral 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 an unsecured credit limit, determined In accordance with the corporate credit policy. Collateral 
agreements also provide that the inability to post collateral is sufficient cause to terminate contracts and liquidate all positions. 

analysis of the customer and the regulatory or contractual terms and conditions applicable to each transaction. 

required in interpreting market data to develop the estimates of fair value. Accordingly, the estimates determined as of December 31, 2007 and 2006, are not necessarily 
indicative of the amounts Duke Energy Ohio could have realized in current markets. 

Financial Instruments 

Duke Energy Ohio also obtains cash or letters of credit from customers to provide credit support outside of collateral agreements, where appropriate, based on its financial 

Financial Instruments. The fair value of financial instruments, excluding derivatives included elsewhere in this Note, is summarized in the following table. Judgment is 

- Successorla) 
As of December 31, 

2007 2006 
~ 

Book AuDroxtmate Book Auuroxlrnate 

(a) 

(b) Includes current maturities. 

carrying amounts because of the short-term nature of these instruments andlor because the stated rates approximate market rates. 

See Note 1 to the Consolidated Financial Statements for additional Information on Predecessor and Successor reporting. 

The fair value of cash and cash equivalents, accounts receivable, restricted funds held in trust, accounts payable and notes payable are not materially different from their 
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Duke Energy Ohio evaluates the impairment of goodwill under the guidance of SFAS No. 142. There were no goodwill impairment charges in 2007,2006 or 2005 as a 
I O .  Goodwill and Intangibles 

result of the annual impairment tests required by SFAS No. 142. As discussed further in Note 2, in April 2006, Duke Energy and Cinergy consummated their merger, which 
resulted in Duke Energy Ohio recording goodwill of approximately $2.3 billion. Duke Energy Ohio had no goodwill prior to this date. The following table shows the components 
of goodwill at December 31, 2007: 

Carrying Amount of Goodwlll 

Successorla) 

Balance at Balance at 
December 31, December 31, 

2006 Changes 2007 
In mllllons -~ 

m m e r c l a l e  __-__ __._ ~ I_ __.- . -. _I.__-___ t - . ~ ~ ~ ~ ~ - ~ ~ ~ ~ ~ _ ~ - - - I - ~ ~  
1,148 (11)- 1,137 

C I  2.381.. -.-b$l L2a I __ B - l B  . _ _ _ _ _ ~ - - -  
Franchised Electric and Gas r Total Goodwill ____ 
- 

~ ~ 

(a) See Note 1 for additional information on Successor reporting 

(b) The approximate $175 million increase in goodwill resulting from the merger between Duke Energy and Cinergy reflects efforts to finalize valuations and related 
allocations of goodwill. 

lntanglble Assets 
The carrying amount and accumulated amortization of intangible assets as of December 31, 2007 and December 31, 2006 are as follows: 

Successorla) 
December 31, December 31, 

2006 -- 2007 
.____ (in rnllllo@ 

~ 

PmisSon allowances ___ I 36q 1 B i l  

mu3ii+iimortfzatfon-gas, coal, andeower contracts - I I ____ L ( 

1 __ Total a c c u m u l a t e d ~ _ m - ~ ~ ~ ! o ~  l__l______._..___ ___I-__________.__-_----.. J - 1 I (94p..I--.-_--i 1 (43m 

d 
7 % '  I '(3y 

Gas, coal, and power contracts 
pther 1 r 7 . ~ ~ -  271 ~- 

645 775 
40 

_______ -.__ 
Total gross carrying amount 

Accumulated amortization-other 5) 

Total intangible assets, net $ 551 $ 732 

(a) See Note 1 for additional information on Predecessor and Successor reporting 
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Carrying values of emission allowances sold or consumed were as follows: 

Successorla) 
Twelve Months Ended Nlne Months Ended 

December 31,2007 December 31,2006 

Predecessorla) Successorla) 
Nine Months Ended Three Months Ended Twelve Months Ended 

March 31,2006 December 31,2005 
Twelve Months Ended 

December 31,2007 
__(in mlllionw- _____.--. 

b E  ~ .__ -__L-III.:::--:-m... 

Predecessorla) 

March 31,2006 December 31,2005 
Three Months Ended Twelve Months Ended 

(a) See Note 1 for additional information on Predecessor and Successor reporting. 

Amortization expense for gas, coal and power contracts and other intangible assets recorded for Duke Energy Ohio was as follows: 

(a) See Note 1 for additional information on Predecessor and Successor reporting. 
The table below shows the expected amortization expense for the next five years for intangible assets as of December 31, 2007. The expected amortization expense 

includes estimates of emission allowances consumption and estimates of consumption of commodities such as gas and coal under existing contracts. The amortization 
amounts discussed below are estimates. 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, additional intangible acquisitions and other events. 

2008 2009 2010 2011 2012 - -  

Intangible Liabilities 

MBSSO in Ohio that will be recognized in earnings through December 31, 2008 The carrying amount of this intangible liability was approximately $67 million and $95 million at 
December 31, 2007 and 2006, respectively. The remaining $67 million will be amortized to income in 2008 Duke Energy Ohio also recorded approximately $56 million of 
intangible liabilities associated with other power sale contracts. The carrying amount of these intangible liabilities was approximately $22 million and $39 million at 
December 31, 2007 and 2006, respectively. This balance will be amortized to income as follows: approximately $6 million in each of the years 2008 through 2010, and 
approximately $4 million in 201 1 

11. Related Party Transactions 

commission regulations Balances due to or due from related parties included in the Consolidated Balance Sheets as of December 31, 2007 and December 31, 2006 are as 
follows: 

In connection with the Duke Energy and Cinergy merger, Duke Energy Ohio recorded an intangible liability amounting to approximateiy $113 million associated with the 

Duke Energy Ohio engages in related party transactions. These transactions are generally performed at cost and in accordance with the applicable state and federal 

(a) 

(b) 

See Note 1 for additional information on Predecessor and Successor reporting. 

Balances exclude assets or liabilities associated with accrued pension and other postretirement benefits, Cinergy Receivables and money pool arrangements as 
discussed below. 
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Successorla) 

Nine Months Ended Twelve Months Ended 

(c) The balance at December 31. 2007 and 2006 is classified as Receivables on the Consolidated Balance Sheets. 

(d) The balance at December 31, 2006 is classified as Other non-current assets on the Consolidated Balance Sheets 

(e) Of the balance at December 31, 2007, approximately ($256) million is classified as Accounts payable and ($10) million is classified as Taxes accrued on the Consolidated 
Balance Sheets. Of the balance at December 31, 2006. approximately ($95) million is classified as Accounts payable and ($101) million is classified as Taxes accrued on 
the Consolidated Balance Sheets 

Predecessorla1 
Three Months Ended Twelve Months Ended 

(f) Of the balance at December 31, 2007, approximately ($1,409) million is classified as Deferred income taxes, ($16) million is classified as Investment tax credit and $24 
million is classified as Other current assets on the Consolidated Balance Sheets. Of the balance at December 31, 2006. approximately ($1,417) million is classified as 
Deferred income taxes, ($19) million is classified as Investment tax credit and $19 million is classified as Other current assets on the Consolidated Balance Sheets 
Duke Energy Ohio is allocated its proportionate share of corporate governance and other costs by a consolidated affiliate of Duke Energy. Duke Energy Ohio is also 

allocated its proportionate share of other corporate governance costs from a consolidated affiliate of Cinergy Corporate governance and other shared services costs are 
primarily allocations of corporate costs, such as human resources, legal and accounting fees, as well as other third party costs. 

The expenses associated with certain allocated corporate governance and other service costs for Duke Energy Ohio, which are recorded in Operation, Maintenance and 
Other within Operating Expenses on the Consolidated Statements of Operations were as follows: 

December 31, Decen1n1;31, I March 31, December 31, 
2007 2006 - 2005 

(a) 

non-qualified defined benefit pension plans and postretirement health care and insurance benefits. Additionally, Duke Energy Ohio has been allocated accrued pension and 
other postretirement benefit obligations from Cinergy of approximately $266 million at December 31, 2007 and approximately $393 million at December 31, 2006. The above 
amounts have been classified in the Consolidated Balance Sheets as follows: 

See Note 1 for additional information on Predecessor and Successor reporting. 
See Note 18 for detail on expense amounts allocated from Cinergy to Duke Energy Ohio related to Duke Energy Ohio's participation in Cinergy's qualified and 

Successor(a1 

2007 2006 
December 31, December 31, 

-1- 

bther current liabilities 
~ ___- 

Q%'d*tf credits and&~! !M! !k~ . -__  .......I__ . _- J-_. k ~ . I - T - I I ~ - X D  
Accrued pension and other ostretirement benefit costs $ 259 $ 381 

(a) 

from the sales of receivables are largely cash but do include a subordinated note from Cinergy Receivables for a portion of the purchase price. This subordinated note is 
classified by Duke Energy Ohio as Receivables in the Consolidated Balance Sheets and was approximately $189 million and $133 million as of December 31, 2007 and 
December 31 ~ 2006, respectively 

During the second quarter of 2007 Duke Energy Ohio received a $29 million capital contribution from its parent, Cinergy. 
See Note 3 for a discussion of amounts paid to Duke Energy Ohio as a result of the agreement between Duke Energy and Duke Energy Ohio related to Duke Energy's 

contribution of its ownership interests in five plants to Duke Energy Ohio. See Note 16 for a discussion of dividends Duke Energy Ohio paid to its parent, Cinergy. 
Duke Energy Ohio participates in a money pool with Duke Energy and other Duke Energy subsidiaries. As of December 31, 2007 and December 31, 2006, Duke Energy 

Ohio was in a payable position of $189 million and $274 million, respectively, classified within Notes payable in the accompanying Consolidated Balance Sheets. The expenses 
associated with money pool activity for Duke Energy Ohio, which are recorded in Interest Expense on the Consolidated Statements of Operations for the twelve months ended 
December 31,2007, nine months ended December 31,2006, three months ended March 31,2006 and twelve months ended December 31,2005 were $11 million, $6 million, 
$2 million and $6 million, respectively. See Note 15 for further discussion of the money pool arrangement. 

See Note 1 for additional information on Predecessor and Successor reporting. 
Additionally, certain trade receivables have been sold by Duke Energy Ohio to Cinergy Receivables, an unconsolidated entity formed by Cinergy. The proceeds obtained 
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12. Sales of Accounts Receivable 

special purpose entity. Cinergy Receivables is a wholly-owned non-consolidated limited liability company of Cinergy As a result of the securitization, Duke Energy Ohio sells, 
on a revolving basis, its retail accounts receivable, including estimated unbilled revenues, and related collections. The securitization transaction was structured to meet the 
criteria for sale treatment under SFAS No. 140. 

The proceeds obtained from the sales of receivables are largely cash but do include a subordinated note from Cinergy Receivables for a portion of the purchase price 
(typically approximates 25 percent of the total proceeds). The note, which amounts to approximately $189 million and $133 million at December 31, 2007 and 2006, 
respectively. is subordinate to senior loans that Cinergy Receivables obtain from commercial paper conduits controlled by unrelated financial institutions which is the source of 
funding for the subordinated note. This subordinated note is a retained interest (right to receive a specified portion of cash flows from the sold assets) under SFAS No. 140 and 
is classified within Receivables in the accompanying Consolidated Balance Sheets at December 31, 2007 and 2006. 

on relative fair value. The key assumptions in estimating fair value are the anticipated credit losses, the selection of discount rates, and expected receivables turnover rate. 
Because (a) the receivables generally turnover in less than two months, (b) credit losses are reasonably predictable due to Duke Energy Ohio's broad customer base and lack 
of significant concentration, and (c) the purchased beneficial interest is subordinate to all retained interests and thus would absorb losses first, the allocated bases of the 
subordinated notes are not materially different than their face value. Interest accrues to Duke Energy Ohio on the retained interests using the accretable yield method, which 
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 both the retained interests and purchased beneficial interest whenever it is determined that an other-than-temporary impairment has occurred (which is unlikely unless 
credit losses on the receivables far exceed the anticipated level). 

Accounts Receivable Securitization Duke Energy Ohio sells certain of its accounts receivable and related collections through Cinergy Receivables a bankruptcy remote, 

The carrying values of the retained interests are determined by allocating the carrying value of the receivables between the assets sold and the interests retained based 

The key assumptions used in estimating the fair value are as follows: 

Years Ended 
Decernber31, 

2007 2006 2005 
-r-pD@Tmf-mf 9*""lit loss rate ____-. ______________I__._.---..-..--...----.--. ~ ~ _ _ _ _  

7.7% 7.4% - 5.7% 

,~~-..--_-- ~ __-_..____ ~ ~ 

__- Discount rate on ex ected cash flows .. 
EEIvab les  turnovEr rate 1 112. h 12.7h 13.QVoI 

The hypothetical effect on the fair value of the retained interesis assuming both a 10% anda20% unfavorable variation in credit losses or disc%t ratds is iot'matkrial 
due to the short turnover of receivables and historically low credit loss history. 

Duke Energy Ohio retains servicing responsibilities for its role as a collection agent on the amounts due on the sold receivables. However, Cinergy Receivables assumes 
the risk of collection on the purchased receivables without recourse to Duke Energy Ohio in the event of a loss. While no direct recourse to Duke Energy Ohio exists, it risks 
loss in the event collections are not sufficient to allow for full recovery of its retained interests. No servicing asset or liability is recorded since the servicing fee paid to Duke 
Energy Ohio approximates a market rate. 
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The following table shows the gross and net receivables sold, retained interests, sales, and cash flows during the periods ending: 

(a) 

(b) 

13. Discontinued Operations and Assets Held for Sale 

Benelux-based financial services group. In October 2006, the sale was completed. Results of operations for these trading contracts have been reflected in (Loss) Income from 
Discontinued Operations, net of tax in the accompanying Consolidated Statements of Operations. In October 2006, in connection with this transaction, Duke Energy Ohio 
entered into a series of TRS with Fortis, which were accounted for as mark to market derivatives. The TRS offset the net fair value of the contracts sold to Fortis. The TRS was 
cancelled for each underlying contract as each was transferred to Fortis. All economic and credit risk associated with the contracts was transferred to Fortis as of the date of the 
sale through the TRS. As of December 31, 2007, all of the contracts have been novated by Fortis. 

The following table summarizes the results classified as (Loss) Income from Discontinued Operations, net of tax, in the accompanying Consolidated Statements of 
Operations. There was no discontinued operations activity in 2007. 

See Note 1 for additional information on Predecessor and Successor reporting. 

Cash flows from the sale of receivables are reflected within Operating Activities on the Consolidated Statements of Cash Flows. 

In June 2006, Cinergy agreed to sell its commercial marketing and trading businesses, including certain of Duke Energy Ohio's trading contracts, to Fortis, a 

Successorb) I PredecessorW 

Three Months Twelve Months Nine Months 
Ended Ended Ended 

December 31, March 31, December 31, 
2006 1 2006 2005 

I 1 731 
27 

- - 

~ ~ ~ n ~ ~ - - - - - - - - - - - ~ ~ ~ ~ L . .  - 

jncome (Loss) Before Taxes __ -__I -_.__-___ 

-.:T-r----- a I 
Operatlng Income (Loss) 

Income Tax Expense (Benefit) 

_ ~ _ _  I - J  
(2) $ 46 

Income tax benefit 
Loss on dispositions, net of tax 
Total (Loss) Income from Discontinued Operations, net of tax 

-~ 

(a) See Note 1 for additional information on Predecessor and Successor reporting. 
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The following table presents the carrying values of the major classes of assets and associated liabilities held for sale in the accompanying Consolidated Balance Sheets 
as of December 31. 2006. There were no assets held for sale or liabilities associated with assets held for sale at December 31 ~ 2007 

SuccessoP' 
December 31, 

2006 
, ( In  miyions) 

2 
$ 25 

k5%sk!Hd.Sale-p ~ _ . _ _ _ ~  ~ 

r- Other assets _____-.-___-_____.- T-Z-IzIT-l--T 

. 

Current assets -- 

Total Assets Held for Sale $ 43 

7---71-1 

Total Liabliities Associated with Assets Held for Sale $ 43 

Flabilltles Associated with Assets Heldfor Sale 
Current liabilities $ 25 
Other 1 18) _______ 

(a) See Note 1 for additional information on Predecessor and Successor reporting. 

14. Property, Plant and Equipment 

Successorla) 

December 31. Estimated December 31. 
2007 2006 Useful Life 

. _ _ ~  ._-___-_- 
___-______I-- 

&!E---. 
I 3,1971-r---r--13,068;i Electric eneration, distribution and transmission@-p I- 

[- Other buildings and improvements ,-I - 1 2 %  L I 1 1241 

Electric generation, distribution and transmission I I 8-100; -1 I 3,813/ I I 3,547d 

1 5-29 I I A . .  I 1 59J 

p.t-Regulated -. 

Eonstruction inprocess .- .- - 594c- 
~ther ~ILRA-Z-I- 1-w 1 

8-100: __ 
12 - 60 1,436 1,339 

I 
Natural ,"as transmission and d i s t r i l $ t i o n ( b y - p - -  

Plant-Unregulated 

Other buildings and improvements 30 25 25 

576 
I i8@;J 

9,577 9,049 
1.64W_--_L-- 1 ( 1,569)] 

(345) 
1-7m1 r-------i- -----I -m-- -_ 

- quipment 

__- _(457) 
. ~ . _ _ _ _ _  ~ 

frotal net property, plant and equipment 

(a) 

(b) 

(c) 

months ended December 31,2006, $3 million for the three months ended March 31,2006, and $7 million for the year ended December 31,2005 

See Note 1 for additional information on Predecessor and Successor reporting 

Includes capitalized leases of approximately $88 million for 2007 and $74 million for 2006. 

includes accumulated amortization of capitalized leases: $10 million for 2007 and $8 million for 2006. 
Capitalized interest, which includes the interest expense component of AFUDC, amounted to $30 million for the year ended December 31, 2007, $14 million for the nine 

55 

Source: Duke Energy Ohio, In, 10-K, March 19, 2008 



Table of Content3 
PART II 

DUKE ENERGY OHIO, INC. 
Notes To Consolidated Financial Statements-(Continued) 

15. Debt and Credit Facilities 
Summary of Debt and Related Terms 

Successorfa) Weighted- 
Average December 31, December 31, 

Rate Year Due 2007 2006 
(in millions) 

pnsecured debt __ I I 5.Bp/ol I2008-203fl P I  1.34q I I I 1,44Yl 

_-----=-L- 4$0/0/ I2011 -20411 1 I 57 4 I I I 4241 

pnamortized debt discount and premium, net - I I I I  I I I ( 4 4  

/Currentmaturltresoflong-ten--_ -_________ ~- .~ J _ - T D I _ l -  - --r-TEE(m-- 1 j (10E$J 

D??E!Mg~b!-- -_______ __- - __ - - ___i:zL-El -i---:3:-r 0 1 7 4 - E I - 3 - 7 3 7 7 m  

5.2% 2008 - 2020 59 54 

Money Pool 5 4% - __ lqg 274 

Total debt - 2,125 - 2,155 

(189) (274) Short-term notes payable 

;;;;ra;m&s ~- 

-- 

(a) See Note 1 for additional information on Predecessor and Successor reporting 

(b) includes $538 million and $398 million. respectively, of Duke Energy Ohio pollution control bonds as of December 31, 2007 and 2006, respectively. As of December 31, 
2007 and 2006, $84 million and $131 million, respectively, was secured by first and refunding mortgage bonds and $12 million was secured by a letter of credit. 
Unsecured Debt. As of December 31, 2007 and 2006, approximately $96 million of certain pollution control bonds, which are short-term obligations by nature, were 

classified as Long-Term Debt on the Consolidated Balance Sheets due to Duke Energy Ohio's intent and ability to utilize such borrowings as long-term financing. Duke 
Energy's credit facilities with non-cancelable terms in excess of one year as of the balance sheet date gives Duke Energy Ohio the ability to refinance these short-term 
obligations on a long-term basis. 

In December 2007, Duke Energy Ohio issued $140 million in tax-exempt floating-rate bonds. The bonds are structured as insured auction rate securities, subject to an 
auction process every 35 days and bear a final maturity of 2041 The bonds were issued through the Ohio Air Quality Development Authority to fund a portion of the 
environmental capital expenditures at the Conesville, Stuart and Killen Generation Stations in Ohio. 

In August 2006, Duke Energy Kentucky issued approximately $77 million principal amount of floating rate tax-exempt notes due August 1 ,  2027. Proceeds from the 
issuance were used to refund a like amount of debt on September 1, 2006 then outstanding at Duke Energy Ohio. Approximately $27 million of floating rate debt was swapped 
to a fixed rate concurrent with closing. 

Money Pool. Duke Energy Ohio receives support for its short-term borrowing needs through its participation with Duke Energy and other Duke Energy subsidiaries in a 
money pool arrangement, which allows Duke Energy Ohio to better manage its cash and working capital requirements. Under this arrangementa those companies with 
short-term funds may provide short-term loans to affiliates participating under this arrangement. Prior to the merger, Duke Energy Ohio participated in a similar money pool 
arrangement with Cinergy and other Cinergy subsidiaries. As of December 31,2007 and December 31.2006. Duke Energy Ohio was in a payable position of $189 million and 
$274 million, respectively, classified within Notes payable in the accompanying Consolidated Balance Sheets. During the year ended December 31 ~ 2007, the $85 million 
change in the money pool is reflected as a cash outflow in Notes payable to affiliate, net within Net cash (used in) provided by financing activities on the Consolidated 
Statements of Cash Flows. During the nine months ended December 31, 2006, the $52 million change in the money pool is reflected as a cash inflow in Notes payable to 
affiliate, net within Net cash (used in) provided by financing activities on the Consolidated Statements of Cash Flows. During the three months ended March 31, 2006, the $108 
million change in the money pool is reflected as a cash inflow in Notes payable to afliiate, net within Net cash (used in) provided by financing activities on the Consolidated 
Statements of Cash Flows. During the year ended December 31, 2005, the $66 million change in the money pool is reflected as a cash oufflow in Notes payable to affiliate, net 
within Net cash (used in) provided by financing activities on the Consolidated Statements of Cash Flows. 

Floating Rate Debt. Unsecured debt and other debt included approximately $538 million and $451 million of floating-rate debt as of December 31, 2007 and 2006, 
respectively. Floating-rate debt is primarily based on commerciai paper rates or a spread relative to an index such as a London Interbank Offered Rate (LIBOR) for debt 
denominated in US. dollars. As of December 31, 2007 and 2006, the weighted-average interest rate associated with floating-rate debt was approximately 4.4 % and 4.2%, 
respectively. 
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As of December 31, 2007 and mid-March 2008, Duke Energy Ohio had approximately $440 million of auction rate pollution control bonds outstanding. While these debt 
instruments are long-term in nature and cannot be put back to Duke Energy Ohio prior to maturity, the interest rates on these instruments are designed to reset periodically 
through an auction process. Beginning in February 2008. Duke Energy Ohio experienced failed auctions on a portion of these debt instruments. When failed auctions occur on 
a series of this debt, Duke Energy Ohio is required to pay the maximum auction rate as prescribed by the bond document. The maximum auction rate for the auction rate debt 
is 1.75 times one-month LIBOR. Payment of the failed-auction interest rates will continue until Duke Energy Ohio is able to either siiccessfully remarket these instruments 
through the auction process or refund and refinance the existing debt through the issuance of an equivalent amount of tax exempt bonds. Duke Energy Ohio is currently 
pursuing a refunding and refinancing plan, which is subject to approval by applicable state or county financing authorities and utility regulators. However, even if Duke Energy 
Ohio is unable to successfully refund and refinance these debt instruments, the impact of paying higher interest rates on the outstanding auction rate debt is not expected to 
materially effect Duke Energy Ohio's overall financial position, results of operations or cash flows. The weighted-average interest rate, associated with Duke Energy Ohio's 
auction rate pollution control bonds, was 4 56% as of December 31, 2007 and 5 37% as of March 6, 2008. 

Maturities, Call Optlons and Acceleration Clauses. 
Annual Maturities as of December 31,2007 

Iln mllllonsl 

2011 31 
PO12 ___ I I I . 504 - ._ -. - 

I nereaner 1,240 

rota1 long-term deb' @_?cludL!gxcurrent maturit!E?-.--.- ~ ~ I e 11.934 

Duke Energy Ohio has the ability under certain debt facilities to call and repay the obligation prior to its scheduled maturity. Therefore, the actual timing of future cash 
repayments could be materially different than the above as a result of Duke Energy Ohio's ability to repay these obligations prior to their scheduled maturity. 

Available Credlt Facilities and Restrictive Debt Covenants. In June 2007, Duke Energy closed on the syndication of an amended and restated credit facility, replacing 
the existing credit facilities totaling $2.65 billion with a 5-year, $2.65 billion master credit facility Duke Energy Ohio (excluding Duke Energy Kentucky) has a borrowing sub limit 
of $500 million and Duke Energy Kentucky has a borrowing sub limit of $100 million under the master credit facility. Concurrent with the syndication of the master credit facility, 
Duke Energy established a new $1.5 billion commercial paper program at Duke Energy and terminated Cinergy's previously existing commercial paper program. 

In March 2008, Duke Energy increased its capacity under its master credit facility by $550 million As a result of this increase, the borrowing sub limit of Duke Energy Ohio 
increased by $250 million to $750 million. The borrowing sub limit of Duke Energy Kentucky did not change. 

The issuance of commercial paper, letters of credit and other borrowings reduces the amount available under the credit facility" 
Duke Energy's credit agreement contains various financial and other covenants, including, but not limited to, a covenant regarding the debt-to4otal capitalization ratio at 

Duke Energy, Duke Energy Ohio and Duke Energy Kentucky to not exceed 65%. Duke Energy Ohio's debt agreements also contain various financial and other covenants. 
Failure to meet these covenants beyond applicable grace periods could result in accelerated due dates andlor termination of the agreements. As of December 31, 2007, Duke 
Energy and Duke Energy Ohio were in compliance with those covenants. In addition, some credit agreements may allow for acceleration of payments or termination of the 
agreements due to nonpayment, or the acceleration of other significant indebtedness of the borrower or some of its subsidiaries. None of the debt or credit agreements contain 
material adverse change clauses. 

Other Assets Pledged as Collateral As of December 31, 2007, substantially all of Franchised Electric and Gas' electric plants in service are mortgaged under the 
indenture relating to Duke Energy Ohio. 
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Other Matters In October 2007, Duke Energy flled a registration statement (Form S-3) with the SEC. Under this Form S-3, which is uncapped, Duke Energy and certain 
subsidiaries, including Duke Energy Ohio, may issue debt in the future at amounts, prices and with terms to be determined at the time of future offerings. 

16. Common and Preferred Stock 
Common Stock. Cinergy owns all of the common stock of Duke Energy Ohio. In April 2006, Duke Energy acquired 100 percent of Cinergy's outstanding stock for 1.56 

shares of Duke Energy common stock per outstanding share of Cinergy common stock. This conversion resulted in the issuance of approximately 313 million shares of Duke 
Energy common stock. See Note 2 for additional information. 

In April 2006, Ruke Energy Ohio filed a petition with the FERC for a declaratory ruling that its payment of dividends out of its paid-in capital account, using the balance 
transferred from the retained earnings account, resulting from purchase accounting arising from the Duke EnergylCinergy merger, would not violate section 305(a) of the 
Federal Power Act, which generally precludes the payment of dividends out of paid-in capital. Such a ruling was necessary because purchase/push-down accounting reset 
retained earnings to zero as of April 3, 2006, thus potentially precluding Duke Energy Ohio from using pre-merger retained earnings to pay dividends. Without this approval, 
Duke Energy Ohio's ability to pay dividends would have been constrained to earnings since April 3, 2006 In May 2006, the FERC issued an order approving Duke Energy 
Ohio's petition. 

During the year ended December 31, 2007, the three months ended March 31, 2006, and the year ended December 31, 2005, Duke Energy Ohio paid dividends to its 
parent, Cinergy, of $135 million $102 million and $250 million, respectively. 

Preferred Stock. In March 2006, Duke Energy Ohio redeemed all outstanding shares of its $16.98 million notional amount 4% Cumulative Preferred Stock and its $3.5 
million notional amount 4 75% Cumulative Preferred Stock at a price of $108 per share and $101 per share, respectively, plus accrued and unpaid dividends. 

17. Commitments and Contingencies 
General Insurance 

Bison Insurance Company Limited, insurance and reinsurance coverages consistent with companies engaged in similar commercial operations with similar type properties 
Duke Energy Ohio's insurance coverage includes ( 1 )  commercial general public liability insurance for liabilities arising to third parties for bodily injury and property damage 
resulting from Duke Energy Ohio's operations; (2) workers' compensation liability coverage to required statutory limits; (3) automobile liability insurance for ail owned, 
non-owned and hired vehicles covering liabilities to third parties for bodily injury and property damage; (4) insurance policies in support of the indemnification provisions of Duke 
Energy Ohio's by-laws and (5) property insurance covering the replacement value of ail real and personal property damage, excluding electric transmission and distribution 
lines, including damages arising from boiler and machinery breakdowns, earthquake, flood damage and extra expense. All coverages are subject to certain deductibles, terms 
and conditions common for companies with similar types of operations. 

Duke Energy Ohio also maintains excess liability insurance coverage above the established primary limits for commercial general liability and automobile liability 
insurance Limits, terms, conditions and deductibles are comparable to those carried by other companies with similar types of operations. 

The cost of Duke Energy Ohio's general insurance coverages continued to fluctuate over the past year reflecting the changing conditions of the insurance markets 

Environmental 
Duke Energy Ohio is subject to federal, state and local regulations regarding air and water quality, hazardous and solid waste disposal and other environmental matters. 

These regulations can be changed from time to time, imposing new obligations on Duke Energy Ohio. 
Remediation activities Duke Energy Ohio and its affiliates are responsible for environmental remediation at various contaminated sites. These include some properties 

that are part of ongoing Duke Energy Ohio operations. sites formerly owned or used by Duke 

Effective with the date of the merger between Duke Energy and Cinergy, Duke Energy Ohio carries, either directly or through Duke Energy's captive insurance company, 
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Energy Ohio entities, and sites owned by third parties. Remediation typically involves management of contaminated soils and may involve groundwater remediation Managed 
in conjunction with relevant federal, state and local agencies, activities vary with site conditions and locations, remedial requirements, complexity and sharing of responsibility. If 
remediation activities involve statutory joint and several liability provisions, strict liability, or cost recovery or contribution actions, Duke Energy Ohio or its affiliates could 
potentially be held responsible for contamination caused by other parties. In some instances, Duke Energy Ohio may share liability associated with contamination with other 
potentially responsible parties, and may also benefit from insurance policies or contractual indemnities that cover some or all cleanup costs. All of these sites generally are 
managed in the normal course of business or affiliate operations Duke Energy Ohio believes that completion or resolution of these matters will have no material adverse effect 
on its consolidated results of operations, cash flows or financial position. 

Clean WaterAct 316(b) The U.S. Environmental Protection Agency (EPA) finalized its cooling water intake structures rule in July 2004. The rule established aquatic 
protection requirements for existing facilities that withdraw 50 million gallons or more of water per day from rivers, streams, lakes, reservoirs, estuaries, oceans, or other U.S. 
waters for cooling purposes. Three of six coal-fired generating facilities in which Duke Energy Ohio is either a whole or partial owner are affected sources under that rule On 
January 25, 2007, the US. Court of Appeals for the Second Circuit issued its opinion in Riverkeeper, lnc v. EPA, Nos 04-6692-ag(L) et. ai. (2d Cir. 2007) remanding most 
aspects of EPA's rule back to the agency. The court effectively disallowed those portions of the rule most favorable to industry, and the decision creates a great deal of 
uncertainty regarding future requirements and their timing. Duke Energy Ohio is still unable to estimate costs to comply with the EPA's rule, although it is expected that costs 

Duke Energy Ohio currently estimates that it will spend approximately $150 million between 2008 and 2012 to comply with Phase 1 of CAlR at plants that Duke Energy 
Ohio owns or partially owns but does not operate. Duke Energy Ohio currently estimates that it will not incur any significant costs for complying with Phase 2 of C A R  Duke 
Energy Ohio receives partial recovery of depreciation and financing costs related to environmental compliance projects for 2005-2008 through its RSP (see Note 5) 

On February 8, 2008 the U.S. Court of Appeals for the District of Columbia issued its opinion in New Jersey v EPA, No. 05-1097 vacating the CAMR The decision 
creates uncertainty regarding future mercury emission reduction requirements and their timing. Barring reversal of the decision if appealed, there will be a delay in the 
implementation of federal mercury requirements for existing coal-fired power plants while EPA conducts a new rulemaking Duke Energy Ohio is unable to estimate the costs to 
comply with a new EPA rule, although it is expected that costs will increase as a result of the court's decision. The magnitude of any such increase cannot be estimated at this 
time. 

Manufactured Gas Plant (MGP) Sites Duke Energy Ohio has performed site assessments on certain of its sites where MGP activities are believed to have occurred at 
some point in the past and have found no imminent risk to the environment. At this time, Duke Energy Ohio cannot predict whether investigation and/or remediation will be 
required in the future at any of these sites. 

Coal Combustion Product (CCPJ Management Duke Energy Ohio currently estimates that it will spend approximately $75 million over the period 2008-2012 to install 
synthetic caps and liners at existing and new CCP landfills and to convert CCP handling systems from wet to dry systems. 

Extended Envimnmental Activities and Accruals Included in Other Deferred Credits and Other Liabilities on the Consolidated Balance Sheets were total accruals related 
to extended environmental-related activities of approximately $8 million for each year ending December 31, 2007 and 2006, respectively. These accruals represent Duke 
Energy Ohio's provisions for costs associated with remediation activities at some of its current and former sites, as well as other relevant environmental contingent liabilities. 
Duke Energy Ohio believes that completion or resolution of these matters will have no material impact on its consolidated results of operations, cash flows or financial position. 
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Litigatlon 
New Source Review (NSR In 1999-2000 the U.S. Justice Department actin on behalf of the EPA filed a number of complaints and notices of violation against multiple 

utilities across the country for alleged violationiof the NSR rovisions of the i)lean%rAct (CAA). Generally the government alleges that projects performed at various 
coal-fired units were ma'or modifications as defined in the E)AA and that the utilities violated the CAA whe i  they undertook those projects without obtaining ermits and 
installing the best available emission corhrols for SOz NOx and'particulate matter. The complaints seek injunctive relief to re uire installation of ollution con!roI technolog on 
various allegedly violating generating units and unspecified civil penalties in amounts of u to $27 500 per da for each viola!ion. Two of Duke Energy ,Ohio's plants have &?en 
subject to these allegations. Duke Energy Ohio'asserts that there were no CAA violations gecausdthe applicahe regulations do not require permitting in cases where the 
projects undertaken are "routine" or otherwise do not result in a net increase in emissions. 

various violations of the CAA at Duke Energy Ohio's W C Beckjord and Miami Fort Stations. The lawsuit alleges that Duke Energy Ohio violated the CAA by not obtaining 
Prevention of Significant Deterioration, Non-Attainment NSR and Ohio's State Implementation Plan (SIP) permits for 8 projects undertaken at those plants. Additionally, the suit 
claims that Duke Energy Ohio violated an Administrative Consent Order entered into in 1998 between the EPA and Cinergy relating to alleged violations of Ohio's SIP 
provisions governing particulate matter at Unit 1 at Duke Energy Ohio's W.C. Beckjord Station. Three northeast states and two environmental groups have intervened in the 
case. In June 2007, the trial court ruled, as a matter of law that 6 of the 8 projects undertaken at the Duke Energy Ohio plants do not qualify for the "routine" exception in the 
regulations The court ruled further that the defendants had "fair notice" of EPA's interpretation of the applicable regulations The defendants filed motions for reconsideration; 
which were denied. A jury trial has been set to commence on May 5, 2008. 

In March 2000, the lJnited States also filed suit in the United States District Court for the Southem District of Ohio an amended complaint in a separate lawsuit alleging 
violations of the CAA regarding various generating stations, including a generating station operated by CSP and jointly-owned by CSP, DP&L, and Duke Energy Ohio. This suit 
is being defended by CSP (the CSP case) A trial on liability issues was conducted in July 2005 On October 9, 2007, CSP announced a settlement of its case. The settlement 
includes commitments by CSP to construct environmental equipment or otherwise to reduce emissions at certain plants and the payment of penalties and money to various 
environmental projects. Duke Energy Ohio does not expect the settlement to have a material impact on its consolidated results of operations, cash flows, or financial position. 

In addition, Duke Energy Ohio has been informed by DP&L that in June 2000, the EPA issued a Notice of Violation (NOV) to DPBL for alleged violations of CAA 
requirements at a station operated by DP&L and jointly-owned by DP&L, CSP, and Duke Energy Ohio. The NOV indicated the EPA may issue an order requiring compliance 
with the requirements of the Ohio SIP, or bring a civil action seeking injunctive relief and civil penalties of tip to $27,500 per day for each violation. In September 2004, Marilyn 
Wall and the Sierra Club brought a lawsuit against Duke Energy Ohio, DP&L and CSP for alleged violations of the CAA at this same generating station. On December 14. 2007, 
the Court ordered a stay of the litigation for sixty days pending settlement negotiations among the parties. A trial has been set to commence in August 2008. 

Other than the CSP case, it is not possible to predict with certainty whether Duke Energy Ohio will incur any liability or to estimate the damages, if any, that Duke Energy 
Ohio might incur in connection with these matters. LJltimate resolution of these matters, even in settlement, could have a material adverse effect on Duke Energy Ohio's 
consolidated results of operations, cash flows or financial position. However, Duke Energy Ohio wiil pursue appropriate regulatory treatment for any costs incurred in connection 
with such resolution. 

Section 126 Pefifions In March 2004, the state of North Carolina filed a petition under Section 126 of the CAA in which it alleges that sources in 13 upwind states, 
including Ohio, significantly contribute to North Carolina's non-attainment with certain ambient air quality standards. In August 2005, the EPA issued a proposed response to the 
petition. The EPA proposed to deny the ozone portion of the petition based upon a lack of contribution to air quality by the named states The EPA also proposed to deny the 
particulate matter portion of the petition based upon the CAIR Federal Implementation Plan (FIP), that would address the air quality concerns from neighboring states. On 
April 28. 2006 the, EPA denied.Noflh Caroiina's etition based u on the final CAIR FIP described, above. North Carolina has filed a le al challen e to the EPA's denial. 

York brought a lawsui(in the United States district kourt for the Southem Disirict of New York 

In November 1999, the United States brought a lawsuit in the United States Federal District Court for the Southem District of Indiana against Duke Energy Ohio alleging 

Carbon biox/de COz) L/l!gafion. In Jul 2094 the stales ofConnecticut New York California, Iowa, New Jersey, Rhode Island, Q/ermont, $isconsin, and the City of New 
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against Ciner y American Electric Power Compan Inc American Electric Power Service Corporation The Southem Company Tennessee Valley Authority and Xcel Energy 
Inc. A similar iiwsuit was filed in the United Statesbistrkh Court for the Southem District of New York against the same corn aniks b Open Space Institute 'Inc. Open Space 
Conservancy Inc. and The Audubon Society of New Hampshire These lawsuits allege that the defendants' emissions of C& from &e combustion of fossil'fueli at electric 
generatin fici l i t i is contribute to lobal warmin and amount to a public nuisance. The corn laints also allege that the defendants could generate the same amount of electricity 
while emi/ling si nificantly less C b .  The plaintgs are seeking an injunction re uiring each iefendant to cap its COz emissions and then reduce them by a specified percentage 
each year,forat?east a decade. In September 2005 the District Court grantedqhe defendants'motion to dismiss the lawsuit. The plaintiffs have appealed this ruling to the 
Second Circuit Court of Ap eals Oral argument w a i  held before the Second Circuit Court of Appeals on June 7 2006. It is not possible to predict with certainty whether Duke 
Energy Ohio will incur any Pabiliiy or to estimate the damages, if any, that Duke Energy Ohio might incur in condection with this matter. 

Zimmer Generating Station (Zimmer Station) Lawsuit. In November 2004, a citizen of the Village of Moscow, Ohio, the town adjacent to Duke Energy Ohio's Zimmer 
Station, brought a purported class action in lhe United States District Court for the Southern District of Ohio seeking monetary damages and injunctive relief against Duke 
Energy Ohio for alleged violations of the CAA, the Ohio SIP, and Ohio laws against nuisance and common law nuisance The plaintiffs have filed a number of additional notices 
of intent to sue and two lawsuits raising claims similar to those in the original claim One lawsuit was dismissed on procedural grounds, and the remaining two have been 
consolidated. On December 28, 2006, the District Court certified this case as a class action. Discovery in the case continues. At this time, Duke Energy Ohio cannot predict 
whether the outcome of this matter will have a material impact on its consolidated financial position. cash flows or results of operations Duke Energy Ohio intends to defend 
this lawsuit vigorously in court. 

Ontario, Canada Lawsuit Duke Energy Ohio understands that a class action lawsuit was filed in Superior Court in Ontario, Canada on July 3, 2005 against Duke Energy 
Ohio and approximately 20 other utility and power generation companies alleging various claims relating to environmental emissions from coal-fired power generation facilities 
in the United States and Canada and damages of approximately $50 billion, with continuing damages in the amount of approximately $4 billion annually Duke Energy Ohio 
understands that the lawsuit also claims entitlement to punitive and exemplary damages in the amount of $1 billion. Duke Energy Ohio had not yet been served in this lawsuit 
by the deadline of July 3, 2007. However, if served, Duke Energy Ohio intends to defend this lawsuit vigorously in court At this time, Duke Energy Ohio is not able to predict 
whether resolution of this matter would have a material effect on its consolidated financial position, cash flows or results of operations. 

Hurricane Katrina Lawsuit. In April 2006, Cinergy was named in the third amended complaint of a purported class action lawsuit filed in the United States District Court for 
the Southem District of Mississippi. Plaintiffs claim that Cinergy, along with numerous other utilities, oil companies, coal companies and chemical companies, are liable for 
damages relating to losses suffered by victims of Hurricane Katrina. Plaintiffs claim that defendants' greenhouse gas emissions contributed to the frequency and intensily of 
storms such as Hurricane Katrina. In October 2006, Cinergy was served with this lawsuit. On August 30, 2007, the court dismissed the case The plaintiffs have filed their notice 
of appeal to the FiRh Circuit Court of Appeals Briefing is ongoing in the FiRh Circuit It is not possible to predict with certainty whether Duke Energy Ohio will incur any liability or 
to estimate the damages, if any, that Duke Energy Ohio might incur in connection with this matter 

Ohio Antitrust Lawsuit In January2 2008, four plaintiffs, including individual, industrial and non-profit customers, filed a lawsuit against Duke Energy Ohio in federal court in 
the Southem District of Ohio. Plaintiffs allege that Duke Energy Ohio (then The Cincinnati Gas & Electric Company (CG&E)), conspired to provide inequitable and unfair price 
advantages for certain large business consumers by entering into non-public option agreements with such consumers in exchange for their withdrawal of challenges to Duke 
Energy Ohio's (then CG&E's) pending RSP, which was implemented in early 2005. Duke Energy Ohio strongly denies the allegations made in the lawsuit and intends to defend 
itself vigorously. It is not possible to predict with certainty whether Duke Energy Ohio will incur any liability or to estimate the damages, if any, that Duke Energy Ohio might 
incur in connection with this matter 

Asbestos-related Injuries and Damages Claims Duke Energy Ohio has been named as a defendant or co-defendant in lawsuits related to asbestos at its electric 
generating stations The impact on Duke Energy Ohio's consolidated results of operations, cash flows, or financial position of these cases to date has not been material Based 
on estimates under varying assumptions, concerning uncertainties, such as, among others: (i) the number of contractors potentially exposed to asbestos during construction or 
maintenance of Duke Energy Ohio's generating plants; (ii) the possible incidence of various illnesses among exposed workers, and (iii) the potential settlement costs without 
federal or other legislation that addresses asbestos tort actions, Duke Energy Ohio estimates that the range of reasonably possible exposure in existing and future suits over 
the foreseeable future is not material. This estimated range of exposure may change as additional settlements occur and claims are made and more case law is established. 
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Other Litigation and Legal Proceedings Duke Energy Ohio and its subsidiaries are involved in other legal, tax and regulatory proceedings arising in the ordinary course of 

Duke Energy Ohio has exposure to certain legal matters that are described herein. As of December 31, 2007 and 2006, Duke Energy Ohio has recorded immaterial 

business, some of which involve substantial amounts. Duke Energy Ohio believes that the final disposition of these proceedings will not have a material adverse effect on its 
consolidated results of operations, cash flows or financial position. 

reserves for these proceedings and exposures Duke Energy Ohio expenses legal costs related to the defense of loss contingencies as incurred. 

Other Commitments and Contlngencles 

may or may not be recognized on the Consolidated Balance Sheets. 

Operatlng and Capital Lease Commitments 

2007, $20 million for the nine months ended December 31,2006, $7 million for the three months ended March 31, 2006, and $30 million for the year ended December 31, 
2005, which is included in Operation, Maintenance and Other on the Consolidated Statements of Operations. Capitalized lease obligations are classified as debt on the 
Consolidated Balance Sheets (see Note 15). Amortization of assets recorded under capital leases was included in Depreciation and Amortization on the Consolidated 
Statements of Operations. The following is a summary of future minimum lease payments under operating leases, which at inception had a noncancelable term of more than 
one year, and capital leases as of December 31,2007: 

Other. Duke Energy Ohio enters into various fixed-price, non-cancelable commitments to purchase or sell power (tolling arrangements or power purchase contracts) that 

Duke Energy Ohio leases assets in several areas of its operations. Consolidated rental expense for operating leases were $32 million for the year ended December 31 I 

______-_-__--_~--_I___...-__-_.__---~-.- --._i___..- l . A Y - t A 2  pol 2 
Thereafter 49 20 
i r o t a l m m m & a s e . P s Y m L  _____.__I_-...I_____.___________- 1 ._e ..... 1 84 F-. - 15?l 

18. Employee Benefit Obligations 
Cinergy Retirement Plans. Duke Energy Ohio participates in qualified and non-qualified defined benefit pension plans as well as other post-retirement benefit plans 

sponsored by Cinergy. Cinergy allocates pension and other post-retirement obligations and costs related to these plans to Duke Energy Ohio. 
Upon constimmation of the merger with Duke Energy, Cinergy's benefit plan obligations were remeasured Cinergy updated the assumptions used to determine their 

accrued benefit obligations and prospective net periodic benefit/post-retirement costs to be allocated to Duke Energy Ohio. As a result, the discount rate used to determine net 
periodic benefit cost to be allocated to Duke Energy Ohio by Cinergy changed from 5.50% to 6.00% in 2006. 

Cinergy adopted the funded status recognition and disclosure provisions of SFAS No. 158 effective December 31, 2006. Cinergy adopted the change in measurement 
date transition requirements of SFAS No. 158 effective January 1 ,  2007 by remeasuring plan assets and benefit obligations as of that date Previously, Cinergy used a 
September 30 measurement date for its defined benefit and other post-retirement plans. 
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DUKE ENERGY OHIO, INC. 
Notes To Consolidated Financial Statements-(Continued) 

Twelve Months Nlne Months 
Ended Ended 

December 31, December 31, 
2007 2006ib) 

d Pension PI= 
Cinergy's qualified defined benefit pension plans cover substantially all United States employees meeting certain minimum age and service requirements The plans cover 

most U S employees using a cash balance formula. Under a cash balance formula, a plan participant accumulates a retirement benefit consisting of pay credits that are based 
upon a percentage (which varies with age and years of service) of current eligible earnings and current interest credits. Certain legacy Cinergy U.S employees are covered 
under plans that use a final average earnings formula. Under a final average earnings formula, a plan participant accumulates a retirement benefit equal to a percentage of their 
highest 3-year average earnings, plus a percentage of the their highest 3-year average earnings in excess of covered compensation per year of participation (maximum of 35 
years), plus a percentage of their highest 3-year average earnings times years of participation in excess of 35 years. 

Funding for the qualified defined benefit pension plans is based on actuarially determined contributions, the maximum of which is generally the amount deductible for tax 
purposes and the minimum being that required by the Employee Retirement Income Security Act of 1974, as amended. The pension plans' assets consist of investments in 
equity and debt securities. 

Actuarial gains and losses are amortized over the average remaining service period of the active employees. The average remaining service period of the active 
employees covered by the retirement plan is 11 years. Cinergy determines the market-related value of plan assets using a calculated value that recognizes changes in fair 
value of the plan assets over five years. 

Duke Energy Ohio's qualified pension plan pre-tax net periodic pension benefit costs as allocated by Cinergy were as follows: 

Three Months Twelve Months 
Ended Ended 

March 31, December 31, 
2006lb) 2005iW 

Source: Duke Energy Ohio, In, 10-K, March 19, 2008 
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DUKE ENERGY OHIO, INC. 
Notes To Consolidated Financial Statements-(Continued) 

Qualified Penslon Plans-Amounts Recognlzed in Accumulated Other Comprehensive Income (Loss) and Regulatory Assets Conslst o f  

Successor(a) 
As of December 31, 

2007 2006 
___--_________-- ~ ~ q-&wEh7, 

.~ ~ ~ ___ _L-- 7.3- pegulatory Assets 

Accumulated Other Comprehensive Income 
i Deferred income t"*--- 

m e t  actuarial ( g g & s  
Net amount recognized-Accumulated other comprehensive income (loss) 

I P l s r l  .-__ pJ21 - 

.-...___.-_._~.--.__-____-._______.~----.~_---._.-I___ I IN14 I-.-.--Ul 
- 2 ~ . . - _ ^ ~ _ - _ _ _ _ _ ~  Prior service cost 

$ 2  - $ (7) - 
(a) 

Assumptions Used for Clnergy's Pension Benefits Accounting 

See Note 1 for additional information on Predecessor and Successor reporting. 
An immaterial amount in AOCl will be recognized in net periodic pension costs in 2008 

2007 2006 2005 --- 

(a) Discount rate for Successor was 5.75% and 6.00% for the year ended December 31, 2007 and for the nine months ended December 31, 2006, respectively. Discount 
rates for Predecessor was 5.50% and 5.75% for the three months ended March 31, 2006 and the year ended December 31, 2005, respectively (see Note 1 for additional 
information on Predecessor and Successor reporting). 

In addition, Cinergy also maintains, and Duke Energy Ohio participates in, non-qualified, non-contributory defined benefit retirement plans (plans that do not meet the 
criteria for certain tax benefits) that cover officers, certain other key employees, and non-employee directors. Actuarial gains and losses are amortized over the average 
remaining service period of the active employees. The average remaining service period of active employees covered by the non-qualified retirement plans is 11 years. There 
are no plan assets. The projected benefit obligation for the plans was approximately $105 million as of December 31, 2007 and approximately $1 14 million as of September 30, 
2006 The accumulated benefit obligation for the plans was approximateiy $102 million as of December 31, 2007 and approximately $1 09 million at September 30, 2006. The 
accrued pension liability as allocated by Cinergy to Duke Energy Ohio and recognized in Accrued pension and other postretirement benefit costs within the Consolidated 
Balance Sheets at December 31, 2007 and 2006 was approximateiy $5 million and $6 million, respectively, and as recognized in Other Current Liabilities within the 
Consolidated Balance Sheet at December 31, 2007 and 2006 was approximately $2 million. 

ied Pension P h  

Duke Energy Ohio's non-qualified pension plan pre-tax net periodic pension benefit costs as allocated by Cinergy were as follows: 

Predecessorb) 
Twelve Months 

Successor(a) I 
I Three Ended Months Ended 

Twelve Months Nine Months 
Ended Ended 

December 31, I March311 2006 2005 
December 31, December 31, 

2007 2006 
onallfl.e.d. - p _ e ~ o ~ ~ ~ ~  .- -. -..-I -- -. -__ l!!-mi!!!%!9.._ -. 
P L  . -  . . .- .. rs 1 ?I.. . _p::::I !E-... .. 71 L 1 3 . ~ .  ._.P ....... .I 4 

(a) 

(b) 

See Note 1 for additional information on Predecessor and Successor reporting 

Includes immaterial amounts reflected in (Loss) Income From Discontinued Operations, net of tax, in the Consolidated Statements of Operations. 
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Non-Quallfled Plans-Assumptions Used for Cinergy's Penslon Benefits Accountlng 

2007 2006 2005 
(percentages 

6.00 5.75 5.75 Discount rate 
[Salary increase I I5.00; I 5.00; 14.00; 
Net Periodic Benefit Cost 
biscount ratea -- 1 15.75/ /5.50-6.0Cy /5.7q 
Salary increase 5.00 5.00 4.00 

- - -  
~~ I ! E l  

~~~~~ 

~~ _- -11 I I  

(a) Discount rate for Successor was 5.75% and 6.00% for the year ended December 31, 2007 and the nine months ended December 31, 2006, respectively" Discount rates 
for Predecessor was 5.50% and 5.75% for the three months ended March 31, 2006 and the year ended December 31, 2005, respectively (see Note 1 for additional 
information on Predecessor and Successor reporting). 

Sfher Post-Retlrement Benefit P l m  
Duke Energy Ohio participates in other postretirement benefit plans sponsored by Cinergy. Cinergy provides certain health care and life insurance benefits to retired 

United States employees and their eligible dependents on a contributory and non-contributory basis. These benefits are subject to minimum age and service requirements. The 
health care benefits include medical coverage, dental coverage, and prescription drug coverage and are subject to certain limitations, such as deductibles and co-payments 
These benefit costs are accrued over an employee's active service period to the date of full benefits eligibility. The net unrecognized transition obligation is amortized over 
approximately 20 years. Actuarial gains and losses are amortized over the average remaining service period of the active employees. The average remaining service period of 
the active employees covered by the plan is 12 years. Duke Energy Ohio's Other Post-Retirement Plan pre-tax Net Periodic Benefit costs as allocated by Cinergy were as 
follows: 

Predecessorla) 
Three Months Twelve Months 

Ended Ended 
March 31, December 31, 

2006(b) 20OWl - 1 3  
i Successor(a1 

Twelve Months Nine Months 
Ended Ended 

December 31, December 31, 
2007 2006(bl 

In millions 
~ ! h e r P o s t r e t l r e m e ~ ~ ~ ~ ~ ~ ~ ~ . - - - T - - ~ ~ ~ ~ ~ - . -  . . ~ - ~ ~ ~ 1 ~ ~ ~ ~ ~ ~ ~ . ~ - ~ ~ ~ ~ -  P 
(a) See Note 1 for additional information on Predecessor and Successor reporting 

(b) Includes immaterial amounts reflected in (Loss) Income From Discontinued Operations, net of tax, in the Consolidated Statements of Operations 

(c) Excludes approximately $4 million for the twelve months ended December 31, 2007 and approximately $2 million for the nine months ended December 31, 2006 of 
regulatory asset amortization resulting from purchase accounting. 
The fair value of Cinergy's other post-retirement benefit plans assets was approximately $32 million as of December 31, 2007 and zero as of September 30, 2006. The 

accumulated other post-retirement benefit obligation for the plans was approximately $464 million as of December 31, 2007 and $497 million as of September 30, 2006. The 
accrued other post-retirement liability as allocated by Cinergy to Duke Energy Ohio and recognized in Accrued pension and other postretirement benefit costs within the 
Consolidated Balance Sheets at December 31, 2007 and 2006 was $136 million and $129 million, respectively and as recognized in Other Current Liabilities within the 
Consolidated Balance Sheet at December 31, 2007 and 2006 was $2 million and $7 million, respectively. 

Duke Energy made other postretirement plan contributions during 2007 of approximately $32 million to the legacy Cinergy other postretirement plans, of which 
approximately $9 million represents contribution made by Duke Energy Ohio. No amounts were contributed to the legacy Cinergy other postretirement plans for the nine months 
ended December 31,2006, three months ended March 31,2006, or year ended December 31,2005. 

Duke Energy Ohio recognized regulatory assets and AOCl related to its other post-retirement benefit plans of approximately $2 million and $1 million as of December 31, 
2007, respectively, and $4 million and zero, as of December 31, 2006, respectively, within the Consolidated Balance Sheets 

An immaterial amount in AOCl will be recognized in net periodic other postretirement benefit costs in 2008. 
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DUKE ENERGY OHIO, INC. 
Notes To Consolidated Financial Statements-(Continued) 

Assumptions Used In Clnergy's Other Postretirement Benefits Accounting 

2007 2006 2005 

(a) Discount rate for Successor was 5 75% and 6.00% for the year ended December 31, 2007 and the nine months ended December 31, 2006, respectively. Discount rate for 
Predecessor was 5.50% and 6.00% for the three months ended March 31, 2006 and the year ended December 31, 2005, respectively (see Note 1 for additional 
information on Predecessor and Successor reporting). 

Assumed Health Care Cost Trend Rates 

Medicare Trend Rate Prescription Drug Trend Rate 
2007 2006 2007 2006 

p-ear i 6 .00~h  1 ls.sq./,1--/ 12.5ph I 1 13.0op/o\ 
Rate lo  which the cost trend is assumed to decline (the ultimate trend rate) 5.00% 4.75% 5.00% 4.75% 
pear that the rate reaches the ultimate trend rate ___I- - 120731 [-.-I 2014 1- 1 202a - 1  j 2024 1 
19. Other Income and Expenses, net 

The components of Other Income and Expenses, net on the Consolidated Statements of Operations for the year ended December 31,2007, the nine months ended 
December 31, 2006, the three months ended March 31, 2006 and the year ended December 31 2005 are as follows: 

(a) See Note 1 for additional information on Predecessor and Successor reporting 

20. Subsequent Events 

respectively. 
For information related to subsequent events related to regulatory matters, debt and credit facilities, and commitments and contingencies, see Notes 5, 15 and 17, 
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DUKE ENERGY OHIO, INC. 
Notes To Consolidated Financial Statements-(Continued) 

21. Quarterly Financial Data (Unaudited) 

- Successorla) 

First Second Third Fourth 
Quarter Quarter Quarter Quarter Total - - - - -  

~ 

Successor(a1 

_ _ . ~ _  
poD6-.--- ~ ~- 

Pperating income ~ 

Total operating revenues 

Net income (loss) 

(a) See Note 1 for additional information on Predecessor and Successor reporting. 
During the first quarter 2007, Duke Energy Ohio recorded the following unusual or infrequently occurring items: a temporary rate reduction of $2 million due to merger 

approval obtained from PUCO related to the merger between Duke Energy and Cinergy 
During the first quarter 2006, Duke Energy Ohio recorded the following unusual or infrequently occurring item: approximately $12 million in integration costs related to the 

merger of Duke Energy and Cinergy. 
During the second quarter 2006, Duke Energy Ohio recorded the following unusual or infrequently occurring items: approximately $2 million in integration costs related to 

the merger of Duke Energy and Cinergy and a temporary rate reduction of $16 million due to merger approval obtained from PUCO related to the merger between Duke Energy 
and Cinergy. 

During the third quarter 2006, Duke Energy Ohio recorded the following unusual or infrequently occurring items: approximately $7 million in integration costs related to the 
merger of Duke Energy and Cinergy and a temporary rate reduction of $10 million due to merger approval obtained from PlJCO related to the merger between Duke Energy 
and Cinergy. 

During the fourth quarter 2006, Duke Energy Ohio recorded the following unusual or infrequently occurring items: approximately $4 million in integration costs related to 
the merger of Duke Energy and Cinergy and a temporary rate reduction of $8 million due to merger approval obtained from PUCO related to the merger between Duke Energy 
and Cinergy. 
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DUKE ENERGY OHIO, INC. 
SCHEDULE II-VALUATION AND QUALIFYING ACCOUNTS AND RESERVES 

Additlons : - 
Balance at Charged to 

- 
Balance at 

(i) 

(2) 

(3) 

See Note 1 for additional information on Predecessor and Successor reporiing. 

Principally cash payments and reserve reversals. For 2007, this also includes the impacts from the adoption of FIN 48. 

Included in Taxes accrued and Interest accrued within Current Liabilities on the Consolidated Balance Sheets. The December 31, 2007 ending balance primarily contains 
non-income tax reserves. 

(4) Principally environmental and other reserves, included in Unrealized gains on mark-to-market and hedging transactions within Current Assets and Investments and Other 
Assets, Unrealized losses on mark-to-market and hedging transactions within Current Liabilities and Other within Deferred Credits and Other Liabilities on the 
Consolidated Balance Sheets. 
The valuation and reserve amounts above do not include unrecognized tax benefits amounts or deferred tax asset valuation allowance amounts. 
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Item 9. Changes In and Disagreements wlth Accountants on  Accountlng and Flnanclal Dlsclosure. 

Item 9A. Controls and Procedures. 
Disclosure Controls and Procedures 

reports it files or submits under the Securities Exchange Act of 1934 (Exchange Act) is recorded, processed, summarized, and reported, within the time periods specified by the 
Securities and Exchange Commission's (SEC) rules and forms. 

disclosed by Duke Energy Ohio in the reports it files or submits 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. 

effectiveness of its disclosure controls and procedures (as such term is defined in Rule 13a-l5(e) and 15d-I5(e) under the Exchange Act) as of December 31, 2007, and, based 
upon this evaluation, the Chief Executive Officer and Chief Financial Officer have concluded that these controls and procedures are effective in providing reasonable assurance 
of compliance. 

Changes In Internal Control over Flnanclal Reportlng 
Under the supervision and with the participation of management, including the Chief Executive Officer and Chief Financial Officer, Duke Energy Ohio has evaluated 

changes in internal control over financial reporting (as such term is defined in Rules 13a-l5(f) and 15d-I5(f) under the Exchange Act) that occurred during the fiscal quarter 
ended December 31, 2007 and have concluded that no change has materially affected, or is reasonably likely to materially affect, internal control over financial reporting. 

Management's Annual Report On Internal Control Over Financial Reporting 

Exchange Act Rules 13a-l5(f) and 15d-I5(f). Our internal control system was designed 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. Because of inherent limitations. internal control over 
financial reporting may not prevent or detect misstatements. Also projections of any evaluation of effectiveness to future periods are subject to the risk that controls may 
become inadequate because of changes in conditions, or that the degree of compliance with policies and procedures may deteriorate. 

control over financial reporting as of December 31, 2007 based on the framework in Internal ConfrokIntegrated Framework issued by the Committee of Sponsoring 
Organizations of the Treadway Commission. Based on that evaluation, management concluded that our internal control over financial reporting was effective as of 
December 31, 2007. 

This annual report does not include an attestation report of Deloitte &Touche LLP, Duke Energy Ohio's independent registered public accounting firm. regarding internal 
control over financial reporting Management's report was not subject to attestation by Deloitte & Touche LLP pursuant to temporary rules of the SEC that permit Duke Energy 
Ohio to provide only management's report in this annual report. 

None. 

Disclosure controls and procedures are controls and other procedures that are designed to ensure that information required to be disclosed by Duke Energy Ohio in the 

Disclosure controls and procedures include, without limitation, controls and procedures designed to provide reasonable assurance that information required to be 

Under the supervision and with the participation of management, including the Chief Executive Officer and Chief Financial Officer, Duke Energy Ohio has evaluated the 

Duke Energy Ohio's management is responsible for estabiishing and maintaining an adequate system of internal control over financial reporting, as such term is defined in 

Duke Energy Ohio's management, including our Chief Executive Officer and Chief Financiai Officer, has conducted an evaluation of the effectiveness of our internal 
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Item 14. Prlnclpal Accounting Fees and Services. 

affiliates (collectively, "Deloitte") for Duke Energy Ohio for the periods ended: 
The following table presents fees for professional services rendered by Deloitte &Touche LLP, and the member firms of Deloitte Touche Tohmatsu and their respective 

(a) See Note 1 for additional information on Predecessor and Successor reporting. 

(b) Audit Fees are fees billed or expected to be billed by Deloitte for professional services for the audit of Duke Energy Ohio's consolidated financial statements included in 
Duke Energy Ohio's annual report on Form 10-K and review of financial statements included in Duke Energy Ohio's quarterly reports on Form 10-12, services that are 
normally provided by Deloitte in connection with statutory, regulatory or other filings or engagements or any other service performed by Deloitte to comply with generally 
accepted auditing standards and include comfort and consent letters in connection with SEC filings and financing transactions. 

Audit-Related Fees are fees billed by Deloitte for assurance and related services that are reasonably related to the performance of an audit or review of Duke Energy 
Ohio's financial statements, including assistance with acquisitions and divestitures and internal control reviews. 

(d) Tax Fees are fees billed by Deloitte for tax return 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 Duke Energy Audit Committee adopted a policy that provides that the independent public 

accountants are only permitted to provide services to Duke Energy Ohio that have been pre-approved by the Duke Energy Audit Committee. Pursuant to the policy, detailed 
audit services, audit-related services, tax services and certain other services have been specifically pre-approved up to certain fee limits. In the event that the cost of any of 
these services may exceed the pre-approved limits, the Duke Energy Audit Committee must preapprove the service. All other services that are not prohibited pursuant to the 
SEC's or other applicable regulatory bodies' rules of regulations must be specifically pre-approved by the Duke Energy Audit Committee. All services performed in 2007 by the 
independent public accountant were approved by the Duke Energy Audit Committee pursuant to its pre-approval policy. 

(c) 
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Item 15. Exhibits, Flnancial Statement Schedules. 
(a) Consolidated Financial Statements, Supplemental Financial Data and Supplemental Schedule included in Part Ii of this annual report are as follows: 

Consolidated Financial Statements 

Consolidated Balance Sheets as of December 31,2007 and 2006 

Consolidated Statements of Operations for the Twelve Months Ended December 31, 2007, Nine Months Ended December 31, 2006, Three Months Ended 
March 31,2006 and the Twelve Months Ended December 31,2005 

Consolidated Statements of Cash Flows for the Twelve Months Ended December 31, 2007, Nine Months Ended December 31, 2006, Three Months Ended 
March 31,2006, and the Twelve Months Ended December 31,2005 
Consolidated Statements of Common Stockholder’s Equity and Comprehensive Income for the Year Ended December 31, 2007, Nine Months Ended 
December 31,2006, Three Months Ended March 31,2006 and the Year Ended December 31 I 2005 

Consolidated Financial Statement Schedule Il-Valuation and Qualifying Accounts and Reserves for the Year Ended December 31, 2007, Nine Months Ended 
December 31, 2006, Three Months Ended March 31,2006 and the Year Ended December 31 I 2005 

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

Notes to the Consolidated Financial Statements 
Quarterly Financial Data (unaudited, included in Note 2 1 to the Consolidated Financial Statements) 

Report of independent Registered Public Accounting F i n  

(c) 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 registrant has duly caused this report to  be signed on Its 
behalf by the undersigned, thereunto duly authorlzed. 

Date: March 19, 2008 

DlJKE ENERGY OHIO, INC 
(Registrant) 

BY: - / S I  JAMES E. ROGERS 
James E. Rogers 

Chief Executive Officer 

Pursuant to the requlrements of the Securltles Exchange Act of 1934, this report has been signed below by the following persons on behalf of the reglstrant 
and In the capacities and on the date indicated. 

(i) Is/ JAMES E. ROGERS 

James E. Rogers 
Chief Executive Officer (Principal Executive Officer) 

(ii) I S /  DAVID L. HALJSER 

David L. Hauser 
Group Executive and Chief Financial Officer (Principal Financial Officer) 

(ik) IS/ STEVEN K. YOUNG 

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

(iv) Directors 

Is/  JAMES E. ROGERS 

James E. Rogers 

I S /  DAVID L. HAIJSER 

David L. Hauser 

Is/ JAMES L. TURNER 

James L. Tumer 

Date: March 19, 2008 
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EXHIBIT INDEX 

Exhibits filed herewith are designated by an asterisk (*).All exhibits not so designated are incorporated by reference to a prior filing, as indicated 

Exhlblt 
Number - 
3 1  

3 1  1 

3 2  

4 1  

4 1  1 

4 1 2  

4.1 3 

4 1 4  

4 1 5  

4 1 6  

4.1 7 

4 1 8  

4 2  

4 3  

Amended Articles of Incorporation of Duke Energy Ohio, Inc. effective October 23. 1996 (filed with Form 10-0 of Duke Energy Ohio, Inc. (formerly The 
Cincinnati Gas & Electric Company) for the quarter ended September 30, 1996, File No 1-1232) 

Amended Articles of Consolidation, effective October 1, 2006 (filed with Form 1 0 4  of Duke Energy Ohio, lnc. (formerly The Cincinnati Gas & Electric 
Company) for the quarter ended September 30, 2006, File No. 1-1232). 

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

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

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

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

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

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

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

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

Thirty-eighth Supplemental Indenture between Duke Energy Ohio, Inc and The Bank of New York dated as of February 1.  2001 (filed with Form 1042 of 
Duke Energy Ohio, Inc. (formerly The Cincinnati Gas & Electric Company) for the quarter ended March 31, 2001, File No. 1-1232). 

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

Loan Agreement between Duke Energy Ohio, Inc. and the County of Boone, Kentucky dated as of February 1, 1985 (filed with Form 10-K of Duke Energy 
Ohio, Inc. (formerly The Cincinnati Gas & Electric Company) for the year ended December 31, 1984, File No. 1-1 232) 

Repayment Agreement between Duke Energy Ohio, Inc. and The Dayton Power and Light Company dated as of December 23, 1992 (filed with Form 10-K 
of Duke Energy Ohio, Inc. (formerly The Cincinnati Gas & Electric Company) for the year ended December 31, 1992, File No. 1-1232) 
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Exhibit 
Number 
4 4  

4 5  

4 6  

4 7  

4 8  

4 9  

4 10 

4 10 1 

4102 

4103 

4 104 

4 105 

4 106 

4107 

4 11 

Loan Agreement between Duke Energy Ohio, Inc. and the County of Boone, Kentucky dated as of January 1 ,  1994 (filed with form 10-K of Duke Energy Ohio, 
Inc. (formerly The Cincinnati Gas &Electric Company) for the year ended December 31, 1993, File No. 1-1232). 

Loan Agreement between Duke Energy Ohio, Inc. and the State of Ohio Air Quaiity Development Authority dated as of December 1, 1985 (filed with Form 
10-K of Duke Energy Ohio, Inc. (formerly The Cincinnati Gas & Electric Company) for the year ended December 31, 1998. File No. 1-1232). 

Loan Agreement between Duke Energy Ohio, Inc. and the State of Ohio Air Quality Development Authority dated as of 
September 13, 1995 (filed with Form 10-0 of Duke Energy Ohio, Inc. (formerly The Cincinnati Gas & Electric Company) for the quarter ended September 30, 
1995, File No. 1-1232). 

Loan Agreement between Duke Energy Ohio, Inc. and the State of Ohio Water Development Authority dated as of January 1, 1994 (filed with the Form 10-K 
of Duke Energy Ohio, Inc. (formerly The Cincinnati Gas & Electric Company) for the year ended December 31, 1993, File No. 1-1232). 

Loan Agreement between Duke Energy Ohio, Inc. and the State of Ohio Air Quality Development Authority dated as of 
January 1 ,  1994 (filed with the Form 10-K of Duke Energy Ohio, Inc (formerly The Cincinnati Gas & Electric Company) for the year ended December 31, 
1993, File No. 1-1232) 

Loan Agreement between Duke Energy Ohio, Inc. and the State of Ohio Air Quality Development Authority dated August 1, 2001 (filed with the Form 104 of 
Duke Energy Ohio, Inc. (formerly The Cincinnati Gas & Electric Company) for the quarter ended September 30, 2001, File No. 1-1 232). 

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

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

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

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

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

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

Sixth Supplemental Indenture between Duke Energy Ohio, Inc. and The Fiflh Third Bank dated as of September 15, 2002 (filed with the Form 10-Q of Duke 
Energy Ohio, Inc, (formerly The Cincinnati Gas & Electric Company) for the quarter ended September 30, 2002, File No. 1-1 232). 

Seventh Supplemental Indenture between Duke Energy Ohio, Inc. and The Fiflh Third Bank dated as of June 15. 2003 (filed with the Form 10-0 of Duke 
Energy Ohio, Inc. (formerly The Cincinnati Gas & Electric Company) for the quarter ended June 30, 2003, File No 1-1232). 

Loan Agreement between Duke Energy Ohio, lnc. and the Ohio Air Quality Development Authority dated as of September 1, 2002 (filed with the Form 1 DQ of 
Duke Energy Ohio, Inc. (formerly The Cincinnati Gas & Electric Company) for the quarter ended September 30, 2002, File No. 1-1232). 
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Loan Agreement between Duke Energy Ohio, Inc. and the Ohio Air Quality Development Authority dated as of November 1 ,  2004, relating to Series A (filed 
with the Form 8-K of Duke Energy Ohio, Inc (formerly The Cincinnati Gas & Electric Company), filed on November 19, 2004, File No 1-1232). 

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

Employment Agreement dated February 4, 2004, among Cinergy Corp., Duke Energy Ohio, Inc., and Duke Energy, Indiana, Inc.. and James E. Rogers (filed 
with Form 10-K of Duke Energy Ohio, Inc (formerly The Cincinnati Gas & Electric Company) for the year ended 12/31/03, File No. 1-1232) 

Amended and Restated Employment Agreement dated October 11 ,  2002, among Cinergy Corp , Services, Duke Energy Ohio, Inc.. and Duke Energy Indiana, 
inc., and William J. Grealis (filed with Form 10-K of Duke Energy Ohio, Inc (formerly The Cincinnati Gas 8 Electric Company) forthe year ended 12/31/02, 
File No. 1-1232). 

Amended Employment Agreement effective December 17, 2003 to Employment Agreement dated October 11,2002, among Cinergy Corp., Services, Duke 
Energy Ohio, Inc., and Duke Energy Indiana, Inc., and William J. Grealis (filed with Form 10-K of Duke Energy Ohio, Inc. (formerly The Cincinnati Gas 8 
Electric Company) for the year ended 12/31/03, File No. 1-1232). 

Amended and Restated Employment Agreement dated October 1 ,  2002, among Cinergy Corp., Services, Duke Energy Ohio, Inc ~ and Duke Energy Indiana, 
Inc., and Donald B. Ingle, Jr. (filed with Form 1 0 - K  of Duke Energy Ohio, Inc. (formerly The Cincinnati Gas & Electric Company) for the year ended 12/31/02, 
File No. 1 ~ 1232). 

Amended and Restated Employment Agreement dated September 12, 2002, among Cinergy Corp., Services, Duke Energy Ohio, Inc., and Duke Energy 
Indiana, Inc.. and Michael J. Cyrus (filed with Form 10-K of Duke Energy Ohio, Inc. (formerly The Cincinnati Gas & Electric Company) for the year ended 
12/31/02, File No 1-1232). 

Amended Employment Agreement effective December 17, 2003 to Employment Agreement dated September 12. 2002, among Cinergy Corp., Services, Duke 
Energy Ohio, Inc.. and Ruke Energy Indiana, Inc., and Michael J. Cynis (filed with Form 10-K of Duke Energy Ohio, Inc. (formerly The Cincinnati Gas 8 
Electric Company) for the year ended 12/31/03, File No. 1-1232). 

Form of amendment to employment agreement, adopted and effective December 14,2005, between Services and each of Michael J. Cyrus and James L 
Tumer (filed with Form 10-K of Duke Energy Ohio, Inc. (formerly The Cincinnati Gas & Electric Company) forthe year ended 12/31/02, File No 1-1232). 

Amended and Restated Employment Agreement dated September 24, 2002, among Cinergy Corp , Services, Duke Energy Ohio, Inc., and Duke Energy 
Indiana, Inc., and James L Turner (filed with Form 10-K of Duke Energy Ohio, Inc. (formerly The Cincinnati Gas & Electric Company) for the year ended 
12/31/03, File No 1-1232). 

Amended Employment Agreement effective December 17,2003 to Employment Agreement dated September 24,2002, among Cinergy Corp , Services, Duke 
Energy Ohio, Inc , and Duke Energy Indiana, Inc., and James L. Tumer (filed with Form 10-K of Duke Energy Ohio, Inc (formerly The Cincinnati Gas & 
Electric Company) for the year ended 12/31/03, File No. 1-1232). 

Employment Agreement dated November 15, 2002, among Cinergy Corp., Duke Energy Ohio, Inc., and Duke Energy Indiana, Inc. and Marc E Manly (filed 
with Form 10..K of Duke Energy Ohio, Inc. (formerly The Cincinnati Gas & Electric Company) for the year ended 12/31/03, File No. 1-1232) 

Amended Employment Agreement effective December 17, 2003 to Employment Agreement dated November 15,2002, among Cinergy Corp , Duke Energy 
Ohio, Inc., and Duke Energy Indiana, Inc., and Marc E Manly (filed with Form 10-K of Duke Energy Ohio, Inc (formerly The Cincinnati Gas 8 Electric 
Company) for the year ended 12/31/03, File No 1-1232). 

Deferred Compensation Agreement between Duke Energy Ohio, Inc. and Jackson H. Randolph dated January 1 ,  1992 (filed with Form 10-K of Duke Energy 
Ohio, lnc. (formerly The Cincinnati Gas & Electric Company) forthe year ended 12/31/92, File No. 1-1232). 
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Split Dollar Insurance Agreement, effective as of May 1. 1993, between Duke Energy Ohio, Inc. and Jackson H. Randolph (filed with Form 10-K of Duke 
Energy Ohio, Inc. (formerly The Cincinnati Gas & Electric Company) for the year ended 12/31/94, File No. 1-1232). 

Amended and Restated Supplemental Retirement Income Agreement between Duke Energy Ohio, Inc. and Jackson H Randolph dated January 1,  1995 (filed 
with Form 10-K of Duke Energy Ohio, lnc (formerly The Cincinnati Gas & Electric Company) forthe year ended 12/31/95, File No. 1-1232). 

Amended and Restated Supplemental Executive Retirement Income Agreement between Duke Energy Ohio, Inc. and certain executive officers (filed with 
Form 10-K of Duke Energy Ohio, lnc (formerly The Cincinnati Gas & Electric Company) for the year ended 12/31/97, File No. 1-1232). 

Asset Purchase Agreement by and among Duke Energy Indiana. Inc. and Duke Energy Ohio, Inc. and Allegheny Energy Supply Company, LLC, Allegheny 
Energy Supply Wheatland Generating Facility, LLC and Lake Acquisition Company, L.L.C., dated as of May 6. 2005 (filed with Form IO-CI of Duke Energy 
Ohio, Inc. (formerly The Cincinnati Gas & Electric Company) for the quarter ended June 30, 2005, File No. 1-1232). 

$2,000,000,000 Amended and Restated Credit Agreement among the registrant. such subsidiaries, the banks listed therein, Barclays Bank PLC, as 
Administrative Agent, and JPMorgan Chase Bank, N.A., as Syndication Agent (filed with Form 1 0 4  of Duke Energy Ohio, Inc. (formerly The Cincinnati Gas & 
Electric Company) for the quarter ended June 30, 2006, File No. 1-1232). 

$2,650,000,000 Amended and Restated Credit Agreement, dated as of June 28, 2007, among Duke Energy Corporation. Duke Energy Carolinas, LLC. Duke 
Energy Ohio, Inc., Duke Energy Indiana, Inc. and Duke Energy Kentucky, Inc , as Borrowers, the banks listed therein, Wachovia Bank, National Association. 
as Administrative Agent, JPMorgan Chase Bank, National Association, Barclays Bank PLC, Bank of America, N.A. and Citibank, N A , as Co-Syndication 
Agents and The Bank of Tokyo-Mitsubishi, Ltd., New York Branch and Credit Suisse, as Co-Documentation Agents (filed in Form 8-K of Duke Energy Ohio, 
Inc,  July 5, 2007, File No. 1-1232, as Exhibit 10.1). 

Keepwell Agreement. dated April 10, 2006, between Duke Capital LLC and Duke Energy Ohio, Inc. (filed with Form 10-K of Duke Energy Ohio, Inc. (formerly 
The Cincinnati Gas & Electric Company), filed on April 14, 2006, File No. 1.-1232) 

Computation of Ratio of Earnings to Fixed Charges 

Consent of Independent Registered Public Accounting Firm. 

Certification of the Chief Executive Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 

Certification of the Chief Financial Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. 

Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002. 

Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002. 

The total amount of securities of the registrant or its subsidiaries authorized under any instrument wRh respect to long-term debt not filed as an exhibit does not exceed 
10% of the total assets of the registrant and its subsidiaries on a consolidated basis. The registrant agrees, upon request of the Securities and Exchange Commission, to 
furnish copies of any or all of such instruments to it. 
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EXHIBIT 12 

Nine months 
ended Twelve months 

ended 
December 31, December 31, 

2007 2006 

amings as defined for fixed charges 
calculation ___ ____ -- -- 

Add 

COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES 

The ratio of earnings to fixed charges is calculated using the Securities and Exchange Commission guidelines. 

Three months Twelve months Twelve months Twelve months 
ended ended ended ended 

March 31, December 31, December 31, December 31, 
2006 2005 2004 2003 

(in mlllions) 

-_ ____ 
__ 

Fixed charges ' 
/-gortions 

TT.-t- 1-1 /Total fixed charges u- --I]= 114 

Interest on debt, including capitalized 

Estimate of interest withi __ 

Ratio of earnings to fixed charges 3.8 1.9 I 6 2  4 6  4 5  4 4  

(a) 

(1) 

Excludes equity costs related to AFUDC that are included in Other Income and Expenses in the Consolidated Statements of Operations. 

See Note 1 for additional information on Predecessor and Successor reporting 

Source: Duke Energy Ohio, In, 10-K, March 19, 2008 



EXHIBIT 23.1 

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 

We consent to the incorporation by reference in Registration Statement No. 333-146483-01 on Form 5-3 of our report dated March 19, 2008, relating to the financial 
statements and financial statement schedule of Duke Energy Ohio, Inc. and subsidiaries (the "Company") (which report expresses an unqualified opinion and includes an 
explanatory paragraph relating to the Company's application of "push-down accounting" effective April 3, ZOO@, appearing in this Annual Report on Form 10-K of Duke Energy 
Ohio, Inc. for the year ended December 31,2007. 

lsl DELOITTE &TOUCHE LLP 
Charlotte, North Carolina 
March 19. 2008 

Source: Duke Energy Ohio, In, 10-K, March 19, 2008 



EXHIBIT 31.1 

CERTIFICATION OF THE CHIEF EXECUTIVE OFFICER 
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002 

I, James E. Rogers, certify that: 

1) 

2) 

I have reviewed this annual report on Form 10-K of Duke Energy Ohio, Inc.: 

Based on my knowledge, this report does not contain any untixe statement of a material fact or omit to state a material fact necessary to make the statements made, in 
light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report; 

Based on my knowledge. the financial statements. and other financial information included in this report, fairly present in all material respects the financial condition, 
results of operations and cash flows of the registrant as of, and for, the periods presented in this report; 

The registrant's other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 
13a-l5(e) and 15d-I5(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(9 and 15d-I5(f)) for the registrant and have: 

a) 

3) 

4) 

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that 
material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the 
period in which this report is being prepared; 

Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, 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; 

Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the 
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and 

Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most recent fiscal quarter (the 
registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant's internal 
control over financial reporting; and 

b) 

c) 

d) 

5) The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant's auditors 
and the audit committee of the registrant's board of directors (or persons performing the equivalent functions): 

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely 
affect the registrant's ability to record, process, summarize and report financial information; and 

Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal control over financial 
reporting. 

Date: March 19, 2008 

b) 

/s/ JAMES E. ROGERS 
James E. Rogers 

Chief Executive Officer 

Source: Duke Energy Ohio, In, 10-K, March 19, 2008 



EXHIBIT 31.2 

CERTIFICATION OF THE CHIEF FINANCIAL OFFICER 
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002 

I, David L. Hauser, certify that: 

1) 

2) 

I have reviewed this annual report on Form 10-K of Duke Energy Ohio, Inc.; 

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in 
light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report; 

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition, 
results of operations and cash flows of the registrant as of, and for, the periods presented in this report; 

The registrant's other certifying officer(?,) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 
13a-I5(e) and 15d-l5(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-I5(f) and 15d-15(9) for the registrant and have: 

3) 

4) 

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that 
material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the 
period in which this report is being prepared; 

Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, 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; 

Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the 
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and 

Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most recent fiscal quarter (the 
registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant's internal 
control over financial reporting; and 

5) The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant's auditors 
and the audit committee of the registrant's board of directors (or persons performing the equivalent functions): 

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely 
affect the registrant's ability to record, process, summarize and report financial information; and 

Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal control over financial 
reporting. 

Date: March 19,2008 

b) 

IS/ DAVID L. HAUSER 

David L Hauser 
Group Executive and 
Chief Financial ORicer 

Source: Duke Energy Ohio, In, 10-K, March 19, 2008 



EXHIBIT 32.1 

CERTIFICATION PURSUANT TO 
18 U.S.C. SECTION 1350, 

AS ADOPTED PURSUANT TO 
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

In connection with the Annual Report of Duke Energy Ohio, Inc. ("Duke Energy Ohio") on Form 10-K for the period ending December 31, 2007 as filed with the Securities 
and Exchange Commission on the date hereof (the "Report"), I, James E. Rogers, Chief Executive Ofticer of Duke Energy Ohio, certify, pursuant to 18 U.S.C. section 1350, as 
adopted pursuant to section 906 of the Sarbanes-Oxley Act of 2002, that: 

(1) 

(2) 

The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and 

The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of Duke Energy Ohio 

Date: March 19, 2008 

Is1 JAMES E. ROGERS - 
James E. Rogers 

Chief Executive Officer 

Source: Duke Energy Ohio, In, 10-K, March 19, 2008 



EXHIBIT 32.2 

CERTIFICATION PURSUANT TO 
18 U.S.C. SECTION 1350, 

AS ADOPTED PURSUANT TO 
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

In connection with the Annual Report of Duke Energy Ohio, Inc. ("Duke Energy Ohio") on Form 10-K for the period ending December 31, 2007 as filed with the Securities 
and Exchange Commission on the date hereof (the "Report"), I, David L. Hauser, Group Executive and Chief Financial Officer of Duke Energy Ohio, certify, pursuant to 18 
U.S.C. section 1350, as adopted pursuant to section 906 of the Sarbanes-Oxley Act of 2002, that: 

( 1 )  

(2) 

The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934: and 

The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of Duke Energy Ohio 

Date: March 19, 2008 

I S /  DAVID L. HAUSER 
David L. Hauser 

Group Executive and Chief Financial Officer 

Creatcd by 10KWiza.t-d www. l0KWizard.com 

Source: Duke Energy Ohio, In, 10-K, March 19, 2008 

http://l0KWizard.com
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UNITED STATES SECURITIES AND EXCHANGE COMMISSION 

WASHINGTON, D C 20549 

FORM IO-Q 
(Mark One) 

B QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934 
For the quarterly period ended March 3 1,2009 Or 

0 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934 
For the transition period from to 

Commission file number 1-1232 

DUKE ENERGY OHIO, INC. 
(Exact Name of Registrant as Specified in its Charter) 

Ohio 
(State or Other Jurisdiction of Incorporation) 

139 East Fourth Street 
Cincinnati, OH 

(Address of Principal Executive Offices) 

31-0240030 
(IRS Employer Identification No ) 

45202 
(Zip code) 

704-594-6200 
(Registrant's telephone number, including area code) 

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934 during the preceding 12 
months (or for such shorter period that the registrants were required to file such reports), and (2) has been subject to such filing requirements for the past 90 days YesB N o 0  

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data File required to be submitted and 
posted pursuant to Rule 405 of Regulation S-T (9232 405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required to submit 
and post such files) Yes 0 No 0 

Indicate by check mark whether the registrant is a large accelerated filer. an accelerated filer, a non-accelerated filer, or a smaller reporting company See the definitions of 
"large accelerated filer," "accelerated filer" and "smaller reporting company" in Rule 12b-2 of the Exchange Act (Check one): 

Large accelerated filer 0 
Non-accelerated filer El 

(Do not check if a smaller reporting company) 

Accelerated fi ler0 
Smaller reporting company 0 

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Securities Exchange Act of 1934) 
Yes0 Nom 

All of the registrant's common stock is indirectly owned by Duke Energy Corporation (File No 1-32853) which is a reporting company under the Securities Exchange Act of 
1934, as amended 

The registrant meets the conditions set forth in General Instructions H( l)(a) and (b) of Form 1 0 4  and is therefore filing this form with the reduced disclosure format specified in 
General Instructions H(2) of Form 10-Q 

Source Duke Energy Ohio, In, 10-0, May 13, 2009 
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3 
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34 

35 

35 

36 

37 

This document 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-looking statements are based on management's beliefs and assumptions. These forward-looking statements are identified by terms and phrases such as 
"anticipate," "believe," "intend," "estimate." expect,'' "continue," "should," "could," "may," "plan," "project," "predict," "will." "potential," "forecast," "target," and similar expressions. 
Forward-looking statements involve risks and uncertainties that may cause actual results to be materially different from the results predicted Factors that could cause actual 
results to differ materially from those indicated in any forward-looking statement include, but are not limited lo: 

- State and federal legislative and regulatory initiatives, including costs of compliance with existing and future environmental requirements; 

State and federal legislative and regulatory initiatives and rulings that affect cost and investment recovery or have an impact on rate structures; 

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

* Industrial. commercial and residential growth or decline in Duke Energy Ohio, Inc 's (Duke Energy Ohio) service territories, customer base or customer usage patterns; 

Additional competition in electric markets and continued industry consolidation; 

. The influence of weather and other natural phenomena on Duke Energy Ohio's operations, including the economic, operational and other effects of storms, hurricanes, 
droughts and tornados; 

The timing and extent of changes in commodity prices and interest rates; 

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

- The performance of electric generation facilities. 

. The results of financing efforts, including Duke Energy Ohio's ability to obtain financing on favorable terms, which can be affected by various factors. including Duke 
Energy Ohio's credit ratings and general economic conditions; 

Declines in the market prices of equity securities and resultant cash funding requirements of Duke Energy Ohio for Cinergy Corp 's defined benefit pension plans; - 
* The level of credit worthiness of counterparties to Duke Energy Ohio's transactions; 

* Employee workforce factors. including the potential inability to attract and retain key personnel; 

- Growth in opportunities for Duke Energy Ohio's business units, including the timing and success of efforts to develop domestic power and other projects; and 

* 

In light of these risks, uncertainties and assumptions. the events described in the forward-looking statements might not occur or might occur to a different extent or at a 

The effect of accounting pronouncements issued periodlcally by accounting standard-setting bodies 

different time than Duke Energy Ohio has described Duke Energy Ohio undertakes no obligation to publicly update or revise any forward-looking statements. whether as a 
result of new information, future events or otherwise 

Source Duke Energy Ohio, In, 1042, May 13, 2009 
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DUKE ENERGY OHIO, INC 
CONSOLIDATED STATEMENTS OF OPERATIONS 

(Unaudited) 
(In millions) 

Item 1. Financial Statements. 

See Notes to Unaudited Consolidated Financial Statements 

3 

Source: Duke Energy Ohio. In, 10-Q, May 13, 2009 
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PART I 

DUKE ENERGY OHIO INC 
CONSOLIDATED BALANCE SHEETS 

(Unaudited) 
(In millions) 

March 31 ~ December 31, 
2009 2008 

ASSETS ' I ' 1 1 i 
r,lrront n r r n t r  
" Y . . ~ - I I . , . = ~ F L 3  

1 Cash and cash equivalents 
Receivables (net of allowance for doubtful accounts of $17 at March 31 2009 

' $ 261 K---]--27 

and $18 at December 3 I ,  2008) 533 303 

- - , - T--F;& -^__ 51 

1 m  897 

10 10 Restricted funds held in trust 
:- GjcdGlr - -- 1 I_ ! 2.3@ _I 1-r-m; 

lntangiblesLnet -356- __ 403 

Other 54 

r -7j%e_ntory i I -28q -_r:--izg 
I T 3 3 6  

Investments and Other Assets 1 -i i - -1- l---U 

r -UhYGalized gains on mark-to-market and hedging transactions , I - - ! - -  171 IX-:~ 

~ cost __ L 110,~03: - !  l iO;04Ti  

Net property, plant and equipment -_. I 7,7621 , 1 7,7701 

__ I  ~ 241- -LJLL~ 

UnrealEed gains on mark-to-market and hedging transactions 
- - -  -O!hG 

Total curre7assets 

I x _ _  ____  

I Total investments and other assets -" "I_- -. ---- I ' 2,827~ I 1 2.843 
Property, Plant and Equipment 

Less a<cum$akd depreciatlon and amortization 2,341 2,277 
I 

Regulatory Assets and Deferred Debits 
1- Deferred deb! expense 

' Other 
Total regulatory assets and deferred debits 616 577 

1 Total Assets d 112~L92 $ 112,089 

Regulatory assets related to income taxes 105 103 
1 I 4871 1 I -4511 

See Notes to Unaudited Consolidated Financial Statements 
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DUKE ENERGY OHIO, INC 
CONSOLIDATED BALANCE SHEETS-(Continued) 

(llnaudited) 
(In millions, except share and per-share amounts) 

March 3 1. December 3 1 .  
2009 2008 

LlABLLlTlES AND COMMON STOCKHOLDER'S EQUITY ' I  i _ _ _ L  1 1  

279- 343 
[ -T%E>?JLued __  __.I 

, 1001 j --i -93; 

Current Liabilities 
1- Accounts payable $ 347 f - J --5fl]i 

128 1 1- --]-723 
j Current mat@tiesof long-tefm debt I 27 ] ----2Tl 

Notes Pay* - - - 

Interest accrued 20 24 

UnrealizzLl_oszKson mark-to-market and hedging transactions 36 n2 __ 
I_ -- 1 Other 

Long-term Debt I 2,304 I I I 1,856 1 
Deferred Credits and Other Liabilities 
[ Dserred i n c m g  @e:-- I I 1,630 - 1  ---1-<61q 

- 

1 AgFcuecipe_?_sion a?@ other p2bIetirement benefit costs I 2861 1 1 -.$Oq 
, - -A~s_e-t- 

Total current liabilities 937 1,179 

! I  

Investment tax-credits 13 14_ 

,- retir_e_meltt__obligations 341 I rYTa 
Total deferred credits and other liabilitiesn-7- i 2.287/-___L_-- I 2,384' ~ 

Unrealized losses on mark-to-market and hedging transactions 14 15 

OfiGr 310 297 

- - -- 

Commitments and Contingencies 

C o m m o n S ~ o c ~ ~ l d ~ ~ E q u i t y -  I I I - 1 r - u  
Common Stock, $8 50 par value, 120,000,000 shares authorized, 89,663,086 shares outstanding at March 31, 2009 and 

762 

RetainEd earnmgs 466 381 

Total common stockholder's equity 6,764 6,670 

_ _ _  ___- December 31,2008 762 
c-&%E?naI paid-incaptal 5.570 1 I I j,S_ZJ 
L m  Accumulated other comprehensive loss -- "_ " (34N ]--rim 
1 Total Liabilities and Common Stockholder's Equity $ 12.292 I f j12.089_] 

See Notes to Unaudiled Consolidated Financial Statements 
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DUKE ENERGY OHIO, INC 
CONSOLIDATED STATEMENTS OF CASH FLOWS 

(Unaudited) 
(In millions) 

Three Months Ended 

March 31, 

2009 2008 

,GASH FLOWS FROM OPERATING ACTlVITIES- __ _ _  I l _ i  
1 Adjust6ents to reccjEcje_net;n<omej% net cash Tused mprovided by operating actihies I 1 1  

I - Gains on sales of other assets and other - -- - (4) 

Net income $ 85 $ 1E3' 

104 100 DepEciation andamoAization__ - .._ __ 

1 I -6 
~ 2;,- - - Deferred income taxes 

L - A c s e d  penS'on_andot_h_eLpp_st-re!irement benefit costs ___ _ _  Contrtbbtionsto qiLil!&ed p p F & n n _ s _ -  - ___ 

Supplemental Disclosures --I - -  - --- - - _  
Significant non-cash transactions: 

I 

1 Accrued capital expenditures $ 55 $ 39 

See Notes to Unaudited Consolidated Financial Statements 
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DUKE ENERGY OHIO, INC 
CONSOLIDATED STATEMENTS OF COMMON STOCKHOLDER'S EQUITY AND COMPREHENSIVE INCOME 

(Unaudited) 
(In millions) 

Accumulated Other Comprehensive 
Income (Loss) 

Pension and 
OPEB 

Net Gains Related 
Additional (Losses) on Adjustments 

Common Paid in Retained Cash Flow to 
Stock Ca ita1 Earnings Hedges AOCl Total -_ -_ 

Balance at December 31,2007 iF I 7 6 2  $ 5:570,-_-$ I2270 $ (32) I $ I _..L $ 6,534 
I - 133 - - 133 

2 

-- 
1 :  

__ 1 1  ' I  
2 - -I-- -1 Cash flow hedgeda) - _. 

Net income --r --,-! -- -,- 1 -Other comprehensive income-- - 

I I  I 1  1 i 94 - Total compEhensGe i n z m e  --::-- I - - i - l l l - - T  I I -  I I ~ - _ -  
Balance at March 31,2009 $ 762 $ 5,570 $ 466 $ (6) $ (28) $ 6,764 
-- 

(a) Ne! of $4 !ax expense in 2009 and $ 1  tax expense in 2008 

See Notes to Unaudited Consolidated Financial Statements 
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DUKE ENERGY OHIO, INC 
Notes To Unaudited Consolidated Financial Statements 

1. Basis of Presentation 

Cinergy Corp (Cinergy) Cinergy is a wholly-owned subsidiary of Duke Energy Corporation (Duke Energy) Duke Energy Ohio is a combination electric and gas public utility 
company that provides service in the southwestern portion of Ohio and through its wholly-owned subsidiary, Duke Energy Kentucky, Inc (Duke Energy Kentucky), in nearby 
areas of Kentucky. as well as unregulated electric generation in parts of Ohio, Illinois, Indiana and Pennsylvania Duke Energy Ohio's principal lines of business include 
generation, transmission and distribution of electricity, the sale of andlor transportation of natural gas, and energy marketing Duke Energy Kentucky's principal lines of 
business include generation, transmission and distribution of electricity as well as the sale of andlor transportation of natural gas Except where separately noted, references to 
Duke Energy Ohio herein relate to the consolidated operations of Duke Energy Ohio, including Duke Energy Kentucky These Unaudited Consolidated Financial Statements 
include, after eliminating intercompany transactions and balances, the accounts of Duke Energy Ohio and all majority-owned subsidiaries where Duke Energy Ohio has control, 
as well as Duke Energy Ohio's proportionate share of certain generation and transmission facilities in Ohio, Kentucky and Indiana 

These Unaudited Consolidated Financial Statements have been prepared in accordance with generally accepted accounting principles (GAAP) in the United States of 
America (U S ) for  interim financial information and with the instructions to Form 10-Q and Regulation S-X. Accordingly, these Unaudited Consolidated Financial Statements do 
not include all of the information and notes required by GAAP in the U S  for annual financial statements. Because the interim Unaudited Consolidated Financial Statements 
and Notes do not include all of the information and notes required by GAAP in the U S for annual financial statements, the Unaudited Consolidated Financial Statements and 
other information included in this quarterly report should be read in conjunction with the Consolidated Financial Statements and Notes in Duke Energy Ohio's Form 10-K for the 
year ended December 31,2008 

These Unaudited Consolidated Financial Statements reflect all normal recurring adjustments that are, in the opinion of management, necessary to fairly present Duke 
Energy Ohio's financial position and results of operations Amounts reported in the interim Unaudited Consolidated Statements of Operations are not necessarily indicative of 
amounts expected for the respective annual periods due to the effects of seasonal temperature variations on energy consumption, regulatory rulings, the timing of maintenance 
on electric generating units, changes in mark-to-market valuations, changing commodity prices and other factors 

Use of Estimates. To conform to GAAP in the U S , management makes estimates and assumptions that affect the amounts reported in the Unaudited Consolidated 
Financial Statements and Notes Although these estimates are based on management's best available information at the time, actual results could differ 

Unbilled Revenue. Revenues on sales of electricity and gas are recognized when either the sewice is provided or the product is delivered Unbilled retail revenues are 
estimated by applying an average revenue per kilowatt-hour or per thousand cubic feet (Md) for all customer classes to the number of estimated kilowatt-hours or Mds  
delivered but not billed Unbilled wholesale energy revenues are calculated by applying the contractual rate per megawatt hour (MWh) to the number of estimated MWh 
delivered, but not yet billed Unbilled wholesale demand revenues are calculated by applying the contractual rate per megawatt (MW) to the MW volume not yet billed The 
amount of unbilled revenues can vary significantly from period to period as a result of factors, including seasonality, weather, customer usage patterns and customer mix 
Unbilled revenues, which are primarily recorded as Receivables on the Consolidated Balance Sheets, primarily relate to wholesale sales at Commercial Power and were 
approximately $45 million and $41 million, at March 31, 2009 and December 31, 2008, respectively Additionally, Duke Energy Ohio and Duke Energy Kentucky sell, on a 
revolving basis, nearly all of their retail and wholesale accounts receivable and related collections to Cinergy Receivables Company, LLC (Cinergy Receivables), a bankruptcy 
remote, special purpose entity that is a wholly-owned limited liability company of Cinergy The securitization transaction was structured to meet the criteria for sale treatment 
under Financial Accounting Standards Board (FASB) Statement of Financial Accounting Standards (SFAS) No 140, "Accounting for Transfers and Servicing of Financial 
Assets and Extinguishments of Liabilities-a replacement of FASB Statement No 725' (SFAS No 140), and, accordingly, the transfers of receivables are accounted for as sales 
Receivables for unbilled revenues of approximately $92 million and $149 million at March 31, 2009 and December 31, 2008, respectively, related to retail and wholesale 
accounts receivable at Duke Energy Ohio and Duke Energy Kentucky were included in the sales of accounts receivable to Cinergy Receivables 

Other Regulatory Assets and Deferred Debits. The state of Ohio passed comprehensive electric deregulation legislation in 1999, and in 2000, the Public Utilities 
Commission of Ohio (PUCO) approved a stipulation agreement relating to Duke Energy Ohio's transition plan creating a Regulatory Transition Charge (RTC) designed to 
recover Duke Energy Ohio's generation-related regulatory assets and transition costs over a ten-year period beginning January 1 .  2001 and ending December 2010 
Accordingly, application of SFAS No 7 1, 

Nature of Operations and Basis of Consolidation. Duke Energy Ohio, Inc (Duke Energy Ohio), an Ohio corporation organized in 1837, is a wholly-owned subsidiary of 
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DUKE ENERGY OHIO, INC 
Notes To Unaudited Consolidated Financial Statements-(Continued) 

"Accounting for Certain Types of Regulation" (SFAS No 71). was discontinued for the generation portion of Duke Energy Ohio's business at that time (see below for 
subsequent reapplication of SFAS No 71 to certain portions of Commercial Power's business) Duke Energy Ohio has a RTC related regulatory asset balance of approximately 
$123 million and $138 million as of March 31, 2009 and December 31, 2008, respectively, which is classified in Other within Regulatory Assets and Deferred Debits on the 
Consolidated Balance Sheets 

Reapplication of SFAS No. 71 t o  Portions of Generation in Ohio. Duke Energy Ohio's generation operations within its Commercial Power business segment (see Note 
2) include generation assets located in Ohio that are dedicated to serve Ohio native load customers These assets, as excess capacity allows, also generate revenues through 
sales outside the native load customer base, and such revenue is termed non-native 

Prior to December 17, 2008, Duke Energy Ohio's Commercial Power business segment did not apply the provisions of SFAS No 71 due to the comprehensive electric 
deregulation legislation passed by the state of Ohio in 1999 As described further below, effective December 17. 2008, the PUCO approved Duke Energy Ohio's Electric 
Security Plan (ESP), which resulted in the reapplication of SFAS No 71 to certain portions of Commercial Power's operations as of that date 

plan (RSP), which was a market-based standard service offer Although the RSP contained certain trackers that enhanced the potential for cost recovery, there was no 
assurance of stranded cost recovery upon the expiration of the RSP on December 31, 2008 since it was initially anticipated that, upon the expiration of the RSP, there would be 
a move to full competitive markets Accordingly, Duke Energy Ohio's Commercial Power business segment did not apply the provisions of SFAS No 71 to any of its generation 
operations prior to December 17, 2008 As discussed further in Note I O .  in April 2008. new legislation (SB 221) was passed in Ohio and signed by the Governor of Ohio on 
May 1.  2008 The new law codified the PUCQ's authority to approve an electric utility's standard service offer either through an ESP or a Market Rate Option (MRO) The MRO 
is a price determined through a competitive bidding process On July 31, 2008, Duke Energy Ohio filed an ESP, and with certain amendments, the ESP was approved by the 
PUCO on December 17, 2008 The ESP became effective on .January 1,2009 

In connection with the approval of the ESP, Duke Energy Ohio reassessed the applicability of SFAS No 71 to Commercial Power's generation operations as SB 221 
substantially increased the PUCO's oversight authority over generation in the state of Ohio, including giving the PUCO complete approval of generation rates and the 
establishment of an earnings test to determine if a utility has earned significantly excessive earnings Duke Energy Ohio determined that certain costs and related rates (riders) 
of Commercial Power's operations related to generation serving native load meet the criteria established by SFAS No 7 1 for regulatory accounting treatment as SB 22 1 and 
Duke Energy Ohio's approved ESP solidified the automatic recovery of certain costs of its generation serving native load within its Commercial Power business segment and 
increased the likelihood that Commercial Power's operations will remain under a cost recovery model for certain costs for the foreseeable future 

Under the ESP, Duke Energy Ohio bills for its native load generation via numerous riders SB 221 and the ESP resulted in the approval of the automatic recovery of 
certain of these riders, which includes. but is not limited to, a price-to-compare fuel and purchased power rider and certain portions of a price-to-compare cost of environmental 
compliance rider Accordingly, Duke Energy Ohio's Commercial Power business segment began applying SFAS No. 71 to the corresponding RSP riders granting automatic 
recovery under the ESP on December 17, 2008 The remaining portions of Commercial Power's native load generation operations, revenues from which are reflected in rate 
riders for which the ESP does not specifically allow automatic cost recovery, as well as all generation operations associated with non-native customers, including Commercial 
Power's Midwest gas-fired generation assets, continue to not apply regulatory accounting as those operations do not meet the criteria of SFAS No 71 Moreover, generation 
remains a competitive market in Ohio and native load customers continue to have the ability to switch to alternative suppliers for their electric generation service As customers 
switch, there is a risk that some or all of the regulatory assets will not be recovered through the established riders Duke Energy Ohio will continue to monitor the amount of 
native load customers that have switched to alternative suppliers when assessing the recoverability of its regulatory assets established for its native load generation operations 
within its Commercial Power business segment 

Despite certain portions of the Ohio native load operations not being subject to the accounting provisions of SFAS No. 71, all of Duke Energy Ohio's native load 
operations' rates are subject to approval by the PUCO. and thus these operations are referred to herein as Duke Energy Ohio's regulated operations Accordingly, beginning 
January I, 2009, these revenues and corresponding fuel and purchased power expenses are recorded in Regulated Electric within Operating Revenues and Fuel Used in 
Electric Generation and Purchased Power-Regulated within Operating Expenses, respectively, on the Consolidated Statements of Operations 

From January 1, 2005 through December 31, 2008. Duke Energy Ohio, including its Commercial Power business segment, had been operating under a rate stabilization 
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DUKE ENERGY OHIO, INC 
Notes To Unaudited Consolidated Financial Statements-(Continued) 

2. Business Segments 

of an Enterprise and Related Information": Franchised Electric and Gas and Commercial Power Duke Energy Ohio's management believes these reportable business 
segments properly align the various operations of Duke Energy Ohio with how the chief operating decision maker views the business. Duke Energy Ohio's chief operating 
decision maker regularly reviews financial information about each of these reportable business segments in deciding how to allocate resources and evaluate performance. 
There is no aggregation within Duke Energy Ohio's defined business segments 

Franchised Electric and Gas generates, transmits, distributes and sells electricity in southwestern Ohio and northern Kentucky and transports and sells natural gas in 
southwestern Ohio and northern Kentucky. It conducts operations primarily through Duke Energy Ohio and Duke Energy Kentucky. These electric and gas operations are 
subject to the rules and regulations of the Federal Energy Regulatory Commission (FERC), the PUCO and the Kentucky Public Service Commission (KPSC) Substantially all of 
Franchised Electric and Gas' operations are regulated and, accordingly, these operations are accounted for under the provisions of SFAS No 7 1 

Commercial Power owns, operates and manages power plants and engages in the wholesale marketing and procurement of electric power, fuel and emission allowances 
related to these plants, as well as other contractual positions. Commercial Power's asset portfolio comprises approximately 7,550 net MW and its generation assets consist of a 
diversified fuel mix with baseload and mid-merit coal-fired units, as well as combined cycle and peaking natural gas-fired units. Commercial Power's portfolio includes the five 
Midwestern gas-fired generation assets that were transferred from Duke Energy in 2006 Through December 31, 2008, most of the generation asset output in Ohio was 
contracted through the RSP (see Note 10). Effective January 1. 2009, Commercial Power began operating under an ESP, which expires on December 31, 201 1. As a result of 
the approval of the ESP, certain of Commercial Power's operations reapplied the provisions of SFAS No 71 effective December 17, 2008. See Notes 1 and 10 for a discussion 
of the reapplication of the provisions of SFAS No. 71 to certain of Commercial Power's operations, as well as for further discussion related to the RSP and ESP 

The remainder of Duke Energy Ohio's operations is presented as Other While il is not considered a business segment, Other primarily includes certain allocated 
governance costs (see Note 8). 

Duke Energy Ohio's reportable business segments offer different products and services or operate under different competitive environments and are managed separately 
as business units. Accounting policies for Duke Energy Ohio's segments are the same as those described in the Notes to the Consolidated Financial Statements in Duke 
Energy Ohio's Annual Report on Form 10-K for the year ended December 31,2008 Management evaluates segment performance based on earnings before interest and taxes 
from continuing operations (EBIT) On a segment basis, EBIT excludes discontinued operations and represents all profits from continuing operations (both operating and 
non-operating and excluding corporate governance costs) before deducting interest and taxes 

are excluded from the segments' EBIT 

Duke Energy Ohio operates the following business segments, which are all considered reportable business segments under SFAS No. 131, "Disclosures about Segments 

Cash, cash equivalents, and short-term investments, if any, are managed centrally by Cinergy and Duke Energy, so the interest and dividend income on those balances 
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Notes To Unaudited Consolidated Financial Statements-(Continued) 

Segment €BIT/ 
Consolidated Income Depreciation 

Unaffiliated Before Income and 
Revenues'"' Taxes Amortization 

--____ ...... ! 
oihe.r. ... otal reportable ..... segments _ _ _ ~ _  . .:--I I_ .__ir:: ........... .I .......... I_.-. . -1 7?Ll..._- I I 10% 
.................. ._..-.__-._____ ~ ~ . . . ~  ~ , . ~ . . .  ........................ (??I. 
i-'-+ 

!nlereg!.expEnse. .... .......... .............. ..:. . . . . . . . . . . . . . . . . . . . . . .  I . . . .  I"-: _(35I.! ......... I - l I I 3  
- - .... 

- 3 Interest income and other - 

~ ............ ~ . .  ...... .................................... ,. ... ~- 
TO!~!_EEOLWC. . . . . . . . . . . . . . . . . . . . .  P .. s ...... 1.11. -206, ! . . . .  3 m 

(a) 

Segment Assets 

There were no intersegment revenues for the three months ended March 31, 2009 and 2008 

March 31, December 31, 
2009 2008 

~. 

(in mi l l ioty)  
_ p  1 5,857; 

6 , 2 8  

_ _ - _ - - ___ 
$ ~ 6,028 ' Franchised Elegnc and Gas I __ - - - -  

Commercial Power 6,459 

3. Sales of Other Assets 

pre-tax gains of approximately $4 million and $13 million, respectively, recorded in Gains on Sales of Other Assets and Other, net on the Consolidated Statements of 
Operations These amounts primarily relate to Commercial Power's sales of emission allowances 

For the three months ended March 31, 2009 and 2008, the sale of other assets resulted in proceeds of approximately $5 million and $16 million. respectively, and net 
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Notes To Unaudited Consolidated Financial Statements-(Continued) 

4. Inventory 
Inventory consists primarily of coal held for electric generation and materials and supplies and is recorded primarily using the average cost method Inventory related to 

Duke Energy Ohio's regulated operations is valued at historical cost consistent with ratemaking treatment Materials and supplies are recorded as inventory when purchased 
and subsequently charged to expense or capitalized to plant when installed. Inventory related to Duke Energy Ohio's non-regulated operations is valued at the lower of cost or 
market 

March 31, December 31, 
2009 2008 

. .  Tot-ai . . .  ..-_I__-_._ ,. ~ . . . .  - .................. ~~.l.ab' 
. .  _. . . . . .  . . . . . . . . . . .  rs ... 1 1% . . . .  I 

Effective November 1. 2008, Duke Energy Ohio and Duke Energy Kentucky executed agreements with a third party to transfer title of natural gas inventory purchased by 
Duke Energy Ohio and Duke Energy Kentucky to the third party Under the agreements, the gas inventory will be stored and managed for Duke Energy Ohio and Duke Energy 
Kentucky and will be delivered on demand. The gas storage agreements will expire on October 31, 2009. unless extended by the third party for an additional 12 months As a 
result of the agreements, the combined natural gas inventory of approximately $18 million and $81 million being held by a third party as of March 31. 2009 and December 31, 
2008, respectively, has been classified as Other within Current Assets on the Consolidated Balance Sheets 

5. Debt and Credit Facilities 

of 5 45% and mature April 1, 201 9 Proceeds from this issuance will be used to repay short-term notes and for general corporate purposes, including funding capital 
expenditures. 

Money Pool. Duke Energy Ohio and its wholly-owned subsidiary, Duke Energy Kentucky, receive support for their short-term borrowing needs through their participation 
with Duke Energy and other Duke Energy subsidiaries in a money pool arrangement. Under this arrangement, those companies with short-term funds may provide short-term 
loans to affiliates participating under this arrangement. The money pool is structured such that Duke Energy Ohio and Duke Energy Kentucky separately manage their cash 
needs and working capital requirements Accordingly, there is no net settlement of receivables and payables of Duke Energy Ohio and Duke Energy Kentucky, as each of these 
entities independently participate in the money pool. As of March 31, 2009, Duke Energy Ohio and Duke Energy Kentucky had combined net receivables of approximately $243 
million, which is classified within Receivables in the accompanying Consolidated Balance Sheets. As of December 31, 2008, Duke Energy Ohio and Duke Energy Kentucky had 
combined net borrowings of approximately $63 million, which is classified within Notes Payable in the accompanying Consolidated Balance Sheets The $243 million increase 
in receivables during the three months ended March 31. 2009 is reflected in Notes due from affiliate, net within Net cash used in investing activities on the Consolidated 
Statements of Cash Flows In addition, the $63 million decrease in payables during the three months ended March 31, 2009 is reflected in Notes payable to affiliate, net within 
Net cash provided by (used in) financing activities on the Consolidated Statements of Cash Flows. 

Available Credit Facilities and Capacity Utilized Under Available Credit Facilities. The total credit facility capacity under Duke Energy's master credit facility is 
approximately $3 14 billion Duke Energy has the unilateral ability under the master credit facility to increase or decrease the borrowing sub limits of each borrower, subject to 
maximum cap limitation, at any time At March 31, 2009, Duke Energy Ohio and Duke Energy Kentucky had borrowing sub limits under Duke Energy's master credit facility of 
$650 million and $100 million, respectively. The amount available to Duke Energy Ohio and Duke Energy Kentucky under their sub limits to Duke Energy's master credit facility 
has been reduced by drawdowns of cash, borrowings through the money pool arrangement, and the use of the master credit facility to backstop issuances of letters of credit 
and pollution control bonds, as discussed below. 

$750 million under Duke Energy's master credit facility, of which Duke Energy Ohio's and Duke Energy Kentucky's portions are approximately $279 million and $74 million, 
respectively The loans, which are revolving credit loans, bear interest at one-month London Interbank Offered Rate (LIBOR) plus an applicable spread ranging from 19 to 24 
basis points and are due in 

First and Refunding Mortgage Bonds. In March 2009, Duke Energy Ohio issued $450 million principal amount of first mortgage bonds, which carry a fixed interest rate 

At March 31, 2009, Duke Energy and its wholly-owned subsidiaries, including Duke Energy Ohio and Duke Energy Kentucky, had outstanding borrowings of approximately 
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September 2009; however, Duke Energy Ohio and Duke Energy Kentucky have the ability under the master credit facility to renew the loan up through the date the master 
credit facility matures, which is in June 2012 As Duke Energy Kentucky has the intent and ability to refinance this obligation on a long-term basis, either through renewal of the 
terms of the loan through the master credit facility, which has non-cancelable terms in excess of one-year, or through issuance of long-term debt to replace the amounts drawn 
under the master credit facility, Duke Energy Kentucky's borrowing is reflected as Long-Term Debt on the Consolidated Balance Sheets at March 31, 2009. Since Duke Energy 
Ohio does not have the intent to refinance these obligations on a long-term basis, Duke Energy Ohio's borrowing is reflected in Notes Payable within Current Liabilities on the 
Consolidated Balance Sheets at March 31, 2009 These borrowings reduce Duke Energy Ohio's and Duke Energy Kentucky's available credit capacity under Duke Energy's 
Master Credit Facility, as discussed above 

as Long-Term Debt on the Consolidated Balance Sheets due to Duke Energy Ohio's intent and ability to utilize such borrowings as long-term financing Duke Energy's credit 
facilities with non-cancelable terms in excess of one year as of the balance sheet date give Duke Energy Ohio the ability to refinance these short-term obligations on a 
long-term basis Of the $146 million of pollution control bonds outstanding at March 31, 2009, approximately $84 million were backstopped by Duke Energy's master credit 
facility, with the remaining balance backstopped by other specific credit facilities separate from the master credit facility 

Restrictive Debt Covenants. Duke Energy's debt and credit agreement contains various financial and other covenants. Duke Energy Ohio's debt agreements also 
contain various financial and other covenants Failure to meet these covenants beyond applicable grace periods could result in accelerated due dates andlor termination of the 
agreements As of March 31, 2009, Duke Energy, Duke Energy Ohio and Duke Energy Kentucky were in compliance with all covenants that would impact Duke Energy Ohio's 
or Duke Energy Kentucky's ability to borrow funds under the debt and credit facilities In addition, some credit agreements may allow for acceleration of payments or termination 
of the agreements due to nonpayment, or the acceleration of other significant indebtedness of the borrower or some of its subsidiaries. None of the debt or credit agreements 
contain material adverse change clauses 

6. Employee Benefit Obligations 

post-retirement benefit plans represents the allocated cost of the respective pension plan for the periods presented. However, portions of the net periodic pension cost 
discussed below have been capitalized as a component of property, plant and equipment. Duke Energy Ohio's net periodic benefit costs as allocated by Cinergy were as 
follows: 

At both March 31, 2009 and December 31, 2008, approximately $146 million of certain pollution control bonds, which are short-term obligations by nature, were classified 

Duke Energy Ohio participates in pension and other post-retirement benefit plans sponsored by Cinergy. Net periodic pension cost discussed below for qualified and other 

Three Months Ended 
March 31, 

2009 

Three Months Ended 
March 31, 

2008 

(a) These amounts exclude approximately $1 million of regulatory asset amortization resulting from purchase accounting adjustments in connection with Duke Energy's 
merger with Cinergy in April 2006 for each of the three months ended March 31, 2009 and 2008. 

These amounts exdude approximately $ 1  million and an insignificant amount of regulatory asset amortization resulting from purchase accounting adjustments in 
connection with Duke Energy's merger with Cinergy in April 2006 for the three months ended March 31, 2009 and 2008, respectively 
Duke Energy's policy is to fund amounts for its U S qualified pension plans on an actuarial basis to provide assets sufficient to meet benefit payments to be paid to plan 

participants In February 2009, Duke Energy Ohio made a cash contribution of approximately $143 million, which represented its proportionate share of an approximate $500 
million total contribution to Cinergy's and Duke Energy's qualified pension plans. Duke Energy did not make contributions to the legacy Cinergy qualified or non-qualified 
pension plans during the three months ended March 31, 2008 Duke Energy does not anticipate making additional contributions to the legacy Cinergy qualified or non-qualified 
pension plans during the remainder of 2009 Cinergy also sponsors employee savings plans that cover substantially all employees. Duke Energy Ohio expensed pretax 
employer matching contributions of approximately $1 million for each of the three months ended March 31, 2009 and 2008 

(b) 
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7. Goodwill and Intangibles 
Goodwill 

in the Commercial Power segment and approximately $1.154 million was reflected in the Franchised Electric and Gas segment 
The carrying amount of goodwill as of both March 31, 2009 and December 31, 2008 was approximately $2,360 million. of which approximately $1,206 million was reflected 

Intangible Assets 
The carrying amount and accumulated amortization of intangible assets as of March 31, 2009 and December 3 1 .  2008 are as follows: 

March 31, December 31, 

2009 2008 

- - __ - ___________ __ _. - ~ - - ~ ~ ~ ~  i'EEE!??L __ - 

I i - - i F ; # 7 l  - l T f F  

Emission allowances - _ ____ ___ - I __ - . ~ i - - - ~ 2 3 9 ~ 1  
27 1 27 1 Gas, coal and power contracts - ~~ 

Other rlr-:$-7 _:n 
Total gross carrying amount - I x J 3 0 - 4 i l - r r X T ? ~ T l  

Accumulated amortization-other (5) 

- __-_________ ~ 

-- 
- ~ 

hccumulated amortization-gas, coal and power contracts 

- T -- , -7-732231 - -1 ---1-7116)1 

3 W [  3 - - - 1 7 0 3 ?  Total intangible assets, net - _ _ _  - - - _ _ - - i ~ ~  

__ ___ 
- ____ Total accumulated amortization 

__ -- - ___ _ _ _  - 
Emission allowances in the table above include emission allowances which were recorded at the then fair value on the date of Duke Energy's merger with Cinergy in Apnl 

2006 and emission allowances purchased by Duke Energy Ohio Additionally, Duke Energy Ohio is allocated certain zero cost emission allowances on an annual basis The 
change in the gross carrying value of emission allowances dunng the three months ended March 31,2009 IS as follows 

(a) Carrying values of emission allowances are recognized via a charge to expense when consumed Carrying values of emission allowances sold or consumed during the 
three months ended March 3 1 ,  2008 was approximately $16 million 

(b) 

million 

See Note 3 for a discussion of gains and losses on sales of emission allowances by Commercial Power during the three months ended March 31, 2009 and 2008. 
Amortization expense for gas. coal and power contracts and other intangible assets for both the three months ended March 31, 2009 and 2008 was approximately $6 

Intangible Liabilities 
In connection with the Duke Energy and Cinergy merger, Duke Energy Ohio recorded an intangible liability of approximately $113 million associated with the RSP in Ohio, 

which was recognized in earnings over the regulatory period that ended on December 3 1, 2008 This liability became fully amortized in the fourth quarter of 2008. Duke Energy 
Ohio also recorded approximately $56 million of intangible liabilities associated with other power sale contracts in connection with the Duke Energy and Cinergy merger. The 
carrying amount of these intangible liabilities associated with other power sale contracts was approximately $15 million and $16 million at March 31, 2009 and December 3 1. 
2008. respectively During the three months ended March 31. 2009 and 2008, Duke Energy Ohio amortized approximately $1 million and $18 million, respectively. to income 
related to these intangible liabilities Intangible liabilities are classified as Other within Deferred Credits and Other Liabilities on the Consolidated Balance Sheets 
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8. Related Party Transactions 

regulations Balances due to or due from related parties included in the Consolidated Balance Sheets as of March 31, 2009 and December 31, 2008 are as follows 
Duke Energy Ohio engages in related party transactions, which are generally performed at cost and in accordance with the applicable state and federal commtsston 

Balances exclude assets or liabilities associated with accrued pension and other post-retirement benefits. Cinergy Receivables and money pool arrangements as 
discussed below 

Of the balance at March 31, 2009, approximately $38 million is classified as Receivables, approximately $2 million is classified as Unrealized gains on mark-to-market and 
hedging transactions within Current Assets and approximately $12 million is classified as Other within Current Assets Of the balance at December 31, 2008, 
approximately $18 million is classified as Receivables, approximately $2 million is classified as (Jnrealized gains on mark-tomarket and hedging transactions within 
Current Assets and approximately $35 million is classified as Other within Current Assets on the Consolidated Balance Sheets 

The balances at March 31, 2009 and December 31, 2008 are classified as Unrealized gains on mark-to-market and hedging transactions within Investments and Other 
Assets on the Consolidated Balance Sheets 

Of the balance at March 31, 2009, approximately $(56) million is classified as Accounts payable, approximately $(3) million is classified as Taxes accrued and 
approximately $(4) million is classified as Unrealized losses on mark-to-market and hedging transactions within Current Liabilities on the Consolidated Balance Sheets. Of 
the balance at December 31, 2008, approximately $( 133) million is classified as Accounts payable, approximately $(2) million is classified as Taxes accrued and 
approximately $43) million is classified as Unrealized losses on mark-to-market and hedging transactions within Current Liabilities on the Consolidated Balance Sheets 

The balances at March 31, 2009 and December 31, 2008 are classified as Unrealized losses on mark-to-market and hedging transactions within Deferred Credits and 
Other Liabilities on the Consolidated Balance Sheets 

Of the balance at March 31, 2009, approximately $( 1,595) million is classified as Deferred income taxes and approximately $49 million is classified as Other within Current 
Assets on the Consolidated Balance Sheets Of the balance at December 31, 2008, approximately $(1,580) million is classified as Deferred income taxes and 
approximately $61 million is classified as Other within Current Assets on the Consolidated Balance Sheets 
Duke Energy Ohio is charged its proportionate share of corporate governance and other costs by an unconsolidated affiliate that is a consolidated affiliate of Duke Energy. 

Corporate governance and other shared services costs are primarily related to human resources, legal and accounting fees, as well as other third party costs During the three 
months ended March 31, 2009 and 2008, Duke Energy Ohio recorded governance and shared services expenses of approximately $100 million and $61 million, respectively, 
which are recorded in Operation. Maintenance and Other within Operating Expenses on the Consolidated Statements of Operations. 

subsidiary These expenses, which are recorded in Operation, Maintenance and Other within Operating Expenses on the Consolidated Statements of Operations. were 
approximately $4 million for each of the three months ended March 3 1, 2009 and 2008 Additionally, Duke Energy Ohio records income associated with !he rental of office 
space to a consolidated affiliate of Duke Energy, as well as income associated with certain other recoveries of cost Rental income and other cost recoveries were 
approximately $2 million for each of the three months ended March 3 1, 2009 and 2008 

share of expenses associated with these plans (see Note 6) Additionally, Duke Energy Ohio has been allocated accrued pension and other post-retirement benefit obligations 
from Cinergy of approximately $296 million at March 31, 2009 and approximately $416 million at December 31, 2008 These amounts have been classified in the Consolidated 
Balance Sheets as follows: 

Duke Energy Ohio incurs expenses related to certain insurance coverages through Bison Insurance Company Limited, Duke Energy’s wholly-owned captive insurance 

Duke Energy Ohio participates in Cinergy’s qualified pension plan, non-qualified pension plan and other post-retirement benefit plans and is allocated its proportionate 

March 31, December 31, 
2009 2008 

lin millinn=\ 
OKer currerit liabilities I 
Accruedpension and other post-retirement benefit costs 
Other deferred credits and other liabilities 

As discussed in Note 1 certain trade receivables have been sold bv Duke Enerav Ohio to Cinerav Receivables an unconsolidated entity formed by Cinerav The 
proceeds obtained from the sales of receivables are largely cash but do include a subordinated note f & n  Cinergy Receivables for a portion of the purchase prick This 
subordinated note is classified as Receivables in the Consolidated Balance 
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Sheets and was approximately $154 million and $174 million as of March 31, 2009 and December 31, 2008, respectively. The interest income associated with the subordinated 
note, which is recorded in Other Income and Expenses, net on the Consolidated Statements of Operations, was approximately $5 million and $8 million for the three months 
ended March 31, 2009 and 2008, respectively 

As discussed further in Note 5, Duke Energy Ohio participates in a money pool arrangement with Duke Energy and other Duke Energy subsidiaries As of March 31, 2009, 
Duke Energy Ohio was in a receivable position of approximately $243 million As of December 31, 2008, Duke Energy Ohio was in a payable position of approximately $63 
million The expenses associated with money pool activity. which are recorded in Interest Expense on the Consolidated Statements of Operations for the three months ended 
March 31, 2009 and 2008 were insignificant and approximately $1 million, respectively 

9. Risk Management, Derivative Instruments and Hedging Activities 

risks associated with commodity price changes and changes in interest rates on its operations and, where appropriate. uses various commodity and interest rate instruments to 
manage these risks. Certain of these derivative instruments are designated as hedging instruments under SFAS No 133, "Accounfing for Deflvafive lnsfrumenfs and Hedging 
Acfivifies" (SFAS No 133), while others either do not qualify as a hedge or have not been designated as hedges by Duke Energy Ohio (hereinafter referred to as undesignated 
contracts). Duke Energy Ohio's primary use of energy commodity derivatives is to hedge its generation portfolio against exposure to the prices of power and fuel Interest rate 
swaps are entered into to manage interest rate risk primarily associated with Duke Energy Ohio's variable-rate and fixed-rate borrowings 

SFAS No 133 requires the recognition of all derivative instruments as either assets or liabilities at fair value in the Consolidated Balance Sheets In accordance with SFAS 
No. 133, Duke Energy Ohio may elect to designate qualifying commodity and interest rate derivatives as either cash flow hedges or fair value hedges. 

For derivative instruments that are designated and qualify as cash flow hedges, the effective portion of the gain or loss is reported as a component of Accumulated Other 
Comprehensive Income (AOCI) and reclassified into earnings in the same period or periods during which the hedged transaction affects earnings Any gains or losses on the 
derivative that represent either hedge ineffectiveness or hedge components excluded from the assessment of effectiveness are recognized in current earnings. For derivative 
instruments that are designated and qualify as a fair value hedge, the gain or loss on the derivative as well as the offsetting loss or gain on the hedged item are recognized in 
earnings, to the extent effective, in the current period Duke Energy Ohio includes the gain or loss on the hedged items in the same line item as the offsetting loss or gain on the 
derivative in the Consolidated Statements of Operations. Additionally, Duke Energy Ohio enters into derivative agreements that are economic hedges that either do not qualify 
for hedge accounting or have not been designated as a hedge These derivative instruments are typically reflected on the Consolidated Balance Sheets at fair value with 
changes in the value of the derivative instrument reflected in regulatory assets or liabilities, as discussed below, or, if appropriate. in current earnings. 

As Duke Energy Ohio's regulated operations within its Franchised Electric and Gas and Commercial Power business segments apply the provisions of SFAS No. 71, 
certain gains and losses associated with undesignated contracts are deferred as regulatory liabilities and assets, respectively, thus there is no immediate earnings impact 
associated with the change in fair values associated with these derivative contracts 

The primary risks Duke Energy Ohio manages by utilizing derivative instruments are commodity price risk and interest rate risk Duke Energy Ohio closely monitors the 

Commodi Price Risk 

emission allowances (sulfur $oxide (502) seasonal nitrogen oxide (NOX) and annual NOx) as a result of 9s energy operations such as electnc generation and natura7 gas 
distribution. With res ect to commodit prike risks associated with electric generation Duke Ener y Ohio ts exposed to changes including but no! limited to the cost of coal 
and natural gas use f to  generate elecyncity the prices of electricity in wholesale markets the cos?of capacity required to purchase and sdll electncity in whblesale markets and 
the cost of emission allowances for SO2 seasonal NOX and annual NOX primarily at Duke Energy,Ohio's coal fired power lants. Duke Ener Ohio closely monitors the risks 
associated with commodit price changds on its future operations and where appropriate uses various commodity contra& to miti ate the e%ct of such fluctuations on 
operations, Duke Energy Jhio's exposure to commodity price risk is irifluenced by a number of factors, including, but not limited to. 8 e  term of the contract, the liquidity of the 
market and delivery location. 

Duke%ne;gy Ohio is ex osed to the impact of market chan,ges in the future prices of electricity (ener y, capacity and financial transmission rights),, coal, natural as and 
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Commodity derivatives associated with the risk management of Duke Energy Ohio's energy operations are accounted for as either cash flow hedges or fair value hedges if 
the derivative instrument qualifies as a hedge under SFAS No 133, or as an undesignated contract if either the derivative instrument does not qualify as a hedge or Duke 
Energy Ohio has elected to not designate the contract as a hedge Additionally, Duke Energy Ohio enters into various contracts that qualify for the normal purchase and normal 
sales (NPNS) exception described in paragraph 10 of SFAS No 133, as amended Duke Energy Ohio primarily applies the NPNS exception to contracts within the Franchised 
Electric and Gas and Commercial Power business segments that relate to the physical delivery of electricity over the next 5 years 

Commodify Fair Value Hedges At March 31, 2009, Duke Energy Ohio did not have any open commodity derivative instruments that were designated as fair value hedges 
under SFAS No 133 

Commodity Cash Now Hedges Duke Energy Ohio uses commodity instruments, such as swaps, futures. foiwards and options. to protect margins for a portion of future 
revenues and fuel and ourchased Dower exoenses. Duke Enerw Ohio generally uses commodity cash flow hedges to mitigate exposures to the price variability of the 

Interest Rate Risk 
Duke Energy Ohio is exposed to risk resulting from changes in interest rates as a result of its issuance or anticipated issuance of variable and fixed-rate debt and 

commercial paper. Duke Energy Ohio manages its interest rate exposure by limiting its variable-rate exposures to a percentage of total capitalization and by monitoring the 
effects of market changes in interest rates To manage risk associated with changes in interest rates, Duke Energy Ohio may enter into financial contracts. primarily interest 
rate swaps and U.S Treasury lock agreements. All of Duke Energy Ohio's derivative instruments related to interest rate risk are categorized as undesignated contracts At 
March 31, 2009, the total notional amount of Duke Energy Ohio's receive variable/pay-fixed interest rate swaps was approximately $27 million 

Volumes 
The following table shows information relating to the volume of Duke Energy Ohio's derivative activity as of March 3 1 ,  2009 Amounts disclosed represent the notional 

volumes of commodities and the notional dollar amounts of debt subject to derivative contracts accounted for at fair value in accordance with SFAS No 133 For option 
contracts, notional amounts include only the delta-equivalent volumes which represent the notional volumes times the probability of exercising the option based on current price 
volatility Volumes associated with contracts qualifying for the NPNS exception have been excluded from the table below Amounts disclosed represent the absolute value of 
notional amounts Duke Energy Ohio has netted contractual amounts where offsetting purchase and sale contracts exist with identical delivery locations and times of delivery 

Underlying Notional Amounts for Derivative Instruments Accounted for At Fair Value 

March 31,2009 

, - 1 - - - I  

r - I:--? 
Emission allowances 5 0 2  (tho!sa_nds of tor%)- 
Emission allowances NOX (thousands of tons) I l _ _ 4  

__ - 
~ ~ m m F T i t 7  cFntracts - 

&ctriaty-capacity(G_lgawatt mo-nths) 

Natural gas (millions of decather_ms) 
coal  (miitions of tons) 

Financial contracts 
Interest rates (dollars in mill6ns) 

4,370 
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Electricity-energy_(_Gigawatthours) - ~ - _ _  

1 1 3  

$ 1 - 2 7  
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The following table shows fair value amounts of derivative contracts as of March 3 1 ,  2009 and the line item(s) in the Consolidated Balance Sheets in which such amounts 
are included The fair values of derivative contracts are presented on a gross basis, even when the derivative instruments are subject to master netting arrangements Cash 
collateral payables and receivables associated with the derivative contracts have not been netted against the fair value amounts 

Location and Fair Value Amounts o f  Derivatives reflected in the Consolidated Balance Sheets 

Balance Sheet Location 

March 31,2009 

Asset Liability 
Derivatives Derivatives 

(in millions) - 
I $ 1  

__---___-I _-__ ---- - 
Derivatives designated as hedging instruments under_SFAS No. 133 
Commoditv contracts 

Current Liabilities OFhyr -- 

1 

___I______ __. - - - 
Investments a_n_d_Other Assets Other I I - - 1 $ 11 1 $-:-'--- 

4 __ 

The following table shows the amount of the gains and losses recognized on derivative instruments designated and quallfying as cash flow hedges by type of derivative 
contract during the three months ended March 31, 2009 and the financial statement line items in which such gains and losses are included 

Cash Flow Hedges-Location and Amount of Pre-tax Losses Recognized in Comprehensive Income 

Three Months Ended 
March 31, 

2009 

1 ( in millions) 
1 

_ _  
~ ~ t ~ L o s s ~ ~ - ~ - ~ e ~  f @ F ~ ~ ~ - E a F n ~ & ( ~ ~  I::--- - 
Commoditv contracts-- 
Revenue, non-regulated electric and other $ (7) 
Fuel used in e k t r i c  generation acd pitchased power-non-regulated (6 )  

Total Pre-tax Coss%sR&assified-frKAOCI i n tFEzn ings  I 8 -  (13) 

___--____ ___-I- _- _ _  - - 

___ - - -- -._ - - 

(a) Represents the gains and losses on cash flow hedges previously recorded in AOCl during the term of the hedging relationship and reclassified into earnings during the 
current period 
The effective portion of gains on cash flow hedges that were recognized in AOCI during the three months ended March 31, 2009 were insignificant In addition, there was 

no hedge ineffectiveness during the three months ended March 31,2009 No gains or losses have been excluded from the assessment of hedge effectiveness As of March 31, 
2009, approximately $1 1 million of pre-tax deferred net losses on derivative instruments related to commodity cash flow hedges accumulated on the Consolidated Balance 
Sheets in AOCI are expected to be recognized in earnings during the next twelve months as the hedged transactions occur 
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The following table shows the amount of the pretax gains and losses recognized on undesignated hedges by type of derivative instrument during the three months ended 
March 31, 2009 and the line item(s) in the Consolidated Statements of Operations in which such gains and losses are included or deferred on the Consolidated Balance Sheets 
as regulatory assets 

Undesignated Hedges-Location and Amount o f  Pre-tax Gains and (Losses) 
Recognized in Income or  as Regulatory Assets 

Three Months Ended 
March 31, 

2009 

i 1 -  11 

I - 3  '- (76) 

Interest rate contracts _ _  - - -  
- - -  __ - - ___ -_ __ - _-__ __ - __ . - - Regulatory Asset 

_ _  - -  _ _  - 
FotalPre-taxLosses RecognizedasRegslatoryAssets - -_ __ _ _ - - -  

Certain of Duke Energy Ohio's denvative contracts contain contingent credit features, such as matenal adverse change clauses or payment acceleration clauses that 
could result in immediate payments, the posting of letters of credit or the termination of the derivative contract before maturity if specific events occur, such as a downgrade of 
Duke Energy Ohio's credit rating below investment grade 

The following table shows information with respect to denvative contracts that are in a net liability position and contain objective credit-risk related payment provisions The 
amounts disclosed in the table below represents the aggregate fair value amounts of such derivative instruments at the end of the reporting period, the aggregate fair value of 
assets that are already posted as collateral under such denvative instruments at the end of the reporting period. and the aggregate fair value of additional assets that would be 
required to be transferred in the event that credit-risk-related contingent features were tnggered at March 31, 2009 

Information Regarding Derivative Instruments that Contain Credit-risk Related Contingent Features 

March 31, 

2009 

- (in-millions) 
I $ 440 

_ _  __ 
Aggregate Fair ValueAmFunts of DenvativelnStruments in a Net Liabrlify Poiitton- 

- - 

LIY 
26 

Collateral Alreac-iy_Po?EC _ $  _ _  
Additional Cash Collateral or Letters of Credit in the Event Credit-risk-related CoxynF% Features were T?i@jeTeTaEk End of%e ReErting Pyrioa-I -- 

$ 
Netting o f  cash-collateral and derivative assetsand l i ~ l ~ i ~ ~ u n d ~ r - m ~ ~ e ~ ~ ~ ~ n ~ ~ a n ~ e m e n t s .  In accordance with FASB Staff Position (FSP) No FIN 39-1, 

ArnPndrnPnt nf FA SR Intprnr~lnhon No 39 Offsefhno ofArnounfs Related to Cerlain Contracts" (FSP No FIN 39-1) Duke Enerav Ohio offsets fair value amounts (or amounts u -  ~ ~ 
. .. . ._ . . - . . . -. . . _. . . . _ _  .- .., - 

that approximate fair value) recognized on its Consolidated Balance Sheets related to cash collaieral amounts rec&able or paGble against fair value amounts recognized for 
derivative instruments executed with the same counterparty under the same master netting agreement At March 31, 2009 and December 31, 2008, Duke Energy Ohio had 
receivables related to the right to reclaim cash collateral of approximately $162 million and $85 million, respectively, and had payables related to obligations to return cash 
collateral of an insignificant amount, respectively, that have been offset against net derivative positions in the Consolidated Balance Sheets Duke Energy Ohio had $60 million 
and approximately $57 million in cash collateral receivables under master netting arrangements that have not been offset against net derivative positions at March 31, 2009 and 
December 31, 2008, respectively, as these amounts primarily represent initial margin deposits related to New York Mercantile 
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Exchange (NYMEX) futures contracts Duke Energy Ohio had insignificant cash collateral payables under master netting arrangements that have not been offset against net 
derivative positions at March 3 1, 2009 and December 3 1, 2008 

IO. Regulatory Matters 

See Note 12 for additional information on fair value disclosures related to derivatives required by SFAS No 157, "Fair Value Measurements" (SFAS No 157) 

Franchised Electric and Gas. 
Rate Re/afed/nformafion. The KPSC approves rates for retail electric and gas services within the Commonwealth of Kentucky The PUCO approves rates and market 

prices for retail gas and electric service within the state of Ohio, except that non-regulated sellers of gas and electric generation also are allowed to operate in Ohio (see 
"Commercial Power" below) The FERC approves rates for electric sales to wholesale customers served under cost-based and market-based rates 

Duke ,Energy Ohio Necfr ic Rate Filings. New legislation (SB 221) was passed on April 23, 2008 and signed by the Governor of Ohio on May 1, 2008 The new law 
codifies the PUCOs authority to approve an electric utility's standard service offer through an ESP, which would allow for pricing structures similar to those under the historic 
RSP Electric utilities are required to file an ESP and may also file an application for a MRO at the same time. The MRO is a price determined through a competitive bidding 
process If a MRO price is approved, the utility would blend in the RSP or ESP price with the MRO price over a six- to ten-year period, subject to the PUCO's discretion. SB 221 
provides for the PUCO to approve non-by-passable charges for new generation. including construction work-in-process from the outset of construction, as part of an ESP The 
new law grants the PUCO discretion to approve single issue rate adjustments to distribution and transmission rates and establishes new alternative energy resources (including 
renewable energy) portfolio standards, such that the utility's portfolio must consist of at least 25% of these resources by 2025 SB 221 also provides a separate requirement for 
energy efficiency, which must reduce 22% of a utility's load by 2025 The utility's earnings under the ESP can be subject to an annual earnings test and the PUCO must order a 
refund if it finds that the utility's earnings significantly exceed the earnings of benchmark companies with similar business and financial risks The earnings test acts as a cap to 
the ESP price. SB 221 also limits the ability of a utility to transfer its designated generating assets to an exempt wholesale generator absent PUCO approval 

On July 31, 2008, Duke Energy Ohio filed a new generation pricing formula to be effective January 1. 2009, when the current RSP expired Among other things, the plan 
provides pricing mechanisms for compensation related to the advanced energy, renewable energy supply and energy efficiency portfolio standards established by SB 22 1 

On October 27, 2008, Duke Energy Ohio filed a Stipulation and Recommendation (Stipulation) for consideration by the PUCO regarding Duke Energy Ohio's July 31, 2008 
ESP filing. The Stipulalion reflecls agreement on all but two issues in this proceeding and was filed with the support of most of the parties to this proceeding In addition to the 
Stipulation, the ability for residential governmental aggregation customers to avoid certain charges and to receive a shopping credit was presented to the PUCO for a ruling 
Parties to this proceeding who did not support the Stipulation were free to litigate any, or all, issues. 

The Stipulation agrees to a net increase in base generation revenues of approximately $36 million, $74 million and $98 million in 2009, 2010 and 2011, respectively, 
including termination of the residential and non-residential RTC Such amounts result in a residential net rate increase of 2% in 2009 and in 2010. and a non-residential net rate 
increase of 2% in 2009. 2010 and 2011 The Stipulation also allows the recovery of expenditures incurred to deploy SmartGrid infrastructure modernization technology on the 
distribution system. The recovery of such expenditures. net of savings, is subject to an annual residential revenue cap Further, the Stipulation allows for the implementation of 
a new energy efficiency compensation model, referred to as save-a-watt, to achieve the energy efficiency mandate pursuant to the recent electric energy legislation The criteria 
customers must meet to be exempt from Duke Energy Ohio's program was also presented to the PUCO for a ruling in this case Also, under the Stipulation. Duke Energy Ohio 
may defer up to $50 million of certain operation and maintenance costs incurred at the W C  Beckjord generating station and amortize such costs over a three-year period 

The ESP hearing occurred on November 10, 2008 On December 17, 2008. the PUCO issued its finding and order resolving the two litigated issues and adopting a 
modified Stipulation Specifically. the PUCO modified the Stipulation to permit certain non-residential customers to opt out of utility-sponsored energy efficiency initiatives and to 
allow residential governmental aggregation customers who leave Duke Energy Ohio's system to avoid some charges. Applications for rehearing of the PUCO's decision have 
been filed by environmental groups and a residential customer advocate group On February 11, 2009. the PUCO issued an Entry denying the rehearing requests On April 13, 
2009. the Office of the Ohio Consumers' Counsel (OCC) filed a notice of appeal to the Ohio Supreme Court, challenging the 
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PUCO's interpretation of the system-reliability-adjustment capacity dedication rider (SRA-CD) The OCC claims that the PUCO incorrectly determined that SRA-CD is 
unavoidable for residential governmental aggregation customers Duke Energy Ohio has moved to intervene as an appellee in the proceeding 

the provisions of SFAS No. 7 1 to certain portions of its operations 

Ohio sought an increase of approximately $34 million in revenue, or approximately 5 7%, to be effective in the spring of 2008 The application also requested approval to 
continue tracker recovery of costs associated with the accelerated gas main replacement program The staff of the PUCO issued a Staff Report in December 2007 
recommending an increase of approximately $14 million to $20 million in revenue The Staff Report also recommended approval for Duke Energy Ohio to continue tracker 
recovery of costs associated with the accelerated gas main replacement program On February 28, 2008, Duke Energy Ohio reached a settlement agreement with the PUCO 
Staff and all of the intervening parties on its request for an increase in natural gas base rates The settlement called for an annual revenue increase of approximately $18 million 
in base revenue, or 3% over current revenue, permitted continued recovery of costs through 2018 for Duke Energy Ohio's accelerated gas main replacement program and 
permitted recovery of carrying costs on gas stored underground via its monthly gas cost adjustment filing The settlement did not resolve a proposed rate design for residential 
customers, which involved moving more of the fixed charges of providing gas service, such as capital investment in pipes and regulating equipment. billing and meter reading, 
from the per unit charges to the monthly charge. On May 28, 2008, the PUCO approved the settlement in its entirety and the proposed rate design. On June 28, 2008. the OCC 
and Ohio Partners for Affordable Energy (OPAE) filed Applications for Rehearing opposing the rate design On July 23, 2008, the Ohio Commission issued an Entry denying the 
rehearing requests of OCC and OPAE. On September 16 and 19, 2008, respectively, the DCC and OPAE filed their notices of appeal to the Ohio Supreme Court opposing the 
residential rate design issue Merit briefs were filed with the Ohio Supreme Court on February 2, 2009 On April 17. 2009, and after providing the required notice to the PUCO, 
the OCC filed a motion to stay implementation of Stage 3 of the rate design, which was approved to take effect on June 1, 2009 Duke Energy Ohio filed a memorandum in 
opposition to this request on April 27, 2009 At this time, Duke Energy Ohio cannot predict whether the Ohio Supreme Court will reverse the PUCO's decision of May 28. 2008. 

Duke Energy Ohio Nectric Distribution Rate Case. On June 25, 2008, Duke Energy Ohio filed notice with the PUCO that it will seek a rate increase for electric delivery 
service of approximately $86 million, or 4 8% on total electric revenues, to be effective in the second quarter of 2009 On December 22, 2008, Duke Energy Ohio filed an 
application requesting deferral of approximately $31 million related to damage to its distribution system from a September 14, 2008 windstorm On January 14, 2009, the PUCO 
granted Duke Energy Ohio's deferral request Accordingly, a regulatory asset was recorded as of December 31, 2008 for $31 million On March 31, 2009, Duke Energy Ohio 
and Parties to the case filed a Stipulation and Recommendation which settles all issues in the case The Stipulation provides for a revenue increase of $55 3 million or 
approximately a 2 9% overall increase The Parties also agreed that Duke Energy Ohio will recover any approved costs associated with the September 14, 2008 wind storm 
restoration through a separate rider recovery mechanism Duke Energy Ohio agreed to file a separate application to set the rider and the PUCO will review the request and 
determine the appropriate amount of storm costs that should be recovered The Stipulation includes, among other things, a weatherization and energy efficiency program, and 
recovery of uncollectible expenses through a rider mechanism The Stipulation is subject to approval by the PUCO 

Duke Energy Kentucky Gas Rate Cases. In 2002, the KPSC approved Duke Energy Kentucky's gas base rate case which included, among other things, recovery of 
costs associated with an accelerated gas main replacement program The approval authorized a tracking mechanism to recover certain costs including depreciation and a rate 
of return on the program's capital expenditures The Kentucky Attorney General appealed to the Franklin Circuit Court the KPSC's approval of the tracking mechanism as well 
as the KPSC's subsequent approval of annual rate adjustments under this tracking mechanism In 2005. both Duke Energy Kentucky and the KPSC requested that the court 
dismiss these cases. 

increase in base rates. A portion of the increase is attributable to recovery of the current cost of the accelerated gas main replacement program in base rates In June 2005, the 
Kentucky General Assembly enacted Kentucky Revised Statue 278 509 (KRS 278 509), which specifically authorizes the KPSC to approve tracker recovery for utilities' gas 
main replacement programs In December 2005, the KPSC approved an annual rale increase of $8 million and re-approved the tracking mechanism through 

As discussed further below within "Commercial Powei' and in Note 1. as a result of the approval of the ESP, effective December 17, 2008, Commercial Power reapplied 

Duke Energy Ohio Gas Rate Case. In July 2007, Duke Energy Ohio filed an application with the PUCO for an increase in its base rates for gas service. Duke Energy 

In February 2005, Duke Energy Kentucky filed a gas base rate case with the KPSC requesting approval to continue the tracking mechanism and for a $14 million annual 
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2011. In February 2006. the Kentucky Attorney General appealed the KPSC's order to the Franklin Circuit Court, claiming that the order improperly allows Duke Energy 
Kentucky to increase its rates for gas main replacement costs in between general rate cases, and also claiming that the order improperly allows Duke Energy Kentucky to earn 
a return on investment for the costs recovered under the tracking mechanism which permits Duke Energy Kentucky l o  recover its gas main replacement costs 

In August 2007, the Franklin Circuit Court consolidated all the pending appeals and ruled that the KPSC lacks legal authority to approve the gas main replacement 
tracking mechanism, which were approved prior to enactment of KRS 278 509 To date, Duke Energy Kentucky has collected approximately $9 million in annual rate 
adjustments under the tracking mechanism Per the KPSC order, Duke Energy Kentucky collected these revenues subject to refund pending the final outcome of this litigation 
Duke Energy Kentucky and the KPSC have requested that the Kentucky Court of Appeals grant a rehearing of its decision On February 5, 2009, the Kentucky Court of 
Appeals denied the rehearing requests of both Duke Energy Kentucky and the KPSC. Duke Energy Kentucky filed a motion for discretionary review to the Kentucky Supreme 
Court on March 9, 2009 At this time, Duke Energy Kentucky cannot predict whether the Kentucky Supreme Court will accept the case for review 

Energy Efficiency. On July 11,2007, the PUCO approved Duke Energy Ohio's Demand Side ManagementlEnergy Efficiency Program (DSM Program) The DSM 
programs were first proposed in 2006 and were endorsed by the Duke Energy Community Partnership, which is a collaborative group made up of representatives of 
organizations interested in energy conservation, efficiency and assistance to low-income customers The program costs are recouped through a cost recovery mechanism that 
will be adjusted annually to reflect the previous year's activity Duke Energy Ohio is permitted to recover lost revenues, program costs and shared savings (once the programs 
reach 65% of the targeted savings level) through the cost recovery mechanism based upon impact studies to be provided to the Staff of the PUCO Duke Energy Ohio filed the 
save-a-watt Energy Efficiency Plan as part of its ESP filed with the PUCO on July 31, 2008 (discussed above) A Stipulation and Recommendation for consideration by the 
PUCO regarding Duke Energy Ohio's ESP filing. including implementation of save-a-watt, was filed on October 27. 2008. The ESP hearing occurred on November 10, 2008. 
On December 17,2008, the PUCO approved the ESP, including allowing for the implementation of a new save-a-watt energy efficiency compensation model However, the 
PUCO determined that certain non-residential customers may opt out of Duke Energy Ohio's energy efficiency initiative Applications for rehearing of this issue were denied by 
the PUCO and no further appeals of this issue have been taken 

On November 15, 2007, Duke Energy Kentucky filed its annual application to continue existing energy efficiency programs, consisting of nine residential and two 
commercial and industrial programs, and to true-up its gas and electric tracking mechanism for recovery of lost revenues, program costs and shared savings On February 11,  
2008, Duke Energy Kentucky filed a motion to amend its energy efficiency programs and applied to reinstitute a low income Home Energy Assistance Program. The KPSC 
bifurcated the proposed Home Energy Assistance Program from the other energy efficiency programs On May 14, 2008, the KPSC approved the energy efficiency programs. 
On September 25, 2008, the KPSC approved Duke Energy Kentucky's Home Energy Assistance program, making it available for customers at or below 150% of the federal 
poverty level On December 1, 2008, Duke Energy Kentucky filed an application for a save-a-watt Energy Efficiency Plan The application seeks a new energy efficiency 
recovery mechanism similar to what was proposed in Ohio Intervenor testimony is due on May 11, 2009 An evidentiary hearing with the KPSC is expected to occur in the third 
quarter of 2009. 

investigation followed four explosions since 2000 caused by gas riser leaks, including an April 2000 explosion in Duke Energy Ohio's service area In November 2006, the 
PUCO Staff released the expert report, which concluded that certain types of risers are prone to leaks under various conditions, including over-tightening during initial 
installation The PUCQ Staff recommended that natural gas companies continue to monitor the situation and study the cause of any further riser leaks to determine whether 
further remedial action is warranted As of January 1, 2009, Duke Energy Ohio had approximately 80.000 of these risers on its distribution system If the PUCO orders natural 
gas companies to replace all of these risers, Duke Energy Ohio estimates a replacement cost of approximately $40 million As part of the rate case filed in July 2007 (see "Duke 
Energy Ohio Gas Rate Case" above), Duke Energy Ohio requested approval from the PUCO lo accelerate its riser replacement program The riser replacement program is 
contained in the settlement reached with all intervenors and expected to be completed at the end of 2012 

Midwest lndependent Transmission System Operator, lnc. (Midwest /SO) Resource Adequacy Filing. On December 28, 2007, the Midwest IS0 filed its Electric 
Tariff Filing Regarding Resource Adequacy in compliance with the FERC's request of Midwest I S 0  to file Phase II of its long-term Resource Adequacy plan by December 2007 
The proposal includes establishment of a resource adequacy requirement in the form of planning reserve margin On March 26. 2008, the FERC ruled on the Midwest ISO's 
Resource Adequacy filing 

Ohio Riser Leak Investigation. In April 2005, the PUCO issued an order opening a statewide investigation into riser leaks in gas pipeline systems throughout Ohio The 
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and ordered that the new Module E tariff be effective March 27, 2008 This action established a Midwest ISO-wide resource adequacy requirement for the first Planning Year, 
which begins June 2009. In the Order, the FERC, among other things, clarified that States have the authority to set their own Planning Reserve Margins, as long as they are not 
inconsistent with any reliability standard approved by the FERC 

Midwest /SO% Establisbment of an Ancil lary Services Market (ASM). On February 25, 2008, the FERC conditionally accepted the Midwest IS0 proposal to implement 
a day-ahead and real-time ASM, including a scarcity pricing proposal By approving the ASM proposal, the FERC essentially approved the transfer and consolidation of 
balancing authority for the entire Midwest IS0 area. This will allow the Midwest IS0 to determine operating reserve requirements and procure operating reserves from all 
qualified resources from an organized market, in place of the current system of local management and procurement of reserves by the 24 balancing authorities in the Midwest 
IS0 area The Midwest IS0  launched the ASM on January 6,2009 

Commercial Power. 
As discussed in Note 1, effective December 17, 2008, Commercial Power reapplied the provisions of SFAS No. 71 to certain portions of its operations due to the passing 

of SB 221 and the PUCOs approval of the ESP. However, since certain portions of Commercial Power's operations are not subject to regulatory accounting pursuant to SFAS 
No 71, reported results for Commercial Power are subject to volatility due to the over- or under-collection of certain costs for which recovery is not automatic under the 
ESP" Commercial Power may be impacted by certain of the regulatory matters discussed above, including the Duke Energy Ohio electric rate filings 

to transfer Duke Energy Ohio's electric generating facilities, some of which are designated to serve Ohio customers, to affiliate companies. The FERC filing, if approved, does 
not obligate Duke Energy to make the transfer of the electric generating facilities, and does not impact Duke Energy Ohio's current rates On October 10, 2008, Duke Energy 
Ohio and affiliates filed a notice with the FERC reporting that Duke Energy Ohio was in settlement discussions with all parties in the Ohio proceeding regarding Duke Energy 
Ohio's application to establish an ESP, as discussed above. Duke Energy Ohio advised the FERC that it believes that in light of those discussions good cause exists for the 
FERC to extend the time to consider Duke Energy Ohio's Section 203 application. On October 17, 2008, the FERC issued an order extending the time for the FERC to act on 
the application by 180 additional days, and ordered Duke Energy Ohio to inform the FERC of the status of settlement discussions by November 16. 2008 As part of the 
settlement that was approved by the PUCO on December 17, 2008 (see discussion above) Duke Energy Ohio agreed to withdraw that portion of its application for approval 
related to the transfer of its generating facilities designated to serve Ohio customers and the PUCO approved of the transfer for the remaining generating facilities. Duke Energy 
Ohio filed a new application requesting FERC approval to transfer to affiliate companies only the remaining generating facilities not designated to serve Ohio customers, which 
was conditionally approved by the FERC on February 19, 2009 As a condition of approval, the FERC requires that all acquisition premiums related to generating assets being 
transferred to an affiliate of Duke Energy be removed from Duke Energy Ohio's financial statements when Duke Energy Ohio submits its final accounting entries and that any 
debt associated with the generation assets being transferred be transferred to the generating facility before Duke Energy Ohio submits its final accounting entries In addition. 
the FERC will hold Duke Energy Ohio to its commitments to not pay taxes associated with the proposed transaction, to maintain a minimum equity to total capital ratio of 30%, 
and to retain an amount of debt that will accommodate the preservation of Duke Energy Ohio's current credit ratings 

PJM lnterconnection Reliability Pricing Model (RPMJ Buyers' Complaint. On May 30, 2008, a group of public utility commissions, state consumer counsels, industrial 
power customers and load serving entities, known collectively as the RPM Buyers, filed a complaint at the FERC The complaint asks the FERC to find that the results of the 
three transitional base residual auctions conducted by PJM to procure capacity for its RPM capacity market during the years 2008-2011 are unjust and unreasonable because, 
allegedly, they have produced excessive capacity prices, have failed to prevent suppliers from exercising market power, and have not produced benefits commensurate with 
costs In their complaint. the RPM Buyers propose revised, administratively determined auction clearing prices Certain Duke Energy Ohio revenues during the years 
2008-201 1 are at risk, as Duke Energy Ohio planned to supply capacity to this market. On July 11, 2008, Duke Energy Ohio filed a response to the complaint with the FERC 
On September 19, 2008, the FERC issued an Order denying and dismissing the RPM Buyer's complaint, finding that, for the transition auctions, no party violated PJM's tariff 
and the prices determined during the auctions were in accordance with the tariff provisions governing the auctions On October 20, 2008, the RPM Buyers filed a Request for 
Rehearing with the FERC that raised the same issues as in the initial complaint that was denied by the FERC 

FERC 203 Application. On April 23, 2008 (supplemented on May 6, ZOO@.), Duke Energy Ohio and certain affiliates filed an application with the FERC requesting approval 

23 

Source Duke Energy Ohio, In, 1 0 4 ,  May 13, 2009 



................................................. -.:- ~ __ - 
-- Table of Contents 
PART I 

DUKE ENERGY OHIO, INC 
Notes To Unaudited Consolidated Financial Statements-(Continued) 

11. Commitments and Contingencies 
Environmental 

These regulations can be changed from time to time, imposing new obligations on Duke Energy Ohio. 

that are part of ongoing Duke Energy Ohio operations, sites formerly owned or used by Duke Energy Ohio entities, and sites owned by third parties. Remediation typically 
involves management of contaminated soils and may involve groundwater remediation. Managed in conjunction with relevant federal, state and local agencies, activities vary 
with site conditions and locations, remedial requirements, complexity and sharing of responsibility If remediation activities involve statutory joint and several liability provisions, 
strict liability. or cost recovery or contribution actions, Duke Energy Ohio or its affiliates could potentially be held responsible for contamination caused by other parties. In some 
instances, Duke Energy Ohio may share liability associated with contamination with other potentially responsible parties, and may also benefit from insurance policies or 
contractual indemnities that cover some or all cleanup costs All of these sites generally are managed in the normal course of business or affiliate operations Management, in 
the normal course of business, continually assesses the nature and extent of known or potential environmental-related contingencies and records liabilities when losses 
become probable and are reasonably estimable During 2009, it is reasonably possible that Duke Energy Ohio will incur costs associated with remediation activities at certain of 
its sites 

Clean WaterAct 316(b). The U S. Environmental Protection Agency (EPA) finalized its cooling water intake structures rule in July 2004 The rule established aquatic 
protection requirements for existing facilities that withdraw 50 million gallons or more of water per day from rivers, streams, lakes, reservoirs. estuaries, oceans or other U S 
waters for cooling purposes Three of six coal-fired generating facilities in which Duke Energy Ohio is either a whole or partial owner are affected sources under that rule On 
April 1 ,  2009, the U S Supreme Court ruled in favor of the plaintiff that the EPA may consider costs when determining which technology option each site should implement 
Depending on how the cost-benefit analysis is incorporated into the revised EPA rule, the analysis could narrow the range of technology options required for each of the three 
affected facilities Because of the wide range of po!ential outcomes,,Duke Ener y Ohio is unable to estimate its costs to comply at this ti,me. 

Clean Air/nlers!a!e Rule (CAlR). The EPAfinalized its CAlR in May ZOO!. The CAIR limits total annual and summertime NOx emissions and annual SO? emissjons from 
electric generating facilities across the Eastern U S through a two-phased capand-trade pro ram Phase 1 begins in 2009 for NOx and in 2010 for Son. Phase 2 begins in 
2015 for both NOx and SO2 On March 25 2008 the U.S. Court of Appeals for the District of 8olumbiaAD C. Circuit) heard oral ar ument in a case involving multiple 
challen es to the CAIR. On July IT 2008 'the 0%. Circuit issued its decision in North Carolina v. €PA o 05 1244 vacating the C%R. The EPA filed apelitton for rehearing on 
Septem%er 24 2008 with the D C. kircutt'asking the court to reconsider various parts of its ruling vacatin the CAIR. In December 2008 the D.C. Circuit issued a decision 
remanding thd CAIR to the EPA without vacatur. The EPA must now conduct a new rulemaking to modifyqhe CAlR in accoFdance with the court's July 11 2008 opinion. This 
decision means that the CAlR as initially finalized in 2005 remains in effect until the new EPA rule takes effect The court did not impose a deadline or schedule on the EPA It 
is uncertain how long the current CAIR will remain in effect or how the new rulemaking will alter the CAIR 

Duke Energy Ohio plans to spend approximately $85 million between 2009 and 2013 to comply with Phase 1 of the CAIR. Duke Energy Ohio is currently unable to 
estimate the costs to comply with any new rule the EPA will issue in the future as a result of the D.C District Court's December 2008 decision discussed above Duke Energy 
Ohio received partial recovery of depreciation and financing costs related to environmental compliance projects for 2005-2008 through its RSP and continues to be able to 
recover a portion of these costs through the ESP 

synthetic caps and liners at existing and new CCP landfills and to convert some of its CCP handling systems from wet to dry systems 

Duke Energy Ohio is subject to federal, state and local regulations regarding air and water quality, hazardous and solid waste disposal and other environmental matters 

Remediaiion Activities. Duke Energy Ohio and its affiliales are responsible for environmental remediation at various contaminated sites These include some properties 

Coal Cornbuslion Product (CCP) Management. Duke Energy Ohio currently estimates that it will spend approximately $68 million over the period 2009-2013 to install 
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Comprehensive Environmental Response, Compensation, and Liabil ity Ac t  Matter. In August 2008, Duke Energy Ohio received a notice from the EPA that it has 
been identified as a potentially responsible party under the Comprehensive Environmental Response, Compensation, and Liability Act at the LWD, Inc , Superfund Site in 
Calvert City. Kentucky At this time, Duke Energy Ohio does not have any further information regarding the scope of potential liability associated with this matter 

Extended Environmental Activities and Accruals. Included in Other within Deferred Credits and Other Liabilities on the Consolidated Balance Sheets were total 
accruals related to extended environmental-related activities of approximately $1 1 million as of both March 31, 2009 and December 31, 2008 These accruals represent Duke 
Energy Ohio's provisions for costs associated with remediation activities at some of its current and former sites, as well as other relevant environmental contingent liabilities 
Management, in the normal course of business, continually assesses the nature and extent of known or potential environmental-related contingencies and records liabilities 
when losses become probable and are reasonably estimable 

Litigation 
New Source Review {NSR) In 1999-2000 the U.S Department of Justice acting on behalf of the EPA and joined by various citizen rou s and states filed a number of 

complaints and notices of violatioh a ainst multiple utilities across the cointry fo; alle ed violations of the NSR provisions of the Clean Air Wct (EAA Generally the 
government alleges that pro'ects pejormed at various coal-fired units were major mo%ifications as defined in the CAA and that the utilities violatedihe CAA when they 
undertook those projects without obtaining permits and installing the best available emission cohtrols for SO2 NOx and particulate matter. The complaints seek injunctive relief 
to require installation of pollution control technology on various generating units that allegedly violated the CkA and unspecified civil penalties in amounts of u to $32 500 per 
day for each violation. Two of Duke Energy Ohio's plants have been subject to these allegations.,Duke Energy,bhio asserts that there were no CAA violations gecaus, the 
applicable regulations do not require permitting in cases where the projects undertaken are "routine" or otherwise do not result in a net increase in emissions 

the CAA at Duke Energy Ohio's W C Beckjord and Miami Fort Stations Three northeast states and two environmental groups have intervened in the case. A jury trial 
commenced on May 5. 2008 and jury verdict was returned on May 22. 2008 The jury found in favor of Cinergy and Duke Energy Ohio. Additionally, the plaintiffs had daimed 
that Duke Energy Ohio violated an Administrative Consent Order entered into in 1998 between the EPA and Cinergy relating to alleged violations of Ohio's State 
Implementation Plan (SIP) provisions governing particulate matter at Duke Energy Ohio's W.C. Beckjord Station. 

On October 21, 2008, plaintiffs filed a motion for a new liability trial claiming that defendants misled the plaintiffs and the jury by, among other things, not disclosing a 
consulting agreement with a fact witness and by referring to that witness as "retired during the liability trial when in fact he was working for Duke Energy under the referenced 
consulting agreement in connection with the trial On December 18, 2008, the court granted plaintiffs' motion for a new liability trial on claims for which Duke Energy Ohio was 
not previously found liable That trial began on May 11, 2009 The remedy trial for violations already established at the W C Beckjord Station was held during the week 
beginning February 2. 2009 The parties are awaiting a decision from the trial court 

It is not possible to estimate the damages, if any, that Duke Energy Ohio might incur in connection with these matters Ultimate resolution of these matters relating to NSR. 
even in settlement, could have a material adverse effect on Duke Energy Ohio's consolidated results of operations, cash flows or financial position However, Duke Energy Ohio 
will pursue appropriate regulatory treatment for any costs incurred in connection with such resolution 

Section 126 Petitions. In March 2004, the state of North Carolina filed a petition under Section 126 of the CAA in which it alleges that sources in 13 upwind states, 
including Ohio, significantly contribute to North Carolina's non-attainment with certain ambient air quality standards In August 2005, the EPA issued a proposed response to the 
petition The EPA proposed to deny the ozone portion of the petition based upon a lack of contribution to air quality by the named states. The EPA also proposed to deny the 
particulate matter portion of the petition based upon the CAlR Federal Implementation Plan (FIP) that would address the air quality concerns from neighboring states On 
April 28, 2006, the EPA denied North Carolina's petition based upon the final CAlR FIP described above North Carolina has filed a legal challenge to the EPA's denial. Briefing 
in that case is under way On March 5, 2009 the D C Circuit remanded the case to the EPAfor reconsideration. The EPA has conceded that the D C Circuit's July 18, 2008 
decision in the CAlR litigation. North Carolina v €PA No 05-1244. discussed above, and a subsequent order issued by the D C. Circuit on December 23. 2008, have 
eliminated the legal basis for the EPAs denial of North Carolina's Section 126 petition At this time, Duke Energy Ohio cannot predict the outcome of this proceeding 

In November 1999, the U S brought a lawsuit in the U S Federal District Court for the Southern District of Indiana against Duke Energy Ohio alleging various violations of 
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Zimmer Generating SIafion (Zimmer Station) Lawsui?. In November 2004, a citizen of the Village of Moscow, Ohio, the town adjacent to Duke Energy Ohio's Zimmer 
Station, brought a purported class action in the U S District Court for the Southern District of Ohio seeking monetary damages and injunctive relief against Duke Energy Ohio 
for alleged violations of the CAA, the Ohio SIPq and Ohio laws against nuisance and common law nuisance The plaintiffs have filed a number of additional notices of intent to 
sue and two lawsuits raising claims similar to those in the original claim One lawsuit was dismissed on procedural grounds, and the remaining two have been consolidated On 
December 28. 2006. the District Court certified this case as a class action In March 2009, a settlement in principle was reached with the class plaintiffs, subject to execution of 
a definitive settlement document and approval by the court The settlement, as currently structured, will not have a material adverse effect on Duke Energy Ohio's consolidated 
results of operations, cash flows or financjal position 

Hurricane Katrina Lawsuit. In April 2006, Cinergy was named in the third amended complaint of a purported class action lawsuit filed in the U S District Court for the 
Southern District of Mississippi Plaintiffs claim that Cinergy. along with numerous other utilities, oil companies, coal companies and chemical companies, are liable for 
damages relating to losses suffered by victims of Hurricane Katrina Plaintiffs claim that defendants' greenhouse gas emissions contributed to the frequency and intensity of 
storms such as Hurricane Katrina On August 30, 2007, the court dismissed the case. The plaintiffs have filed their appeal to the Fifth Circuit Court of Appeals and oral 
argument was heard on August 6, 2008 Due to the late recusal of one of the judges on the Fifth Circuit panel, the court held a new oral argument on November 3, 2008 It is 
not possible to predict with certainty whether Duke Energy will incur any liability or to estimate the damages, if any, that Duke Energy might incur in connection with this matter 

Ohio Antitrust Lawsuit. In January 2008, four plaintiffs. including individual, industrial and non-profit customers, filed a lawsuit against Duke Energy Ohio in federal court 
in the Southern District of Ohio Plaintiffs allege that Duke Energy Ohio (then The Cincinnati Gas & Electric Company (CG&E)), conspired to provide inequitable and unfair price 
advantages for certain large business consumers by entering into non-public option agreements with such consumers in exchange for their withdrawal of challenges to Duke 
Energy Ohio's (then CG&E's) pending RSP, which was implemented in early 2005 Duke Energy Ohio denies the allegations made in the lawsuit. Following Duke Energy 
Ohio's filing of a motion to dismiss plaintiffs' claims, plaintiffs amended their complaint on May 30, 2008 Plaintiffs now contend that the contracts at issue were an illegal rebate 
which violate antitrust and Racketeer Influenced and Corrupt Organizations (RICO) statutes. Defendants have again moved to dismiss the claims On March 31, 2009, the 
District Court granted Duke Energy Ohio's motion to dismiss Plaintiffs have filed a motion to alter or set aside the judgment 

Asbestos-related lnjuries and Damages Claims. Duke Energy Ohio has been named as a defendant or co-defendant in lawsuits related to asbestos at its electric 
generating stations The impact on Duke Energy Ohio's consolidated results of operations, cash flows or financial position of these cases to date has not been material Based 
on estimates under varying assumptions concerning uncertainties. such as, among others: (i) the number of contractors potentially exposed to asbestos during construction or 
maintenance of Duke Energy Ohio's generating plants; (ii) the possible incidence of various illnesses among exposed workers; and (iii) the potential settlement costs without 
federal or other legislation that addresses asbestos tort actions, Duke Energy Ohio estimates that the range of reasonably possible exposure in existing and future suits over 
the foreseeable future is not material This estimated range of exposure may change as additional settlements occur and claims are made and more case law is established 

of business, some of which involve substantial amounts Duke Energy Ohio believes that the 
Other Lit igation and Legal Proceedings. Duke Energy Ohio and its subsidiaries are involved in other legal, tax and regulatory proceedings arising in the ordinary course 
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final disposition of these proceedings will not have a material adverse effect on its consolidated results of operations, cash flows or financial position. 

insignificant reserves for these proceedings and exposures Duke Energy Ohio expenses legal costs related to the defense of loss contingencies as incurred. 

Other Commitments and Contingencies 

that may or may not be recognized on the Consolidated Balance Sheets Some of these arrangements may be recognized at market value on the Consolidated Balance Sheets 
as undesignated hedge contracts or qualifying hedge positions 

12. Fair Value of Financial Assets and Liabilities 

instruments and to non-financial derivatives as, in February 2008, the FASB issued FSP No FAS 157-2, "Effective Date ofFASB Statement No 157,"which delayed the 
effective date of SFAS No 157 until January 1, 2009 for non-financial assets and liabilities, except for items that are recognized or disclosed at fair value in the financial 
statements on a recurring basis There was no cumulative effect adjustment to retained earnings for Duke Energy Ohio as a result of the adoption of SFAS No 157. 

measurements. Under SFAS No 157, fair value is considered to be the exchange price in an orderly transaction between market participants to sell an asset or transfer a 
liability at the measurement date The fair value definition under SFAS No 157 focuses on an exit price, which is the price that would be received by Duke Energy Ohio to sell 
an asset or paid to transfer a liability versus an entry price, which would be the price paid to acquire an asset or received to assume a liability. Although SFAS No. 157 does not 
require additional fair value measurements, it applies to other accounting pronouncements that require or permit fair value measurements. 

Duke Energy Ohio determines fair value of financial assets and liabilities based on the following fair value hierarchy, as prescribed by SFAS No 157, which prioritizes the 
inputs to valuation techniques used to measure fair value into three levels: 

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

Level 2 inputs-inputs other than quoted market prices included in Level 1 that are observable, either directly or indirectly, for the asset or liability. Level 2 inputs include, 
but are not limited to, quoted prices for similar assets or liabilities in an active market, quoted prices for identical or similar assets or tiabilities in markets that are not active and 
inputs other than quoted market prices that are observable for the asset or liability, such as interest rate curves and yield curves observable at commonly quoted intervals, 
volatilities, credit risk and default rates 

Level 3 inputs-unobservable inputs for the asset or liability 
In February 2007, the FASB issued SFAS No 159. "The Fair Value Option for Financial Assets and Financial Liabilities-including an amendment of FASB Statement 

No 1 1 5  (SFAS No 159). which permits entities to elect to measure many financial instruments and certain other items at fair value For Duke Energy Ohio, SFAS No 159 was 
effective as of January 1, 2008 and had no impact on amounts presented for periods prior l o  the effective date Duke Energy Ohio does not currently have any financial assets 
or financial liabilities for which the provisions of SFAS No 159 have been elected However, in the future, Duke Energy Ohio may elect to measure certain financial instruments 
at fair value in accordance with this standard 

Duke Energy Ohio has exposure to certain legal matters that are described herein As of both March 31,2009 and December 31,2008, Duke Energy Ohio has recorded 

General. Duke Energy Ohio enters into various fixed-price. non-cancelable commitments to purchase or sell power (tolling arrangements or power purchase contracts) 

On January 1,2008, Duke Energy Ohio adopted SFAS No 157 Through December 31,2008, Duke Energy Ohio's adoption of SFAS No. 157 was limited to financial 

SFAS No 157 defines fair value, establishes a framework for measuring fair value in GAAP in the U S  and expands disclosure requirements about fair value 

27 

Source Duke Energy Ohio, In, 10-Q, May 13,2009 



-..- Table of Contents 
PART I 

DUKE ENERGY OHIO, INC 
Notes To Unaudited Consolidated Financial Statements-(Continued) 

The following tables provide the fair value measurement amounts for assets and liabilities recorded in both current and non-current unrealized gains on mark-to-market 
and hedging transactions and unrealized losses on mark-to-market and hedging transactions on Duke Energy Ohio's Consolidated Balance Sheets at fair value at March 31, 
2009 and December 31, 2008 Amounts presented in the tables below exclude cash collateral amounts which are disclosed separately in Note 9 

Total Fair Value 
Amounts at  

March 31,2009 Level 1 Level 2 Level 3 
- - 

Total Fair Value 
Amounts at 

December 31,2008 Level 1 Level 2 Level 3 

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

Rollforward of Level 3 Measurements 

Derivatives (net) 

_ -  (in millions) 
Bala&e>rJanF? 1221302--~1-_7~-1- --:- - - . - __ I $ I__ 8- 

- l ' ,  1 Fu_el-used_Lne~generation and purchaseclp:wTr-con I '  
Tojal pL%taxreaJzed or unrEahzed gaits included in earnings 

I 

1 
i 

_ Total pretax gains _ _ _ _ ~  included in other comprehensive -__ income __ - - -  
I Net pKc$ases, sal:s.'ssu_anges_and settlements- _ __ 

Total gains included on balance sheet as regulatory asset or liability or as non-current liability 

....... .. ........... . . . . . .  ...... . .  
I $-- 1. 13::: ??tal-:. . . . . .  .- __.. ...... . .-- ... -. - ..... :- . . . . . . .  _ _  . .... .... 

- .- 

s - -  - -  (22) 

__  Revenue, nonfegulated electnc and oihic - _ _  -__ - I ___ - 
(3) 

' Net p2rchases, sales,is_suances_andsettlements _ _  _ _  I - (81 

- - - -  
EalancE! at ~ % ~ y - ~ ~ Z O ~ &  

Total pLe-tax reahzedor unre_alized-gai!s inclzaed in eg!ings 
1 8  

Toral pza27CFses included in 0 t h ~  comprehensive income 

I I I 
Pre-tax gains included i f t h e  Consolidated Statements of Operations related to Level 3 measurements 

outstanding at March 31, 2008 
Revenue, non-regucatd e l e h  and other $ 1 
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DUKE ENERGY OHIO, INC. 
Notes To Unaudited Consolidated Financial Statements-(Continued) 

The valuation method of the primary fair value measurements disclosed above are as follows: 
Commodity derivatives: The pricing for commodity derivatives is primarily a calculated value which incorporates the forward price and is adjusted for liquidity (bid-ask 

spread), credit or non-performance risk (after reflecting credit enhancements such as collateral) and discounted to present value The primary difference between a Level 2 and 
a Level 3 measurement has to do with the level of activity in forward markets for the Commodity. If the market is relatively inactive, the measurement is deemed to be a Level 3 
measurement, Some commodity derivatives are NYMEX contracts, which Duke Energy Ohio classifies as Level 1 measurements. 

Fair Value Disclosures Required Under FSP No. FAS 107-1 and Accounting Principles Board (APE) 28-1, "Interim Disclosures About Fair Value of Financial 
Instruments." The fair value of financial instruments, excluding financial assets included in the scope of SFAS No. 157 disclosed in the tables above, is summarized in the 
following table. Judgment is required in interpreting market data to develop the estimates of fair value Accordingly, the estimates determined as of March 31, 2009 and 
December 31, 2008 are not necessarily indicative of the amounts Duke Energy Ohio could have realized in current markets 

As of March 31, As of December 31, 
2009 2008 

Book Approximate Book Approximate 
Value Value Fair Value Fair Value 

~ .- .... . . . _ _ _  . . .. . . . . , ~ .  .... .. ... .... . ...! z;~$;lllilJ!%!!S) Ix-,.zg 
~ ~ n - g ~ ~ e r ~ e ~ i n c l u d i n g - ~ ~ e ~ m ~ ~ ~ e ~  __-._ ____ . .. .. . I __.l.:1$&Ll! B 3._lltas3, d 

The fair value of cash and cash equivalents, accounts receivable, restricted funds held in trust, accounts payable and notes payable are not materially different from thL%! 
carrying amounts because of the shod-term nature of these instruments andlor because the stated rates approximate market rates 

13. New Accounting Standards 
The following new accounting standards were adopted by Duke Energy Ohio subsequent to March 31, 2008 and the impact of such adoption, if applicable. has been 

SFAS No 141 (revised2007). "Business Combinations"(SFAS No 141RJ In December 2007, the FASB issued SFAS No 141R, which replaces SFAS No. 141, 
presented in the accompanying Consolidated Financial Statements: 

"Business Combinations." SFAS No 141R retains the fundamental requirements in SFAS No. 141 that the acquisition method of accounting be used for all business 
combinations and that an acquirer be identified for each business combination This statement also establishes principles and requirements for how an acquirer recognizes and 
measures in its financial statements the identifiable assets acquired, the liabilities assumed, any noncontrolling (minority) interests in an acquiree. and any goodwill acquired in 
a business combination or gain recognized from a bargain purchase For Duke Energy Ohio, SFAS No. 141R must be applied prospectively to business combinations for which 
the acquisition date occurs on or after January 1, 2009 The impact to Duke Energy Ohio of applying SFAS No. 141R for periods subsequent to implementation will be 
dependent upon the nature of any transactions within the scope of SFAS No 141R Additionally, SFAS No 141R changes the accounting for income taxes related to prior 
business combinations. 

SFAS No. 16 1, "Disclosures about Derivative instruments and Hedging Activities-an amendment to FASB Statement No 133" (SFAS No. 16 I) In March 2008, the FASB 
issued SFAS No 161. which amends and expands the disclosure requirements for derivative instruments and hedging activities prescribed by SFAS No 133, "Accounting for 
Derivative instruments and Hedging Activities " SFAS No 16 1 requires qualitative disclosures about objectives and strategies for using derivatives, quantitative disclosures 
about fair value amounts of and gains and losses on derivative instruments, and disclosures about credit-risk-related contingent features in derivative agreements. Duke Energy 
Ohio adopted SFAS No. 161 as of January 1, 2009. The adoption of SFAS No 161 did not have any impact on Duke Energy Ohio's consolidated results of operations, cash 
flows or financial position See Note 9 for the disclosures required under SFAS No 161 

14. Income Taxes and Other Taxes 
The taxable income of Duke Energy Ohio is reflected in Duke Energy's U S federal and state income tax returns Duke Energy Ohio has a tax sharing agreement with 

Duke Energy, where the separate return method is used to allocate tax expenses and benefits to the subsidiaries whose investments or results of operations provide these tax 
expenses and benefits The accounting for income taxes essentially represents the income taxes that Duke Energy Ohio would incur if Duke Energy Ohio were a separate 
company filing its own tax return as a C-Corporation. 
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Changes to  Unrecognized Tax Benefits 

Increase/(Decrease) 

- _ _ _  _ _  - - -~ - __ __- - - - - -- 
~ n ~ ~ ~ T ~ B e n e f i t s - M a r c h  31 I 2009 8 -  I- GI 

At March 31, 2009, no portion of the total unrecognized tax benefits. if recognized, would affect the effective tax rate Duke Energy Ohlo does not antlctpate a significant 

Duke Energy Ohio has the following tax years open 
increase or decrease in unrecognized tax benefits in the next twelve months 

Jurisdiction Tax Years 
Federal 2005 and after 
State 

The effective tax rate for the three months ended March 31, 2009 was approximately 35 4% as compared to the effective tax rate of approximately 35 7% for the same 
period in 2008. 

As of March 3 1 ,  2009 and December 3 1 ,  2008, approximately $63 million and $64 million, respectively, of deferred income taxes were included in Other within Current 
Assets on the Consolidated Balance Sheets At March 3 1 ,  2009 and December 3 1 ,  2008, these balances exceeded 5% of total current assets. 

Excise Taxes. Certain excise taxes levied by state or local governments are collected by Duke Energy Ohio from its customers These taxes, which are required to be 
paid regardless of Duke Energy Ohio's ability to collect from the customer. are accounted for on a gross basis. When Duke Energy Ohio acts as an agent, and the tax is not 
required to be remitted if it is not collected from the customer, the taxes are accounted for on a net basis Duke Energy Ohio's excise taxes accounted for on a gross basis and 
recorded as revenues in the accompanying Consolidated Statements of Operations were approximately $40 million and $39 million for the three months ended March 3 1 ,  2009 
and 2008, respectively. 

15. Sales of Accounts Receivable 
Accounts Receivable Securitization. Duke Energy Ohio and Duke Energy Kentucky sell, on a revolving basis, nearly all of their retail and wholesale accounts receivable 

and related collections to Cinergy Receivables The securitization transaction was structured to meet the criteria for sale treatment under SFAS No 140 and, accordingly, the 
transfers of receivables are accounted for as sales 

The proceeds obtained from the sales of receivables are largely cash but do include a subordinated note from Cinergy Receivables for a portion of the purchase price 
(typically approximates 25% of the total proceeds) The note, which amounts to approximately $154 million and $174 million at March 31, 2009 and December 31, 2008, 
respectively, is subordinate to senior loans that Cinergy Receivables obtains from commercial paper conduits controlled by unrelated financial institutions, which is the source of 
funding for the subordinated note This subordinated note is a retained interest (right to receive a specified portion of cash flows from the sold assets) under SFAS No. 140 and 
is classified within Receivables in the accompanying Consolidated Balance Sheets at March 31, 2009 and December 31, 2008 

convey its bankrupt receivables to the applicable originator for consideration equal to the fair market value of such receivables as of the disposition date. The amount of 
bankrupt receivables sold is limited to 1% of aggregate sales of the originator during the most recently completed 12 month period Cinergy Receivables and Duke Energy Ohio 
and Duke Energy Kentucky completed a sale under this amendment in 2008 

Closed through 200 1 ,  with the exception of any adjustments related to open federal years 

In 2008, Cinergy Receivables and Duke Energy Ohio and Duke Energy Kentucky amended the governing purchase and sale agreement to allow Cinergy Receivables to 
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Duke Energy Ohio and Duke Energy Kentucky retain servicing responsibilities for their role as collection agents on the amounts due on the sold receivables. However, 
Cinergy Receivables assumes the risk of collection on the purchased receivables without recourse to Duke Energy Ohio and Duke Energy Kentucky in the event of a loss 
While no direct recourse to Duke Energy Ohio and Duke Energy Kentucky exists, these entities risk loss in the event collections are not sufficient to allow for full recovery of 
their retained interests. No servicing asset or liability is recorded since the servicing fee paid to Duke Energy Ohio approximates a market rate. 

The carrying value of the retained interest is determined by allocating the carrying value of the receivables between the assets sold and the interests retained based on 
relative fair value. The key assumptions used in estimating the fair value for 2009 were an anticipated credit loss ratio of 0 7%, a discount rate of 2 8% and a receivable 
turnover rate of 12 5% Because (a) the receivables generally turnover in less than two months, (b) credit losses are reasonably predictable due to Duke Energy Ohio's broad 
customer base and lack of significant concentration, and (c) the purchased beneficial interest is subordinate to all retained interests and thus would absorb losses first, the 
allocated bases of the subordinated notes are not materially different than their face value. The hypothetical effect on the fair value of the retained interests assuming both a 
10% and a 20% unfavorable variation in credit losses or discount rates is not material due to the short turnover of receivables and historically low credit loss history Interest 
accrues to Duke Energy Ohio and Duke Energy Kentucky on the retained interests using the accretable yield method, which 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 both the retained interests and 
purchased beneficial interest whenever it is determined that an other-than-temporary impairment has occurred 

The following table shows the gross and net receivables sold, retained interests, sales, and cash flows during the three months ended March 31, 2009: 

Three Months Ended 

March 31,2009 

- _ _  1 -  1 _ _ _ _ - I  I 
I ---9?$ 

Sales - ~ - I_-_ - __ - __ - - __ __ --- - 
I - - _ - -- -- i" - - __ - - - ___ __ ___ - Receivables sold 

Loss recognized on sale 

I _ -  - gq - 3 --- -- 

I I -1 % 
- 

Ca_shflo_ws__ _ _ _  _ _ _  - ____ - __ ____ - -  - _ _ _  
Cash proceeds from-recedablessold --_ - - L -  

- Collectionfees received 
Return received on retained t n ~ e r ~ &  

The loss recognized on thesale 
monthly utilizing a three year weighted average formula that considers charge-off history. late charge history, and turnover history on the sold receivables, as well as a 
component for the time value of money The discount rate, or component for the time value of money, is calculated monthly by summing the prior month-end LIBOR rate plus a 

ivables is calculated monthly by multiplyingthe receivables sold dunng the month by the required discount which is denved 

fixed rate of 2 39% 

16. Subsequent Events 
For information on subsequent events related to regulatory matters and commitments and contingencies, see Notes 10 and I t ,  respectively 
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Item 2. Management's Discussion and Analysis of Financial Condition and Results of Operations. 

INTRODUCTION 
Management's Discussion and Analysis should be read in conjunction with the Unaudited Consolidated Financial Statements 
Duke Energy Ohio, Inc. (Duke Energy Ohio) is a wholly-owned subsidiary of Cinergy Corp. (Cinergy) Cinergy is a wholly-owned subsidiary of Duke Energy Corporation 

(Duke Energy) Duke Energy Ohio's principal lines of business include generation, transmission and distribution of electricity, the sale of andlor transportation of natural gas, 
and energy marketing 

BASIS OF PRESENTATION 
The results of operations and variance discussion for Duke Energy Ohio is presented in a reduced disclosure format in accordance with General Instructions H(2) of Form 

10-Q 

DUKE ENERGY OHIO 

Three Months Ended 
March 31, 

Increase 
2009 2008 (Decrease) 
- - -  

(in millions) ___- __ ~ 

I- -5-i?,006 5 991 $--I ::;I - 
Operating revenues - _ -  

Gains on sales ;Tother asset_s and o g q  nej _ _  __ - _:-!? r - ~ ~ ~ ~ ~  OperaLng expenses- -T-r~-4- 843 -I 781 

Net Income 
The $48 million decrease in Duke Energy Ohio's Net Income was primarily due to the following factors: 

Operating Revenues The increase was primarily driven by: 

- A $52 million increase in retail electric revenues resulting from higher retail pricing principally related to the implementation of the Electric Security Plan (ESP) in 2009; 

* A $27 million increase in revenues due to higher generation volumes and PJM capacity revenues from the Midwest gas-fired assets in 2009 compared to 2008; and 

A $23 million increase in net mark-to-market revenues on non-qualifying power and capacity hedge contracts, consisting of mark-to-market gains of $9 million in 2009 
compared to losses of $14 million in 2008 

Partially offsetting these increases were: 

. A $47 million decrease in regulated fuel revenues driven primarily by lower natural gas costs and reduced sales; 

- A $13 million decrease in retail electric revenues resulting from lower retail volumes due to the overall declining economic conditions, which are primarily impacting the 
industrial sector; 

A $12 million decrease in wholesale electric revenues due to lower generation margin and hedge realization in 2009 compared to 2008; + 

* A $9 million decrease related to native load due to milder weather in 2009 compared to 2008; and 

A $9 million decrease in retail electric revenues resulting from the expiration of the Ohio electric Regulatory Transition Charge (RTC) for residential customers 
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Operafing Expenses The increase was primarily driven by: 

A $66 million increase in mark-to-market fuel expense on non-qualifying fuel hedge contracts, consisting of mark-to-market losses of $8 million in 2009 compared to 
gains of $58 million in 2008; 

A $2 1 million increase in fuel and operating expenses for the Midwest gas-fired assets primarily due to higher generation volumes in 2009 compared to 2008; 

A $16 million increase in plant maintenance expenses resulting from increased plant outages and maintenance in 2009 compared to 2008; and 

- 
Partially offsetting these increases were: 

* 

A $9 million increase in operating and maintenance expenses primarily due to higher storm costs largely driven by the impact of an ice storm in January 2009 

A $52 million decrease in regulated fuel expense primarily due to lower natural gas costs and reduced purchases; and 

* 

Gains on Sales of OfherAssefs and Other; net The decrease in 2009 as compared to 2008 is attributable lo lower gains on sales of emission allowances in 2009 

Other lncome and Expenses, net The decrease in 2009 as compared to 2008 is primarily attributable to reduced interest income on the subordinated note from Cinergy 

Interest Expense The increase was primarily due to higher debt balances in the first quarter of 2009 as compared to the same period in 2008 
lncome Tax Expense The decrease was primarily the result of lower pre-tax income 

Matters Impacting Future Results 
Duke Energy Ohio evaluates the carrying amount of its recorded goodwill for impairment under the guidance of SFAS No. 142. "Goodwill and lnfangible Assets " For 

further information on key assumptions that impact Duke Energy Ohio's goodwill impairment assessments, see Critical Accounting Policy for Goodwill Impairment in Duke 
Energy Ohio's Form 10-K for the year ended December 31, 2008 As of the dale of the August 2008 annual impairmenf test, the fair value of Duke Energy Ohio's reporting units 
exceeded their respective carrying values, thus no goodwill impairment charges were recorded However, management is continuing to monitor the impact of recent market and 
economic events to determine if it is more likely than not that the carrying values of Duke Energy Ohio's reporting units have been impaired Should any such triggering events 
or circumstances occur in 2009 prior to the annual August 2009 testing date that would more likely than not reduce the fair value of a reporting tinit below its carrying value, 
management would perform an interim detailed impairment test of Duke Energy Ohio's goodwill and it is possible that goodwill impairment charges could be recorded as a 
result of these tests At March 31. 2009, Duke Energy Ohio had goodwill of approximately $2,360 million 

A $9 million decrease in regulatory asset amortization resulting from the expiration of the Ohio electric RTC for residential customers 

compared to 2008 

Receivables Company, LLC, a wholly-owned subsidiary of Cinergy, to which Duke Energy Ohio sells certain of its accounts receivable, resulting from lower interest rates and a 
reduction in interest income accrued for uncertain income tax positions 
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item 4. Controls and Procedures. 

Disclosure Controls and Procedures 
Disclosure controls and procedures are controls and other procedures that are designed to ensure that information required to be disclosed by Duke Energy Ohio in the 

reports it files or submits under the Securities Exchange Act of 1934 (Exchange Act) is recorded, processed, summarized, and reported. within the time periods specified by the 
Securities and Exchange Commission's (SEC) rules and forms 

Disclosure controls and procedures include, without limitation, controls and procedures designed to provide reasonable assurance that information required to be 
disdosed by Duke Energy Ohio in the reports it files or submits under the Exchange Act is accumulaled and communicaled to managemen!, 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, Duke Energy Ohio has evaluated the 
effectiveness of its disclosure controls and procedures (as such term is defined in Rule 13a-l5(e) and 15d-l5(e) under the Exchange Act) as of March 31. 2009, and, based 
upon this evaluation, the Chief Executive Officer and Chief Financial Officer have concluded that these controls and procedures are effective in providing reasonable assurance 
of compliance 

Changes in  Internal Control over Financial Reporting 

changes in internal control over financial reporting (as such term is defined in Rules 13a-l5(f) and 15d-l5(f) under the Exchange Act) that occurred during the fiscal quarter 
ended March 31, 2009 and have concluded no change has materially affected, or is reasonably likely to materially affect, internal control over financial reporting. 

Under the supervision and with the participation of management, including the Chief Executive Officer and Chief Financial Officer, Ruke Energy Ohio has evaluated 
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Item 1. Legal Proceedings 
For information regarding legal proceedings that became reportable events or in which there were material developments in the first quarter of 2009, see Note 10 to the 

Consolidated Financial Statements, "Regulatory Matters" and Note 11 to the Consolidated Financial Statements. "Commitments and Contingencies." 

Item I A .  Risk Factors 

Ohio's Annual Report on Form t 0-K for the year ended December 3 1 ,  2008, which could materially affect Duke Energy Ohio's financial condition or future results. Additional 
risks and uncertainties not currently known to Duke Energy Ohio or that Duke Energy Ohio currently deems to be immaterial also may adversely affect Duke Energy Ohio's 
financial condition andlor results of operations 

In addition to the other information set forth in this report, careful consideration should be given to the factors discussed in Part I ,  "Item 1A. Risk Factors" in Duke Energy 
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Item 6. Exhibits 

(a) Exhibits 

constituting management contracts or compensatory plans or arrangements are designated by a double asterisk (") 
Exhibits filed or furnished herewith are designated by an asterisk (') All exhibits not so designated are incorporated by reference to a prior filing, as indicated. Items 

Exhibit 
Number 

4.1" Fortieth Supplemental Indenture. dated as of March 23, 2009 to the First Mortgage, dated as of August 1, 1936, between Duke Energy Ohio, Inc and The 
Bank of New York Mellon Trust Company, N.A., as successor trustee (filed on Form 8-K of Duke Energy Ohio, March 24. 2009, File No 1-01232, as 
Exhibit 4 1) 

Underwriting Agreement, dated March 18, 2009, between Duke Energy Ohio, Inc and Barclays Capital Inc , Deutsche Bank Securities Inc , SunTrust 
Robinson Humphrey, Inc and UBS Securities LLC, as representatives of the several Underwriters named therein (filed on Form 8-K of Duke Energy Ohio, 
March 24, 2009. File No 1-01232, as Exhibit 4 1). 

Certification of the Chief Executive Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 

Certification of the Chief Financial Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 

Certification Pursuant to 18 US.C Section 1350. as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 

Certification Pursuant to 18 U S.C Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 

10.1" 

'31 1 

'31 2 

'32 1 

'32 2 
The total amount of securities of the registrant or its subsidiaries authorized under any instrument with respect to long-term debt not filed as an exhibit does not exceed 

10% of the total assets of the registrant and its subsidiaries on a consolidated basis The registrant agrees, upon request of the Securities and Exchange Commission, to 
furnish copies of any or all of such instruments to it 
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SIGNATURES 

Pursuant t o  the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to  be signed on i ts behalf by the undersigned 
thereunto duly authorized. 

DUKE ENERGY OHIO, INC 

Date: May 13, 2009 

Dale: May 13, 2009 

/ S I  DAVID L. HAUSER 
David L Hauser 

Group Executive and 
Chief Financial Officer 

is1 STEVEN K. YOUNG 
Steven K Young 

Senior Vice President and 
Controller 
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EXHIBIT 31.1 

CERTIFICATION OF THE CHIEF EXECUTIVE OFFICER 
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002 

I, James E Rogers, certify that: 

1) 

2) 

I have reviewed this quartedy report on Form 1 0 4  of Duke Energy Ohio, Inc : 

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in 
light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report; 

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition, 
results of operations and cash flows of the registrant as of, and for, the periods presented in this report; 

The registrant's other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 
13a-l5(e) and 15d-l5(e)) and internal control over financial reporting (as defined in Exchange Acts Rules 13a-l5(f) and 15d-l5(f)) for the registrant and have: 

a) 

3) 

4) 

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that 
material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the 
period in which this report is being prepared; 

Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, 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: 

Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the 
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and 

Disdosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most recent fiscal quarter (the 
registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant's internal 
control over financial reporting: and 

b) 

c) 

d) 

5)  The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant's auditors 
and the audit committee of the registrant's board of directors (or persons performing the equivalent functions): 

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely 
affect the registrant's ability to record, process, summarize and report financial information; and 

Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal control over financial 
reporting 

b) 

Date: May 13, 2009 

Is/ JAMES E. ROGERS 
James E Rogers 

Chief Executive Officer 
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CERTIFICATION OF THE CHIEF FINANCIAL OFFICER 
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002 

I, David L Hauser. certify that: 

1) 

2)  

I have reviewed this quarterly report on Form lC-Q of Duke Energy Ohio, Inc ; 

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in 
light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report; 

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition, 
results of operations and cash flows of the registrant as of, and for, the periods presented in this report; 

The registrant's other certifying offcer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 
13a-l5(e) and 15d-l5(e)) and internal control over financial reporting (as defined in Exchange Acts Rules 13a-I5(f) and 15d-l5(f)) for the registrant and have: 

a) 

3) 

4) 

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that 
material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the 
period in which this report is being prepared; 

Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, 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; 

Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the 
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and 

Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most recent fiscal quarter (the 
registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant's internal 
control over financial reporting; and 

b) 

c) 

d) 

5 )  The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant's auditors 
and the audit committee of the registrant's board of directors (or persons performing the equivalent functions): 

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely 
affect the registrant's ability to record, process, summarize and report financial information; and 

Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal control over financial 
reporting 

b) 

Date: May 13, 2009 

Is/ DAVID L. HAUSER 
David L. Hauser 

Group Executive and 
Chief Financial Officer 
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EXHIBIT 32.1 

CERTIFICATION PURSUANT TO 
18 U.S.C. SECTION 1350, 

AS ADOPTED PURSUANT TO 
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

In connection with the Quarterly Report of Duke Energy Ohio, Inc. ("Duke Energy Ohio") on Form 10-Q for the period ending March 3 1, 2009 as filed with the Securities 
and Exchange Commission on the date hereof (the "Report"), I ,  James E Rogers, Chief Executive Officer of Duke Energy Ohio, certify, pursuant to 18 U S C section 1350, as 
adopted pursuant to section 906 of the Sarbanes-Oxley Act of 2002. that: 

(1) 

(2) 

The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and 

The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of Duke Energy Ohio 

IS/ JAMES E. ROGERS 
James E Rogers 

Chief Executive Officer 
May 13,2009 
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EXHIBIT 32.2 

CERTIFICATION PURSUANT TO 
18 U.S.C. SECTION 1350, 

AS ADOPTED PURSUANT TO 
SECTION 906 OF THE SARBANES-QXLEY ACT OF 2002 

In connection with the Quarterly Report of Duke Energy Ohio, Inc ("Duke Energy Ohio") on Form 10-0 for the period ending March 31, 2009 as filed with the Securities 
and Exchange Commission on the date hereof (the "Report"), I, David L Hauser, Group Executive and Chief Financial Officer of Duke Energy Ohio, certify, pursuant to 18 
U S C section 1350, as adopted pursuant to section 906 of the Sarbanes-Oxley Act of 2002, that: 

(1) 

(2) 

The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and 

The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of Duke Energy Ohio 

Is/ DAVID L. HAUSER 
David L Hauser 

Group Executive and Chief Financial Officer 
May 13,2009 

Created by 1 OKWizard www.1 OKWizard.com 

Source. Duke Energy Ohio, In, 10-Q, May 13, 2009 

http://OKWizard.com
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Exchange Act of 1934. Forward-looking statements are based on manage- 
ment's beliefs and assumptions. These forward-looking statements are identified 
by terms and phrases such as "anticipate," "believe," "intend," "estimate," 
"expect," "continue," "should," "could," "may," "plan," "project," "predict," "will," 
"potential," "forecast," "target," and similar expressions Forward-looking state- 
ments involve risks and uncertainties that may cause actual results to be 
materially different from the results predicted. Factors that could cause actual 
results to differ materially from those indicated in any forward-looking statement 
include, but are not limited to: 

State and federal legislative and regulatory initiatives, including costs of 
compliance with existing and future environmental requirements; 
State and federal legislative and regulatory initiatives and rulings that 
affect cost and investment recovery or have an impact on rate struc- 
tures; 
Costs and effects of legal and administrative proceedings, settlements, 
investigations and claims; 
Industrial, commercial and residential growth in Duke Energy Ohio, Inc.3 
(Duke Energy Ohio) service territories; 

* Additional competition in electric markets and continued industry con- 
solidation; 
The influence of weather and other natural phenomena on Duke Energy 
Ohio's operations, including the economic, operational and other effects 
of storms, hurricanes, tornados, droughts and other natural phenomena; 

rates; 

electric transmission system constraints; 

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

funding requirements of Duke Energy Ohio for Cinergy Corp 's defined 
benefit pension plans; 

* The level of creditworthiness of counterparties to Duke Energy Ohio's 
transactions; 
Employee workforce factors, including the potential inability to attract 
and retain key personnel; 
Growth in opportunities for Duke Energy Ohio's business units, including 
the timing and success of efforts to develop power and other projects; 
and 

0 The effect of accounting pronouncements issued periodically by account- 
ing standard-setting bodies 

In light of these risks, uncertainties and assumptions, the events 
described in the forward-looking statements might not occur or might occur to 
a different extent or at a different time than Duke Energy Ohio has described. 
Duke Energy Ohio undertakes no obligation to publicly update or revise any 
forward-looking statements, whether as a result of new information, future 
events or otherwise 

* The timing and extent of changes in commodity prices and interest 

Unscheduled generation outages, unusual maintenance or repairs and 

The performance of electric generation facilities; 

Declines in the market prices of equity securities and resultant cash 



PART I I FINANCIAL INFORMATION 

DUKE ENERGY OHIO, INC. 
CONSOLIDATED STATEMENTS OF OPERATIONS 

(Unaudited) 
(In millions) 

Item 1. Financial Statements. 

Three Months Ended Nine Months Ended 
September 30, September 30, 

2008 2007 2008 2007 

Operating Revenues 
Non-regulated electric and other $446 $613 $1,292 $1,381 
Regulated electric 286 278 756 742 
Regulated natural gas 86 64 556 511 

Total operating revenue 818 955 2,604 2,634 

Operating Expenses 
Fuel used in electric generation and purrhased power-non regulated 332 310 612 728 
Fuel used in electric generation and purchased power-regulated 49 49 116 116 
Cost of natural gas and coal sold 42 32 341 356 
Operation, maintenance and other 205 186 571 553 
Depreciation and amortization 106 107 305 295 
Property and other taxes 62 60 197 195 
Impairments and other charges 82 - 82 - 

Total operating expenses 878 744 2,224 2,243 

(Losses) Gains on Sales of Other Assets and Other, net I_ (1) 46 (12) 
Operating (Loss) Income (60) 210 426 379 
Other Income and Expenses, net 8 5 23 22 
Interest ExDense 23 28 72 73 
(Loss) Income Before Income Taxes (75) 187 377 328 
Income Tax (Benefit) Expense (21) 69 141 124 

Net (Loss) Income $ (54) $118 $ 236 $ 204 

See Notes to Unaudited Consolidated Financial Statements 
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PART I 

DUKE ENERGY OHIO, INC. 
CONSOLIDATED BALANCE SHEETS 

(Unaudited) 
(In millions) 

September 30, December 31, 
2008 2007 

ASSETS 
Current Assets 

Cash and cash equivalents 
Receivables (net of allowance for doubtful accounts of $18 at September 30, 2008 

Inventory 
and $3 at December 31, 2007) 

$ 341 $ 33 

186 334 
270 212 

Unrealized gains on mark-to-market and hedging transactions 104 22 
Other 172 94 

Total current assets 1,073 695 

Restricted funds held in trust 60 62 
Goodwill 2,324 2,325 

Unrealized gains an mark-to-market and hedging transactions 30 17 

Total investments and other assets 2,863 2,988 

Investments and Other Assets 

Intangibles, net 416 551 

Other 33 33 

Property, Plant and Equipment 
cost 9,954 9,577 
Less accumulated depreciation and amortization 2,277 2,097 

Net property, plant and equipment 7,677 7,480 

Deferred debt expense 23 23 

Other 318 401 

Total regulatory assets and deferred debits 441 514 

Total Assets $12,054 $11,677 

Regulatory Assets and Deferred Debits 

Regulatory assets related to income taxes 100 90 

See Notes to Unaudited Consolidated Financial Statements 
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PART I 

DUKE ENERGY OHIO, INC. 
CONSOLIDATED BALANCE SHEETS-(Continued) 

(Unaudited) 
(In millions, except share and per-share amounts) 

September 30, December 31, 
2008 2007 

LIABILITIES AND COMMON STOCKHOLDER’S EQUITY 
Current Liabilities 

Accounts payable $ 400 $ 602 
Notes payable and commercial paper 492 189 
Taxes accrued 231 172 
Interest accrued 23 24 
Current maturities of long-term debt 27 126 
Unrealized losses on mark-to-market and hedging transactions 76 24 
Other 70 86 

Total current liabilities 1.319 1.223 

Long-term Debt 1,856 1,810 

Deferred Credits and Other Liabilities 
Deferred income taxes 1,482 1,436 
Investment tax credit 14 16 
Accrued pension and other post-retirement benefit costs 242 259 
Unrealized losses on mark-to-market and hedging transactions 28 25 
Asset retirement obligations 33 31 
Other 296 343 

Total deferred credits and other liabilities 2,095 2,110 

Commitments and Contingencies 

Common Stockholder’s Equity 
Common Stock, $8.50 par value, 120,000,000 shares authorized; 89,663,086 shares outstanding 

at September 30, 2008 and December 31,2007 762 762 
Additional paid-in capital 5,570 5,570 
Retained earnings 463 227 
Accumulated other comprehensive loss (11) (25) 

Total common stockholder’s equity 6,784 6,534 

Total Liabilities and Common Stockholder’s Equity $12,054 $11,677 

See Notes to Unaudited Consolidated Financial Statements 
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PART I 

DUKE ENERGY OHIO, INC. 
CONSOLIDATED STATEMENTS OF CASH FLOWS 

(Unaudited) 
(In millions) 

Nine Months Ended 
September 30, 
2008 2007 

CASH FLOWS FROM OPERATING ACTIVITIES 
Net income 
Adjustments to reconcile net income to net cash provided by operating activities: 

Depreciation and amortization 
(Gains) losses on sales of other assets and other, net 
Impairment charges 
Deferred income taxes 
Accrued pension and other post-retirement benefit costs 
Contribution to company-sponsored pension and other post-retirement benefit plans 
(Increase) decrease in: 

Net realized and unrealized mark-to-market and hedging transactions 
Receivables 
Inventory 
Other current assets 

Increase (decrease) in: 
Accounts payable 
Taxes accrued 
Other current liabilities 

Regulatory asset/liability deferrals 
Other assets 21 141 
Other liabilities (73) (46) 

S 236 

308 
(46) 
82 
(37) 
16 
- 

S 204 

295 
12 

45 
28 

(92) 

- 

Net cash provided by operating activities 389 439 

Capital expenditures (381) (461) 
Purchases of emission allowances (15) (14) 
Sales of emission allowances 60 25 
Change in restricted funds held in trust 2 21 
Other 3 (1) 

CASH FLOWS FROM INVESTING ACTIVITIES 

Net cash used in investing activities (331) (430) 

Issuance of long-term debt 73 6 
Redemption of long-term debt ( 139) (5) 
Notes payable and commercial paper 276 __ 
Notes payable to affiliate, net 40 74 
Dividends to parent - (135) 

29 Capital contribution from parent __ 

Net cash provided by (used in) financing activities 250 (31) 
Net increase (decrease) in cash and cash equivalents 308 (22) 

Cash and cash equivalents at end of period $ 341 $ 2.3 

CASH FLOWS FROM FINANCING ACTIVITIES 

Cash and cash equivalents at beginning of period 33 45 

Supplemental Disclosures 
Significant non-cash transactions: 

Purchase accounting adjustments S - S (8) 
Accrued capital expenditures S 60 $ 13 

See Notes to Unaudited Consolidated Financial Statements 
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PART I 

DUKE ENERGY OHIO, INC. 
CONSOLIDATED STATEMENTS OF COMMON STOCKHOLDER'S EQUITY AND COMPREHENSIVE INCOME 

(Unaudited) 
(in millions) 

Accumulated Other Comprehensive 
income (Loss) 

Net Gains Pension and 
Additional (Losses) on OPEB Related 

Common Paid-in Retained Cash Flow Adjustments to 
Stock Capital Earnings Hedges AOCi Total 

Balance at December 31, 2006 $762 $5,601 $ 55 $(361 $(2) $6,380 
204 

1 
1 1 

Total comprehensive income 206 
29 Capital contribution from parent - 29 
(8) Push-down accounting adjustments _. - _I __ (8) 

Adoption of SFAS No. 158-measurement~b~ date 
(2) (5) provision - __ 

Dividend to parent __ (46) (89) __ (135) 

Balance at September 30, 2007 $762 $5,576 $167 $(35) $(3) $6,467 

__ __ - 204 Net income __ 

Other comprehensive income 
- 1 Cash flow hedgesu - __ - 

Pension and OPEB-related Adjustments to AOCI - I_ 
- _I 

- - __ 

__ (3) 
__ 

Balance at December 31,2007 $762 $5,570 $227 $(32) $ 7  $6,534 
I_ 236 

12 

2 2 

_. 236 Net income - __ 

Other comprehensive income 
Cash flow hedges") __ __ __ 12 __ 

Pension and OPEB-related Adjustments to 
__ - __ __ AOCl(d1 

Total comprehensive income 250 

Balance at September 30, 2008 $762 $5,570 $463 $(20) $9 $6,784 

(a) 
(b) 
( c )  
(d) 

Net of $1 tax expense in 2007 
Net of $2 tax benefit in 2007 
Net of $7 tax expense in 2008 
Net of insignificant tax expense in 2008 

See Notes to Unaudited Consolidated Financial Statements 
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PART I 

DUKE ENERGY OHIO, INC. 
Notes To Unaudited Consolidated Financial Statements 

1. Basis of Presentation 

Nature of Operations and Basis of Consolidation. Duke Energy Ohio, Inc. (Duke Energy Ohio), an Ohio corporation organized in 
1837, is a wholly-owned subsidiary of Cinergy Corp. (Cinergy). Cinergy is a wholly-owned subsidiary of Duke Energy Corporation (Duke 
Energy). Duke Energy Ohio is a combination electric and gas public utility company that provides service in the southwestern portion of Ohio 
and through its wholly-owned subsidiary, Duke Energy Kentucky, Inc. (Duke Energy Kentucky), in nearby areas of Kentucky, as well as 
unregulated electric generation in parts of Ohio, Illinois, Indiana and Pennsylvania. Duke Energy Ohio's principal lines of business include 
generation, transmission and distribution of electricity, the sale of and/or transportation of natural gas, and energy marketing. Duke Energy 
Kentucky's principal lines of business include generation, transmission and distribution of electricity as well as the sale of and/or trans- 
portation of natural gas. Except where separately noted, references to Duke Energy Ohio herein relate to the consolidated operations of 
Duke Energy Ohio, including Duke Energy Kentucky. These Unaudited Consolidated Financial Statements include, after eliminating inter- 
company transactions and balances, the accounts of Duke Energy Ohio and all majority-owned subsidiaries where Duke Energy Ohio has 
control, as well as Duke Energy Ohio's proportionate share of certain generation and transmission facilities in Ohio, Kentucky and Indiana. 

These Unaudited Consolidated Financial Statements have been prepared in accordance with generally accepted accounting princi- 
ples (GAAP) in the United States of America (US.) for interim financial information and with the instructions to Form 104 and Regulation 
S-X. Accordingly, these Unaudited Consolidated Financial Statements do not include all of the information and notes required by GAAP in 
the US.  for annual financial statements. Because the interim Unaudited Consolidated Financial Statements and Notes do not include all of 
the information and notes required by GAAP in the U.S for annual financial statements, the Unaudited Consolidated Financial Statements 
and other information included in this quarterly report should be read in conjunction with the Unaudited Consolidated Financial Statements 
and Notes in Duke Energy Ohio's Form IO-K for the year ended December .31, 2007. 

These Unaudited Consolidated Financial Statements reflect all normal recurring adjustments that are, in the opinion of management, 
necessary to fairly present Duke Energy Ohio's financial position and results of operations. Amounts reported in the interim Unaudited 
Consolidated Statements of Operations are not necessarily indicative of amounts expected for the respective annual periods due to the 
effects of seasonal temperature variations on energy consumption, regulatory rulings, the timing of maintenance on electric generating 
units, changes in mark-to-market valuations, changing commodity prices and other factors. 

Use of Estimates. To conform to GAAP in the US., management makes estimates and assumptions that affect the amounts 
reported in the Unaudited Consolidated Financial Statements and Notes. Although these estimates are based on management's best 
available information at the time, actual results could differ. 

Reclassifications. Certain prior period amounts on the Consolidated Balance Sheets have been reclassified in connection with the 
adoption of Financial Accounting Standards Board (FASB) Staff Position (FSP) No. FIN 39-1, "Amendment of FASB Interpretation No. (FIN) 
39, Offsetting of Amounts Related to Certain Contracts," (FSP No. FIN 39-11 on January 1, 2008, as discussed below, the effects of 
which require retrospective application to the Consolidated Balance Sheets. 

Duke Energy Ohio adopted FSP No. FIN 39-1. In accordance with FSP No. FIN .39-1, Duke Energy Ohio offsets fair value amounts (or 
amounts that approximate fair value) recognized on its Consolidated Balance Sheets related to cash collateral amounts receivable or 
payable against fair value amounts recognized for derivative instruments executed with the same counterparty under the same master 
netting agreement. Prior to the adoption of FSP No. FIN 39-1, Duke Energy Ohio offset the fair value amounts recognized for derivative 
instruments executed with the same counterparty under the same master netting agreement in accordance with FIN 39, "Offsetting of 
Amounts Related to Certain Contracts," but presented cash collateral on a gross basis within the Consolidated Balance Sheets. At Sep- 
tember 30, 2008 and December 31, 2007, Duke Energy Ohio had receivables related to the right to reclaim cash collateral of approx- 
imately $9 million and $5 million, respectively, and had payables related to obligations to return cash collateral of an insignificant amount 
at each balance sheet date that have been offset against net derivative positions in the Consolidated Balance Sheets. Duke Energy Ohio 
had cash collateral receivables of approximately $64 million and $15 million under master netting arrangements that have not been offset 
against net derivative positions at September 30, 2008 and December 31, 2007 respectively, as these amounts primarily represent ini- 
tial margin deposits related to NYMEX futures contracts. Duke Energy Ohio had insignificant cash collateral payables under master netting 
arrangements that have not been offset against net derivative positions at September 30, 2008 and December 31, 2007. 

Unbilled Revenue. Revenues on sales of electricity and gas are recognized when either the service is provided or the product is 
delivered. Unbilled revenues are estimated by applying an average revenue per kilowatt-hour or per thousand cubic feet (Mcf) for all cus- 
tomer classes to the number of estimated kilowatt-hours or Mc.f's delivered but not billed. The amount of unbilled revenues can vary sig- 

Netting of Cash Collateral and Derivative Assets and Liabilities Under Master Netting Arrangements. On January 1, 2008, 
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PART I 

DlJKE ENERGY OHIO, INC. 
Notes To Unaudited Consolidated Financial Statements-(Continued) 

nificantly period to period as a result of factors including seasonality, weather, customer usage patterns and customer mix. Unbilled rev- 
enues, which are included in Receivables on the Consolidated Balance Sheets, primarily relate to wholesale sales at Commercial Power 
and were approximately $36 million and $38 million at September 30, 2008 and December 31, 2007, respectively. Additionally, receiv- 
ables for unbilled revenues of approximately $105 million and $145 million at September 30, 2008 and December 31, 2007, 
respectively, related to retail accounts receivable at Duke Energy Ohio and Duke Energy Kentucky are included in the sales of accounts 
receivable to Cinergy Receivables Company, LLC (Cinergy Receivables). Duke Energy Ohio and Duke Energy Kentucky sell, on a revolving 
basis, nearly all of their retail accounts receivable and related collections to Cinergy Receivables, a bankruptcy remote, special purpose 
entity that is a wholly-owned limited liability company of Cinergy. The securitization transaction was structured to meet the criteria for sale 
treatment under Statement of Financial Accounting Standards (SFAS) No. 140, "Accounting for Transfers and Servicing of Financial Assets 
and Extinguishments of Liabilities-a replacement of FASB Statement No. 125," and, accordingly, Cinergy does not consolidate Cinergy 
Receivables and the transfers of receivables are accounted for as sales. 

Other Regulatory Assets and Deferred Debits. The state of Ohio passed comprehensive electric deregulation legislation in 
1999, and in 2000, the Public Utilities Commission of Ohio (PUCO) approved a stipulation agreement relating to Duke Energy Ohio's tran- 
sition plan creating a Regulatory Transition Charge (RTC) designed to recover Duke Energy Ohio's generation-related regulatory assets 
and transition costs over a ten-year period beginning January 1, 2001 and ending December 2010. Accordingly, application of SFAS 
No. 71, "Accounting for Certain Types of Regulation" (SFAS No. 711, was discontinued for the generation portion of Duke Energy Ohio's 
business. Duke Energy Ohio has a RTC related regulatory asset balance of approximately $162 million and $239 million as of Sep- 
tember 30, 2008 and December 31, 2007, respectively, which is classified in Other within Regulatory Assets and Deferred Debits on the 
Consolidated Balance Sheets. 

2. Business Segments 

Duke Energy Ohio operates the following business segments, which are considered reportable business segments under SFAS 
No. 131, "Disclosures about Segments of an Enterprise and Related Information": Franchised Electric and Gas and Commercial Power. 
Duke Energy Ohio's chief operating decision maker regularly reviews financial information about each of these business segments in 
deciding how to allocate resources and evaluate performance There is  no aggregation within Duke Energy Ohio's reportable business 
segments. 

Franchised Electric and Gas, which conducts operations primarily through Duke Energy Ohio and its wholly-owned subsidiary Duke 
Energy Kentucky, generates, transmits, distributes and sells electricity in southwestern Ohio and northern Kentucky, as well as transports 
and sells natural gas in southwestern Ohio and northern Kentucky. 

Commercial Power owns, operates and manages non-regulated power plants and engages in the wholesale marketing and procure- 
ment of electric power, fuel and emission allowances related to these plants as well as other contractual positions. Commercial Power's 
generation asset fleet consists of Duke Energy Ohio's non-regulated generation in Ohio and five Midwestern gas-fired non-regulated gen- 
eration assets that were transferred from Duke Energy in connection with Duke Energy's merger with Cinergy in April 2006. Commercial 
Power's assets comprise approximately 7,600 megawatts of power generation primarily located in the Midwestern US. The asset portfo- 
lio has a diversified fuel mix with baseload and mid-merit coal-fired units as well as combined cycle and peaking natural gas-fired units. 
Most of the generation asset output in Ohio has been contracted through the rate stabilization plan (RSP) (see Note 11). 

The remainder of Duke Energy Ohio's operations is presented as Other. While it is not considered a business segment, Other primar- 
ily includes certain allocated governance costs (see Note 9) 

Duke Energy Ohio's reportable segments offer different products and services and are managed separately as business units. 
Accounting policies for Duke Energy Ohio's segments are the same as those described in the Notes to the Consolidated Financial State- 
ments in Duke Energy Ohio's Annual Report on Form 10-K for the year ended December 31, 2007. Management evaluates segment per- 
formance based on earnings before interest and taxes from continuing operations (EBIT) On a segment basis, EBIT excludes 
discontinued operations and represents all profits from continuing operations (both operating and non-operating and excluding corporate 
governance costs) before deducting interest and taxes 

Cash, cash equivalents, and short-term investments, if any, are managed centrally by Duke Energy, so the interest and dividend 
income on those balances are excluded from segment EBIT. Transactions between reportable segments, if any, are included in segment 
EBIT. 
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PART I 

DlJKE ENERGY OHIO, INC. 
Notes To Unaudited Consolidated Financial Statements-(Continued) 

Business Segment Data 

Segment EBIT/ 
Consolidated (Loss) 

Income Depreciation 
Unaffiliated Before Income and 
RevenueslrJ Taxes Amortization 

(in millions) 
Three Months Ended September 30, 2008 
Franchised Electric and Gas $ 372 s 59 $ 65 
Commercial Power 446 (105) 41 

Total reportable segments 818 (46) 106 
Other 
Interest expense 
Interest income and other - 

__ (11) 
(23) 

5 

- 

- __ 
I_ 

Total consolidated $ 818 s (75) $106 

Three Months Ended September 30, 2007 
Franchised Electric and Gas $ 344 s 54 $ 65 
Commercial Power 61 1 175 42 

Total reportable segment 955 229 107 
Other 
Interest expense 
Interest income and other I_ 

- (19) 
(28) 

5 

- 

- - 

__ 

Total consolidated $ 955 $187 $107 

Nine Months Ended September 30, 2008 
Franchised Electric and Gas $1,312 $197 $181 
Commercial Power 1,292 282 124 

Total reportable segment 2,604 479 305 
Other 
Interest expense 
Interest income and other __ 

Total consolidated $2,604 $ 377 $305 

Nine Months Ended September 30, 2007 
Franchised Electric and Gas $1,255 $183 $172 
Commercial Power 1,379 255 123 

Total reportable segment 2,634 438 295 
Other 
Interest expense 
Interest income and other _. 

- (48) 
(72) 
18 

- 
_. _. 

__ 

- (58) 
(73) 
21 

_. 

- - 
I_ 

Total consolidated $2,634 $ 328 $295 

(a) There were no intersegment revenues for the three and nine months ended September 30, 2008 and 2007 
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PART I 

DUKE ENERGY OHIO, INC. 
Notes To Unaudited Consolidated Financial Statements-(Continued) 

Segment Assets 

Franchised Electric and Gas 
Commercial Power 

Other 
Total reportable segments 

Total consolidated assets 

September 30, December 31, 
2008 2007 
(in millions) 

$ 5,689 $ 5,530 
6,352 6,147 

12,041 11,677 

$12,054 $1 1,677 

__ 13 

3. Sales of Other Assets 

pre-tax gains of an insignificant amount. For the nine months ended September 30, 2008, the sale of other assets resulted in approx- 
imately $64 million in proceeds and net pre-tax gains of approximately $46 million recorded in (Losses) Gains on Sales of Other Assets 
and Other, net on the Consolidated Statements of Operations. These gains primarily relate to Commercial Power’s sales of zero cost 
basis emission allowances. 

For the three months ended September 30, 2007, the sale of other assets resulted in approximately $1 million in proceeds and net 
pre-tax losses of approximately $1  million recorded in (Losses) Gains on Sales of Other Assets and Other, net on the Consolidated State- 
ments of Operations. For the nine months ended September 30, 2007, the sale of other assets resulted in approximately $25 million in 
proceeds and net pre-tax losses of approximately $12 million recorded in (Losses) Gains on Sales of Other Assets and Other, net on the 
Consolidated Statements of Operations. These amounts primarily relate to Commercial Power’s sales of emission allowances acquired in 
connection with Duke Energy’s merger with Cinergy in April 2006, which were written up to fair value as part of purchase accounting. 

For the three months ended September 30, 2008, the sale of other assets resulted in approximately $4 million in proceeds and net 

4. Inventory 

mission and sales commitments. Inventory is recorded primarily using the average cost method. 
Inventory consists primarily of coal held for electric generation, materials and supplies, and natural gas held in storage for trans- 

Coal held for electric generation 
Materials and supplies 
Natural gas 

Total inventory 

September 30, December 31, 
2008 2007 
(in millions) 
$ 85 $ 77 

84 66 
101 69 

$270 $212 
- - 

___ ~ ___ ~ 

5. Debt and Credit Facilities 

Available Credit Facilities and Capacity Utilized Under Available Credit Facilities. In March 2008, Duke Energy entered into 
an amendment to its $2.65 billion master credit facility whereby the borrowing capacity was increased by $550 million to $3.2 billion. 
Duke Energy has the unilateral ability under the master credit facility to increase or decrease the borrowing sub limits of each borrower, 
subject to maximum cap limitation, at any time. At September 30, 2008, Duke Energy Ohio and Duke Energy Kentucky had borrowing sub 
limits under Duke Energy’s master credit facility of $700 million and $100 million, respectively. In October 2008, Duke Energy reallocated 
the borrowing sub limits under the master credit facility, which resulted in the reduction of Duke Energy Ohio’s borrowing sub limit by $50 
million to $650 million, Additionally, in October 2008, Duke Energy terminated the participation of one of the financial institutions supply- 
ing approximately $63 million of credit commitment under its master credit facility, which reduced the total credit facility capacity under 
Duke Energy’s master credit facility to approximately $3.14 billion. This termination reduced Duke Energy Ohio’s and Duke Energy Ken- 
tucky’s borrowing sub limits by approximately $13 million and $2  million, respectively. The amount available to Duke Energy Ohio and 
Duke Energy Kentucky under their sub limits to Duke Energy’s master credit facility has been reduced by drawdowns of cash, borrowings 
through the money pool arrangement, and the use of the master credit facility to backstop issuances of letters of credit and pollution 
control bonds. as discussed below. 
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In September 2008, Duke Energy and its wholly-owned subsidiaries, including Duke Energy Ohio and Duke Energy Kentucky, bor- 
rowed a total of approximately $1  billion under Duke Energy’s master credit facility. Of the approximate $1  billion, Duke Energy Ohio’s and 
Duke Energy Kentucky’s portions are approximately $276 million and $73 million, respectively. The loan, which is a revolving credit loan, 
bears interest at the bank prime rate and is due in September 2009; however, Duke Energy Ohio and Duke Energy Kentucky have the 
ability under the master credit facility to renew the loan up through the date the master credit facility matures, which is in June 2012. As 
Duke Energy Kentucky has the intent and ability to refinance this obligation on a long-term basis, either through renewal of the terms of 
the loan through the master credit facility, which has non-cancelable terms in excess of one-year, or through issuance of long-term debt to 
replace the amounts drawn under the master credit facility, Duke Energy Kentucky’s borrowing is reflected as Long-Term Debt on the 
Consolidated Balance Sheets at September 30, 2008. Since Duke Energy Ohio does not have the intent to refinance these obligations on 
a long-term basis, Duke Energy Ohio’s borrowing is reflected in Current Liabilities within Notes Payable and Commercial Paper on the 
Consolidated Balance Sheets at September 30, 2008. These borrowings reduce Duke Energy Ohio’s and Duke Energy Kentucky’s avail- 
able credit capacity under Duke Energy’s Master Credit Facility, as discussed above. 

Duke Energy Ohio and its wholly-owned subsidiary, Duke Energy Kentucky, receive support for their short-term borrowing needs 
through their participation with Duke Energy and other Duke Energy subsidiaries in a money pool arrangement. Under this arrangement, 
those companies with short-term funds may provide short-term loans to affiliates participating under this arrangement. The money pool is 
structured such that Duke Energy Ohio and Duke Energy Kentucky separately manage their cash needs and working capital requirements. 
Accordingly, there is no net settlement of receivables and payables of Duke Energy Ohio and Duke Energy Kentucky, as each of these 
entities independently participate in the money pool. As of September 30, 2008, Duke Energy Kentucky had net receivables of approx- 
imately $1  million, which are classified within Receivables in the accompanying Consolidated Balance Sheets, and Duke Energy Ohio had 
net borrowings of approximately $229 million, of which approximately $216 million is classified within Notes Payable and Commercial 
Paper, and approximately $13 million is classified as Long-Term Debt in the accompanying Consolidated Balance Sheets, as discussed 
below. As of December 31, 2007, Duke Energy Ohio and Duke Energy Kentucky had combined net borrowings of approximately $189 
million, which are classified within Notes Payable and Commercial Paper in the accompanying Consolidated Balance Sheets. The $40 mil- 
lion and $74 million increases in the money pool borrowings during the nine months ended September 30, 2008 and 2007, respectively, 
are reflected in Notes Payable to Affiliate, net within Net cash provided by (used in) financing activities on the Consolidated Statements of 
Cash Flows. The $1 million increase in the money pool receivables during the nine months ended September 30, 2008 is reflected in 
Other within Net cash used in investing activities on the Consolidated Statements of Cash Flows. 

At September 30, 2008 and December 31, 2007, approximately $84 million and $96 million, respectively, of certain pollution control 
bonds, which are short-term obligations by nature, are classified as Long-Term Debt on the Consolidated Balance Sheets due to Duke 
Energy Ohio’s intent and ability to utilize such borrowings as long-term financing. Duke Energy’s credit facilities with non-cancelable terms in 
excess of one year as of the balance sheet date give Duke Energy Ohio the ability to refinance these short-term obligations on a long-term 
basis. Additionally, at September 30, 2008, approximately $13 million of borrowings via the money pool are classified as Long-Term Debt 
on the Consolidated Balance Sheets due to Duke Energy Ohio’s intent and ability to utilize such borrowings as long-term financing. Of the 
$84 million of pollution control bonds outstanding at September 30, 2008, approximately $72 million were backstopped by Duke Energy’s 
master credit facility, with the remaining balance backstopped by other specific credit facilities separate from the master credit facility. 

In September 2008, Duke Energy Kentucky and Duke Energy Indiana, Inc., a wholly-owned subsidiary of Duke Energy, collectively 
entered into a $330 million letter of credit agreement with a syndicate of banks. Under this letter of credit agreement, Duke Energy Ken- 
tucky may request the issuance of letters of credit up to approximately $51 million on its behalf to support various series of variable rate 
demand bonds issued or to be issued on behalf of Duke Energy Kentucky. This credit facility, which is not part of Duke Energy‘s master 
credit facility, may not be used for any purpose other than to support variable rate demand bonds issued by Duke Energy Kentucky and 
Duke Energy Indiana, Inc. 

Restrictive Debt Covenants. Duke Energy’s credit agreement contains various financial and other covenants, including, but not 
limited to, a covenant regarding the debt-to-total capitalization ratio at Duke Energy, Duke Energy Ohio and Duke Energy Kentucky to not 
exceed 65%. Duke Energy Ohio’s debt agreements also contain various financial and other covenants. Failure to meet these covenants 
beyond applicable grace periods could result in accelerated due dates and/or termination of the agreements. As of September 30, 2008, 
Duke Energy, Duke Energy Ohio and Duke Energy Kentucky were in compliance with all covenants that would impact Duke Energy Ohio’s 
or Duke Energy Kentucky’s ability to borrow funds under the debt and credit facilities. In addition, some credit agreements may allow for 
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acceleration of payments or termination of the agreements due to nonpayment, or the acceleration of other significant indebtedness of 
the borrower or some of its subsidiaries. None of the debt or credit agreements contain material adverse change clauses. 

6. Employee Benefit Obligations 

periodic benefit costs, as allocated by Cinergy, were as follows: 
Duke Energy Ohio participates in pension and other post-retirement benefit plans sponsored by Cinergy. Duke Energy Ohio's net 

Qualified Pension Benefitsca) 
Other Post-retirement Benefitsu 

Three Months Ended Nine Months Ended 
September 30, September 30, 
2008 2007 2008 2007 

(in millions) 
~ ~ - _ _ _ _ .  

$ 3  $5 $9 $12 
3 2 )  $4 $3 $ 9  

(a) 

(h) 

These amounts exclude approximately $1 million and $(2) million for the three months ended September 30, 2008 and 2007, respectively, and approximately $3 
million and $5 million for the nine months ended September 30, 2008 and 2007, respectively, of regulatory asset amortization resulting from purchase accounting. 
These amounts exclude insignificant amounts for the three months ended September 30, 2008 and 2007, respectively, and approximately $1 million and $2 mil- 
lion for the nine months ended September 30, 2008 and 2007, respectively, of regulatory asset amortization resulting from purchase accounting. 

During the third quarter of 2008, Duke Energy Ohio recorded pre-tax income of approximately $23 million related to the correction 
of errors related to the accounting for Duke Energy Ohio's other post-retirement benefit plans. Of this amount, approximately $20 million 
relates to errors in actuarial valuations prior to 2008 that would have reduced amounts recorded as other post-retirement benefit 
expense recorded during those historical periods and approximately $3  million relates to an error reflected in other post-retirement bene- 
fit expense for the first six months of 2008. 

Duke Energy's policy is to fund amounts for its US.  qualified pension plans on an actuarial basis to provide assets sufficient to meet 
benefit payments to be paid to plan participants. Duke Energy did not require Duke Energy Ohio to make contributions to the legacy Cin- 
ergy qualified or non-qualified pension plans during the three and nine months ended September 30, 2008 and Duke Energy does not 
anticipate requiring Duke Energy Ohio to make contributions to the legacy Cinergy qualified or non-qualified pension plans during the 
remainder of 2008. During the nine months ended September 30, 2007, approximately $350 million of qualified pension plan con- 
tributions were made to the legacy Cinergy qualified pension plans, of which approximately $83 million represents contributions made by 
Duke Energy Ohio. During the three and nine months ended September 30, 2007, approximately $32 million of other post-retirement plan 
contributions were made to the legacy Cinergy other post-retirement plans, of which approximately $9 million represents contributions 
made by Duke Energy Ohio. Additionally, Duke Energy Ohio participates in Cinergy sponsored employee savings plans that cover sub- 
stantially all Duke Energy Ohio employees. Duke Energy Ohio made its proportionate share of pre-tax employer matching contributions of 
approximately $2 million and $5 million during the three and nine months ended September 30, 2008, respectively. Duke Energy Ohio 
made its proportionate share of pre-tax employer matching contributions of approximately $ 1  million and $3 million during the three and 
nine months ended September 30, 2007, respectively. 

7 .  Goodwill and Intangibles 

Carrying Amount of Goodwill 

Duke Energy Ohio evaluates the carrying amount of its recorded goodwill for impairment under the guidance of SFAS No. 142, 
"Goodwill and Other Intangible Assets'' (SFAS No. 142). At a minimum, SFAS No. 142 requires a goodwill impairment test to be performed 
annually as of the same date each year. Duke Energy Ohio performs its annual impairment testing of goodwill as of August 31 of each 
year, or more frequently if events or circumstances occur that would indicate the probability of impairment. As the fair value of each of 
Duke Energy Ohio's reporting units exceeded their respective carrying values at August 31, 2008, Duke Energy Ohio did not record any 
impairment charges in the third quarter of 2008 as a result of its annual impairment test. However, in light of recent market and 
economic events, management is reassessing the potential for any impairments to recorded goodwill balances. These assessments are 
in their early stages and management cannot yet predict the outcome, but it is possible that the current assessments could result in 
goodwill impairments being recorded at one or more reporting units. 
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The following table shows the components of goodwill by reportable business segment at September 30, 2008 and December 31, 
2007: 

Commercial Power 
Franchised Electric and Gas 

Total Goodwill 

B a I a n c e 
December 31, 

2007 

$1,188 
1,137 

$2,325 
~ 

- 

Balance 
September 30, 

Changes 2008 

$(1) $1,187 
- 1,137 

$(I)  $2,.324 

(in millions) 

- 

__. _. 

Intangible Assets 

The carrying amount and accumulated amortization of intangible assets as of September 30, 2008 and December 31, 2007 are as 
follows: 

Emission allowances 
Gas, coal, and power contracts 
Other 

Total gross carrying amount 

Accumulated amortization-gas, coal, and power contracts 
Accumulated amortization-other 

Total accumulated amortization 

Total intangible assets, net 

September 30, December 31, 
2008 2007 
(in millions) 

$246 $365 
271 271 

9 9 

526 645 

(105) (89) 
(5) (5) 

(110) (94) 

$416 $551 

- - 
__ - 

- - 
__ __ 

- - - - 
Emission allowances in the table above include emission allowances which were recorded at fair value on the date of Duke Energy's 

merger with Cinergy and emission allowances purchased by Duke Energy Ohio. Additionally, Duke Energy Ohio is allocated certain zero 
cost emission allowances on an annual basis. The change in the gross carrying value of emission allowances during the nine months 
ended September 30, 2008 is as follows: 

Gross carrying value at January 1, 2008 
Purchases of emission allowances 
Sales and consumption of emission allowances(a)lb) 
Impairment of emission allowances(c) 
Other changes 

Gross carrying value at September 30, 2008 

(in millions) 
$365 

15 
(59) 
(82) 

7 

$246 - - 
(a) 

(b) 

( c )  

Carrying value of emission allowances are recognized via a charge to expense when consumed. Carrying value of emission allowances sold or consumed during 
the three months ended September 30, 2008 and 2007 were $17 million and $34 million, respectively. Carrying value of emission allowances sold or consumed 
during the nine months ended September 30,2008 and 2007 were $59 million and $134 million, tespectively. 
See Note 3 for a discussion of gains and losses on sales of emission allowances by Commercial Power during the three and nine months ended September 30, 
2008 and 2007. 
See Note 8 for discussion of impairments of the carrying value of emission allowances of approximately $82 million during the three months ended Sep 
tember 30, 2008. 

Amortization expense for gas, coal and power contracts and other intangible assets for the three months ended September 30, 
2008 and 2007 was approximately $6 million and $13 million, respectively. Amortization expense for gas, coal and power contracts and 
other intangible assets for the nine months ended September 30, 2008 and 2007 was approximately $16 million and $38 million, 
respectively. 
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Intangible Liabilities 

In connection with the Duke Energy and Cinergy merger in April 2006, Duke Energy Ohio recorded an intangible liability of approx- 
imately $113 million associated with the market based standard service offer (MBSSO) in Ohio, which is being recognized in earnings over 
the remaining regulatory period that ends on December 31, 2008. The carrying amount of this intangible liability was approximately $17 
million and $67 million at September 30, 2008 and December 31, 2007, respectively. Duke Energy Ohio also recorded approximately $56 
million of intangible liabilities associated with other power sale contracts in connection with the Duke Energy and Cinergy merger. The 
carrying amount of this intangible liability was approximately $18 million and $22 million at September 30, 2008 and December 31, 2007, 
respectively. During the three and nine months ended September 30, 2008, Duke Energy Ohio amortized approximately $18 million and 
$54 million, respectively, to income related to these intangible liabilities. During the three and nine months ended September 30, 2007, 
Duke Energy Ohio amortized approximately $1 5 million and $29 million, respectively, to income related to these intangible liabilities. 
Intangible liabilities are classified as Other within Deferred Credits and Other Liabilities on the Consolidated Balance Sheets. 

8. impairment Charges 

Emission Allowances. On July 11, 2008, the I JS .  Court of Appeals for the District of Columbia issued a decision vacating the 
Clean Air Interstate Rule (CAIR). See Note 12 for further discussion of the decision, which resulted in sharp declines in market prices of 
sulfur dioxide (SO2) and nitrogen oxide (NO,) allowances in the third quarter of 2008 due to uncertainty associated with future federal 
requirements to reduce emissions. Accordingly, pursuant to SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived 
Assets,” Duke Energy Ohio evaluated the carrying value of emission allowances held by its non-regulated businesses for impairment at 
September 30, 2008. 

Prior to its repeal, the CAIR required 50% reductions in SO2 emissions beginning in 2010 and further 30% reductions in Sopemis- 
sions in 2015 beyond specified requirements. These reductions were to be achieved by requiring the surrender of SO2 allowances in a 
ratio of two allowances per ton of SO2 emitted beginning in 2010, up from a current one-to-one ratio, escalating to 2.86 allowances per 
ton of SO2 emitted beginning in 2015. Taking into account these increases in emission allowance requirements under CAIR, Commercial 
Power’s forecasted SO2 emissions needed through 2037 exceeded the number of emission allowances held prior to the vacating of the 
CAIR. Subsequent to the decision to vacate CAIR, Commercial Power determined that it had SO2 allowances in excess of forecasted 
emissions and those allowances held in excess of forecasted emissions from future generation required an impairment evaluation. In 
performing the impairment evaluation for SO2 allowances at September 30, 2008, management compared quoted market prices for each 
vintage year allowance to the carrying value of the related allowances in excess of forecasted emissions through 2038. Due to the sharp 
decline in market prices of SO2 allowances, as discussed above, Commercial Power recorded pre-tax impairment charges of approx- 
imately $77 million related to forecasted excess SO2 allowances held at September 30, 2008. Additionally, Commercial Power recorded 
pre-tax impairment charges of approximately $5  million related to annual NO, allowances during the three months ended September 30, 
2008 as these were also affected by the decision to vacate the CAIR. These impairment charges are recorded in Impairments and Other 
Charges within Operating Expenses on the Consolidated Statements of Operations. 

Management will continue to assess the forecasted usage and carrying value of emission allowances going forward to determine if 
further impairment write-downs are necessary. See Note 7 for further information regarding the carrying value of emission allowances. 

9. Related Party Transactions 

Duke Energy Ohio engages in related party transactions, which are generally performed at cost and in accordance with the appli- 
cable state and federal commission regulations. Balances due to or due from related parties included in the Consolidated Balance Sheets 
as of September 30, 2008 and December 31, 2007 are as follows: 

Current assets due from affiliated companies(a)(b) 
Current liabilities due to affiliated cornpanies(Jl1c) 
Non-current liabilities due to affiliated companies(a)ld) 
Net deferred tax liabilities to Duke Energy(a)(cl 

September 30, December 31, 
2008 2007 
(in millions) 

$ 30 $ 58 
$ (197) $ (266) 
$ (5) $ -  
$(1,399) 31,401) 
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Balances exclude assets or liabilities associated with accrued pension and other post-retirement benefits, Cinergy Receivables and money pool arrangements, all 
of which are discussed below. 
Of the balance at September 30, 2008, approximately $26 million is classified as Receivables, and approximately $4 million is classified as Other within Current 
Assets on the Consolidated Balance Sheets. The balance at December 31, 2007 is classified as Receivables on the Consolidated Balance Sheets 
Of the balance at September 30, 2008, approximately $025) million is classified as Accounts Payable, approximately $(70) million is classified as Taxes 
Accrued, and approximately $(2) million is classified as Unrealized Losses on Mark-toMarket and Hedging Transactions on the Consolidated Balance Sheets. Of 
the balance at December 31, 2007, approximately $(256) million is classified as Accounts Payable and approximately $(lo) million is classified as Taxes Accrued 
on the Consolidated Balance Sheets. 
The balance at September 30, 2008 is classified as Unrealized Losses on Mark-to.Market and Hedging Transactions on the Consolidated Balance Sheets 
Of the balance at September 30, 2008, approximately 31,458) million is classified as Deferred Income Taxes, approximately S(14) million is classified as Invest- 
ment Tax credit, and approximately $73 million is classified as Other within Current Assets on the Consolidated Balance Sheets Of the balance at December 31, 
2007, approximately $(1,409) million is classified as Deferred Income Taxes, approximately S(16) million is classified as Investment Tax Credit, and approx- 
imately $24 million is classified as Other within Current Assets on the Consolidated Balance Sheets 

Duke Energy Ohio is allocated its proportionate share of corporate governance and other costs by a consolidated affiliate of Duke 
Energy and a consolidated affiliate of Cinergy. Corporate governance and other shared services costs are primarily allocations of corpo- 
rate costs, such as human resources, legal and accounting fees, as well as other third party costs. The expenses associated with certain 
allocated corporate governance and other service costs for Duke Energy Ohio, which are recorded in Operation, maintenance and other 
within Operating Expenses on the Consolidated Statements of Operations were approximately $83 million and $67 million for the three 
months ended September 30, 2008 and 2007, respectively, and approximately $203 million and $18.3 million for the nine months ended 
September 30, 2008 and 2007, respectively. 

Duke Energy Ohio incurs expenses related to its property insurance coverage through Bison Insurance Company Limited, Duke 
Energy's whollyawned captive insurance subsidiary, These expenses, which are recorded in Operation, maintenance and other within 
Operating Expenses on the Consolidated Statements of Operations, were approximately $4  million and $3 million for the three months 
ended September 30, 2008 and 2007, respectively, and approximately $11 million and $17 million for the nine months ended Sep- 
tember 30, 2008 and 2007, respectively. Additionally, Duke Energy Ohio records income associated with the rental of office space to a 
consolidated affiliate of Duke Energy. Rental income was approximately $2 million for each of the three months ended September 30, 
2008 and 2007, respectively, and approximately $7 million for each of the nine months ended September 30, 2008 and 2007, 
respectively. 

and is allocated its proportionate share of expenses associated with these plans (see Note 6). Additionally, Duke Energy Ohio has been 
allocated accrued pension and other post-retirement benefit obligations from Cinergy of approximately $252 million at September 30, 
2008 and approximately $266 million at December 31, 2007. These amounts have been classified in the Consolidated Balance Sheets as 
follows: 

Duke Energy Ohio participates in Cinergy's qualified pension plan, non-qualified pension plan and other post-retirement benefit plans 

September 30, December 31, 
2008 2007 
(in millions) 

Other current liabilities $ 5  $ 5  
Accrued pension and other post-retirement benefit costs $242 $259 
Other deferred credits and other liabilities $ 5  $ 2  

As discussed in Note 1, certain trade receivables have been sold by Duke Energy Ohio to Cinergy Receivables. The proceeds 
obtained from the sales of receivables are largely cash, but do include a subordinated note from Cinergy Receivables for a portion of the 
purchase price. This subordinated note is classified as Receivables in the Consolidated Balance Sheets and was approximately $1 18 mil- 
lion and $189 million, as of September 30, 2008 and December 31, 2007, respectively. The interest income associated with the sub- 
ordinated note, which is recorded in Other Income and Expenses, net on the Consolidated Statements of Operations, was approximately 
$5 million and $6  million for three months ended September 30, 2008 and 2007, respectively, and approximately $17 million and $19 
million for the nine months ended September 30, 2008 and 2007, respectively. 

During the nine months ended September 30, 2007, Duke Energy Ohio received a $29 million capital contribution from its parent, 
Cinergy. Additionally, during the nine months ended September 30, 2007, Duke Energy Ohio paid dividends to its parent, Cinergy, of 
$1  35 million. 

As discussed further in Note 5, Duke Energy Ohio participates in a money pool arrangement with Duke Energy and other Duke 
Energy subsidiaries. The expenses associated with money pool activity, which are recorded in Interest Expense on the Consolidated 
Statements of Operations, were approximately $2 million and $4  million for the three months ended September 30, 2008 and 2007, 
respectively, and approximately $3 million and $7 million for the nine months ended September 30, 2008 and 2007, respectively. 
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10. Risk Management Instruments 

Duke Energy Ohio offsets fair value amounts (or amounts that approximate fair value) recognized on its Consolidated Balance Sheets 
related to cash collateral amounts receivable or payable against fair value amounts recognized for derivative instruments executed with 
the same counterparty under the same master netting agreement. Amounts presented in the table below exclude cash collateral amounts 
which are disclosed separately in Note 1, 

December 31, 2007. 

As discussed in Note 1, on January 1, 2008, Duke Energy Ohio adopted FSP No. FIN 39-1. In accordance with FSP No. FIN 39-1, 

The following table shows the carrying value of Duke Energy Ohio's derivative portfolio as of September 30, 2008, and 

Net Derivative Portfolio Assets (Liabilities) reflected in the Consolidated Balance Sheets: 

Hedging 
Undesignated 

Total 

September 30, December 31, 
2008 2007 
(in millions) 
$( 14) 923)  

35 7 

$ 2 1  316) 
- - 

__ __ __ ~ 

The amounts in the table above represent the combination of assets and (liabilities) for unrealized gains and losses on 

The $9 million change in the fair value of the hedging portfolio is due primarily to a gain on cash flow hedges at Commercial Power. 

The $28 million increase in the undesignated derivative portfolio fair value is due primarily to unrealized mark-to-market gains within 

mark-to-market and hedging transactions on Duke Energy Ohio's Consolidated Balance Sheets. 

Commercial Power, which primarily consists of in-the-money contracts to purchase coal as a result of higher coal prices at Sep- 
tember 30, 2008 as compared to December 31, 2007. 

During the three and nine months ended September 30, 2008, Duke Energy Ohio included in earnings approximately $128 million of 
pre-tax losses and approximately $28 million of pre-tax gains, respectively, related to mark-to-market adjustments on derivative contracts 
that do not qualify for hedge accounting. Duke Energy Ohio included in earnings approximately $4 million of pre-tax gains and an insignif- 
icant amount during the three and nine months ended September 30, 2007, respectively, related to mark-to-market adjustments on 
derivative contracts that do not qualify for hedge accounting. These amounts, which relate to the balances included within undesignated in 
the above table, primarily represent the mark-to-market impacts of derivative contracts used in Duke Energy Ohio's hedging of a portion 
of the economic value of its generation assets in Commercial Power. 

derivative instruments related to commodity cash flow hedges included on the Consolidated Balance Sheet in Accumulated Other 
Comprehensive Loss are expected to be recognized in earnings during the next 12 months as the hedged transactions occur. However, 
due to the volatility of the commodities markets, the corresponding values in Accumulated Other Comprehensive Loss will likely change 
prior to their reclassification into earnings. 

No gains or losses due to hedge ineffectiveness were recorded during the three and nine months ended September 30, 2008 and 
2007, respectively. The amount recognized for transactions that no longer qualified as cash flow hedges was insignificant for the three 
and nine months ended September 30, 2008 and September 30, 2007, respectively. 

Commodity Cash Flow Hedges. As of September 30, 2008, approximately $30 million of the pre-tax unrealized net losses on 

See Note 13 for additional information related to the fair value of Duke Energy Ohio's derivative instruments. 
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11. Regulatory Matters 

Regulatory Merger Approvals 

On April 3, 2006, the merger between Duke Energy and Cinergy was consummated to create a newly formed company, Duke 
Energy Holding Corp. (subsequently renamed Duke Energy Corporation). As a condition to the merger approval, the PUCO and the Ken- 
tucky Public Service Commission (KPSC) required that certain merger related savings be shared with consumers in Ohio and Kentucky, 
respectively. The commissions also required Duke Energy Ohio and Duke Energy Kentucky to meet additional conditions. Key elements of 
these conditions include: 

The PUCO required that Duke Energy Ohio provide (i) a rate reduction of approximately $15 million for one year to facilitate eco- 
nomic development in a time of increasing rates and market prices and (ii) a reduction of approximately $21 million to its gas and 
electric consumers in Ohio for one year, with both credits beginning January 1, 2006. During the first quarter of 2007, Duke 
Energy Ohio completed its merger related rate reductions and filed a report with the PUCO to terminate the merger credit riders. 
Approximately $2 million of the rate reductions was passed through to customers during the nine months ended September 30, 
2007. 

*The KPSC required that Duke Energy Kentucky provide $8 million in rate reductions to its customers over five years, ending when 
new rates are established in the next rate case after .January 1, 2008. Less than $1  million and approximately $2 million of the rate 
reduction was passed through to customers during the three and nine months ended both September 30, 2008 and 2007, 
respectively. 

The FERC approved the merger without conditions. 

Restrictions on the Ability of Duke Energy Ohio to Make Dividends, Advances and Loans to Duke Energy Corporation. 
As a condition of approving the merger of Duke Energy and Cinergy, the state utility commissions imposed conditions (the Merger Con- 
ditions) on the ability of Duke Energy Ohio and Duke Energy Kentucky to transfer funds to Duke Energy through loans or advances, as well 
as restricted amounts available to pay dividends to Duke Energy. Duke Energy Ohio will not declare and pay dividends out of capital or 
unearned surplus without the prior authorization of the PUCO. Duke Energy Kentucky is required to pay dividends solely out of retained 
earnings and to maintain a minimum of 35% equity in its capital structure. At  September 30, 2008, Duke Energy Ohio had restricted net 
assets of approximately $6 3 billion that may not be transferred to Duke Energy without appropriate approval based on the afore- 
mentioned Merger Conditions. 

Franchised Electric and Gas 

Rate Related Information. The KPSC approves rates for retail electric and gas services within the Commonwealth of Kentucky. 
The PUCO approves rates and market prices for retail gas and electric service within the state of Ohio, except that non-regulated sellers 
of gas and electric generation also are allowed to operate in Ohio (see "Commercial Power" below). The FERC approves rates for electric 
sales to wholesale customers served under cost-based rates. 

Duke Energy Ohio Electric Rate Filings. Duke Energy Ohio operates under a RSP, a MBSSO approved by the PUCO in November 
2004. In March 2005, the Office of the Ohio Consumers' Counsel (OCC) appealed the PUCO's approval of the MBSSO to the Supreme 
Court of Ohio which issued its decision in November 2006. It upheld the MBSSO in virtually every respect but remanded to the PUCO on 
two issues. The Supreme Court of Ohio ordered the PUCO to support a certain portion of its order with reasoning and record evidence 
and to require Duke Energy Ohio to disclose certain confidential commercial agreements with other parties previously requested by the 
OCC. Duke Energy Ohio has complied with the disclosure order. 

ruling provided for continuation of the existing rate components, including the recovery of costs related to new pollution control equip- 
ment and capacity costs associated with power purchase contracts to meet customer demand, but provided customers an enhanced 
opportunity to avoid certain pricing components if they are served by a competitive supplier. The ruling also attempted to modify the 
statutory requirement that Duke Energy Ohio transfer its generating assets to an exempt wholesale generator (EWG) and ordered Duke 
Energy Ohio to retain ownership for the remainder of the RSP period. The ruling also incorrectly implied that Duke Energy Ohio's non- 
residential RTC will terminate at the end of 2008. On November 23, 2007, Duke Energy Ohio filed an application for rehearing on the 
portions of the PUCO's ruling relating to whether certain pricing components may be avoided by customers, the right to transfer generat- 
ing assets, and the termination date of the RTC. On December 19, 2007, the PUCO issued its Entry on Rehearing granting in part and 

In October 2007, the PUCO issued its ruling affirming the MBSSO, with certain modifications, and maintained the current price. The 
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denying in part Duke Energy Ohio's Application for Rehearing. Among other things, the PUCO modified and clarified the applicability of 
various rate riders during customer shopping situations. It also clarified that the residential RTC terminates at the end of 2008 and 
that the nonresidential RTC terminates at the end of 2010 and agreed to give further consideration to whether Duke Energy Ohio may 
transfer its generating assets to an EWG. 

decision on remand regarding Duke Energy Ohio's RSP. The October 2007 order permits non-residential customers to avoid certain 
charges associated with the costs of Duke Energy Ohio standing ready to serve such customers if they return after being served by 
another supplier. Duke Energy Ohio believes the PUCO exceeded its authority in modifying the charges that may be avoided, resulting in 
Duke Energy Ohio having to subsidize Ohio's competitive electric market. Duke Energy Ohio has asked the Ohio Supreme Court to 
reverse the PUCO ruling and require that non-residential customers pay the charges associated with Duke Energy Ohio standing ready to 
serve them should they return from a competitive supplier On March 28, 2008, Duke Energy Ohio voluntarily withdrew its appeal. The 
OCC filed a notice of appeal challenging the PUCO's October 2007 decision as unlawful and unreasonable. The OCC and Ohio Partners for 
Affordable Energy (OPAE) also filed appeals from the PUCO's November 20, 2007 order approving Duke Energy Ohio's MBSSO riders. 
Duke Energy Ohio has intervened in each appeal. Pending the Ohio Supreme Court's consideration of its initial appeal, the OCC requested 
that the PUCO stay implementation of the Infrastructure Maintenance Fund charge to be collected from customers approved in the 
October 2007 order. The Commission denied the OCC's request and the OCC filed a similar request with the Ohio Supreme Court. On 
July 9, 2008, the court denied the OCC's request to stay implementation of the Infrastructure Maintenance Fund. On April 30, 2008, the 
Ohio Supreme Court granted Duke Energy Ohio's motion to intervene in the OCC's appeal. At this time, Duke Energy Ohio cannot predict 
whether the Ohio Supreme Court will reverse the PUCO's October 2007 decision. Additionally, Duke Energy Ohio cannot predict the out- 
come of the MBSSO rider appeal. 

New legislation (SB 221) was passed on April 23, 2008 and signed by the Governor of Ohio on May 1, 2008. The new law codifies 
the PUCO's authority to approve an electric utility's standard service offer through an electric security plan (ESP), which would allow for 
pricing structures similar to the current MBSSO Electric utilities are required to file an ESP and may also file an application for a market 
rate option (MRO) at the same time. The MRO is a price determined through a competitive bidding process. If a MRO price is approved, 
the utility would blend in the MBSSO or ESP price with the MRO price over a six- to ten-year period, subject to the PUCO's discretion. SB 
221 provides for the PUCO to approve non-by-passable charges for new generation, including construction work-in-process from the 
outset of construction, as part of an ESP. The new law grants the PlJCO discretion to approve single issue rate adjustments to dis- 
tribution and transmission rates and establishes new alternative energy resources (including renewable energy) portfolio standards, such 
that the utility's portfolio must consist of at least 25% of these resources by 2025. SB 221 also provides a separate requirement for 
energy efficiency, which must reduce 22% of a utility's load by 2025. The utility's earnings under the ESP can be subject to an annual 
earnings test and the PUCO must order a refund if it finds that the utility's earnings significantly exceed the earnings of benchmark 
companies with similar business and financial risks. The earnings test acts as a cap to the ESP price. SB 221 also limits the ability of a 
utility to transfer its designated generating assets to an EWG absent PUCO approval. 

scheduled to expire. Among other things, the plan provides pricing mechanisms for compensation related to the advanced energy, 
renewables and energy efficiency portfolio standards established by SB 221. 

ing Duke Energy Ohio's July 31, 2008 ESP filing. The Stipulation reflects agreement on all but two issues in this proceeding and is filed 
with the support of most of the parties to this proceeding. In addition to the Stipulation, the ability for residential governmental 
aggregation customers to avoid certain charges and to receive a shopping credit will be presented to the PUCO for a ruling. Parties to 
this proceeding who do not support the Stipulation may litigate any, or all, issues. 

The Stipulation agrees to a net increase in base generation revenues of approximately $36 million, $74 million and $98 million in 
2009, 2010 and 201 1, respectively, including termination of the residential and non-residential RTC. Such amounts result in a residential 
net rate increase of 2% in 2009 and in 2010, and a non-residential net rate increase of 2% in 2009, 2010 and 201 1. The Stipulation also 
allows the recovery of expenditures incurred to deploy SmartGrid infrastructure modernization technology on the distribution system. The 
recovery of such expenditures, net of savings, is subjecl to an annual residential revenue cap. Further, the Stipulation allows for the 
implementation of a new energy efficiency compensation model, referred to as Save-A-Watt, to achieve the energy efficiency mandate 

On February 15, 2008, Duke Energy Ohio filed a notice of appeal with the Ohio Supreme Court challenging a portion of the PUCO's 

On July 31, 2008, Duke Energy Ohio filed a new generation pricing formula to be effective January 1, 2009, when the current RSP is 

On October 27, 2008, Duke Energy Ohio filed a Stipulation and Recommendation (Stipulation) for consideration by the PUCO regard- 
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pursuant to the recent electric energy legislation The criteria customers must meet to be exempt from Duke Energy Ohio's program will 
also be presented to the PUCO for a ruling in this case Also, under the Stipulation, Duke Energy Ohio may defer up to $50 million of cer- 
tain operation and maintenance costs incurred at the W.C. Beckjord generating station and amortize such costs over a three-year period. 

The PUCO will consider the Stipulation and hear evidence beginning on November 10, 2008. 

Duke Energy Ohio Gas Rate Case. In .July 2007, Duke Energy Ohio filed an application with the PUCO for an increase in its base 
rates for gas service. Duke Energy Ohio sought an increase of approximately $34 million in revenue, or approximately 5.7%, to be effec- 
tive in the spring of 2008. The application also requested approval to continue tracker recovery of costs associated with the accelerated 
gas main replacement program. The staff of the PUCO issued a Staff Report in December 2007 recommending an increase of approx- 
imately $14 million to $20 million in revenue The Staff Report also recommended approval for Duke Energy Ohio to continue tracker 
recovery of costs associated with the accelerated gas main replacement program. On February 28, 2008, Duke Energy Ohio reached a 
settlement agreement with the PUCO Staff and all of the intervening parties on its request for an increase in natural gas base rates. The 
settlement called for an annual revenue increase of approximately $18 million in base revenue, or 3% over current revenue, permitted 
continued recovery of costs through 2018 for Duke Energy Ohio's accelerated gas main replacement program and permitted recovery of 
carrying costs on gas stored underground via its monthly gas cost adjustment filing. The settlement did not resolve a proposed rate 
design for residential customers, which involved moving more of the fixed charges of providing gas service, such as capital investment in 
pipes and regulating equipment, billing and meter reading, from the per unit charges to the monthly charge. On May 28, 2008, the PUCQ 
approved the settlement in its entirety and the proposed rate design. On June 28, 2008, the OCC and OPAE filed Applications for Rehear- 
ing opposing the rate design. On .July 23, 2008, the Ohio Commission issued an Entry denying the rehearing requests of OCC and OPAE. 
On September 16 and 19, 2008 respectively, OCC and OPAE filed their notices of appeal to the Ohio Supreme  COW^ opposing the resi- 
dential rate design issue. 

Duke Energy Ohio Electric Distribution Rate Case. On .June 25, 2008, Duke Energy Ohio filed notice with the PUCO that it will 
seek a rate increase for electric delivery service of approximately $86 million, or 4.8% on total electric revenues, to be effective in the 
second quarter of 2009. Among other things, the rate request includes a proposal to increase the monthly residential customer charge 
from $4.50 to $10, with an offsetting reduction in the usage-based charge. This change in rate design will make customer bills more 
even throughout the year. Duke Energy Ohio also proposes a distribution modernization tracker that would allow smaller annual increases 
to reflect increased investment in the delivery system. The rate case test period may be updated to reflect certain expenses, such as 
costs related to storm damage. 

Duke Energy Kentucky Gas Rate Cases. In 2002, the KPSC approved Duke Energy Kentucky's gas base rate case which 
included, among other things, recovery of costs associated with an accelerated gas main replacement program. The approval authorized 
a tracking mechanism to recover certain costs including depreciation and a rate of return on the program's capital expenditures. The 
Kentucky Attorney General appealed to the Franklin Circuit Court the KPSC's approval of the tracking mechanism as well as the KPSC's 
subsequent approval of annual rate adjustments under this tracking mechanism. In 2005, both Duke Energy Kentucky and the KPSC 
requested that the court dismiss these cases. 

In February 2005, Duke Energy Kentucky filed a gas base rate case with the KPSC requesting approval to continue the tracking 
mechanism and for a $14 million annual increase in base rates A portion of the increase is attributable to recovery of the current cost of 
the accelerated gas main replacement program in base rates. In December 2005, the KPSC approved an annual rate increase of $8 million 
and re-approved the tracking mechanism through 201 1. In February 200fi, the Kentucky Attorney General appealed the KPSC's order to the 
Franklin Circuit Court, claiming that the order improperly allows Duke Energy Kentucky to increase its rates for gas main replacement costs 
in between general rate cases, and also claiming that the order improperly allows Duke Energy Kentucky to earn a return on investment for 
the costs recovered under the tracking mechanism whic:h permits Duke Energy Kentucky to recover its gas main replacement costs. 

In August 2007, the Franklin Circuit Court consolidated all the pending appeals and ruled that the KPSC lacks legal authority to 
approve the gas main replacement tracking mechanism, and any other annual rate adjustments under the tracking mechanism. To date, 
Duke Energy Kentucky has collected approximately $9 million in annual rate adjustments under the tracking mechanism and continues to 
utilize tracking mechanisms in its billed rates to customers. Duke Energy Kentucky and the KPSC appealed these cases to the Kentucky 
Court of Appeals. In November 2008, the Kentucky Court of Appeals ruled that the KPSC had no legal authority to approve tracker recov- 
ery of gas main replacement costs prior to 2005. Duke Energy Kentucky is evaluating this ruling and cannot predict the outcome of these 
proceedings. 
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Energy Efficiency. On .July 11, 2007, the PUCO approved Duke Energy Ohio’s Demand Side Managementfinergy Efficiency Pro- 
gram (DSM Program). A series of DSM Programs were first proposed in 2006 and were endorsed by the Duke Energy Community 
Partnership, which is a collaborative group made up of representatives of organizations interested in energy conservation, efficiency and 
assistance to low-income customers. The program costs are recouped through a cost recovery mechanism that will be adjusted annually 
to reflect the previous year’s activity. Duke Energy Ohio is permitted to recover lost revenues, program costs and shared savings (once 
the programs reach 65% of the targeted savings level) through the cost recovery mechanism based upon impact studies to be provided 
to the Staff of the PIJCO. Duke Energy Ohio filed the Save-A-Watt Energy Efficiency Plan as part of its ESP filed with the PUCO on July 31, 
2008 (discussed above). A Stipulation and Recommendation for consideration by the PUCO regarding Duke Energy Ohio’s ESP filing, 
including implementation of Save-A-Watt, was filed on October 27, 2008. The ESP hearing occurred on November 10, 2008. A decision 
on the stipulation is expected by the end of the year. 

On November 15, 2007, Duke Energy Kentucky filed its annual application to continue existing energy efficiency programs, consist- 
ing of nine residential and two commercial and industrial programs, and to true-up its gas and electric tracking mechanism for recovery of 
lost revenues, program costs and shared savings. On February 11, 2008, Duke Energy Kentucky filed a motion to amend its energy effi- 
ciency programs and applied to reinstitute a low income Home Energy Assistance Program. The KPSC bifurcated the proposed Home 
Energy Assistance Program from the other energy efficiency programs. On May 14, 2008, the KPSC approved the energy efficiency 
programs. On September 25, 2008, the KPSC approved Duke Energy Kentucky’s Home Energy Assistance program, making it available 
for customers at or below 150% of the federal poverty level. 

Other Matters 

Ohio Riser Leak Investigation. In April 2005, the PUCO issued an order opening a statewide investigation into riser leaks in gas 
pipeline systems throughout Ohio. The investigation followed four explosions since 2000 caused by gas riser leaks, including an April 
2000 explosion in Duke Energy Ohio‘s service area. In November 2006, the PUCO Staff released the expert report, which concluded that 
certain types of risers are prone to leaks under various conditions, including over-tightening during initial installation. The PUCO Staff 
recommended that natural gas companies continue to monitor the situation and study the cause of any further riser leaks to determine 
whether further remedial action is warranted. Duke Energy Ohio has approximately 87,000 of these risers on its distribution system. If the 
PUCO orders natural gas companies to replace all of these risers, Duke Energy Ohio estimates a replacement cost of approximately $40 
million. As part of the rate case filed in July 2007 (see “Duke Energy Ohio Gas Rate Case” above), Duke Energy Ohio requested approval 
from the PUCO to accelerate its riser replacement program. The riser replacement program is contained in the settlement reached with 
all intervenors and will be completed at the end of 2012 

Ohio Smart Metering Evaluation. In December 2005, the PUCO initiated an investigation into implementing certain provisions of 
the Energy Policy Act of 2005, including whether to adopt a statewide standard for implementing smart metering. After an investigation, 
the PUCO issued a March 2007 order requiring all electric utilities to offer tariffs to all customer classes which are differentiated, at a 
minimum, based on on-peak and off-peak wholesale price periods. The PUCO noted that time-of-use meters should be available for 
customers subscribing to these tariffs. The order instructed PUCO Staff to conduct workshop meetings to study the costshenefits of 
deploying smart metering. These workshop meetings are in progress. At  this time, Duke Energy Ohio cannot predict the outcome of this 
proceeding. 

Midwest Independent Transmission System Operator, Inc. (Midwest ISO) Resource Adequacy Filing, On December 28, 
2007, the Midwest IS0 filed its Electric Tariff Filing Regarding Resource Adequacy in compliance with the FERC‘s request of Midwest IS0 
to file Phase II of its long-term Resource Adequacy plan by December 2007. The proposal includes establishment of a resource adequacy 
requirement in the form of planning reserve margin. On March 26, 2008, the FERC ruled on the Midwest SO’S  Resource Adequacy filing 
and ordered that the new Module E tariff be effective March 27, 2008. This action established a Midwest ISO-wide resource adequacy 
requirement for the first Planning Year, which begins .June 2009. In the Order, the FERC, among other things, clarified that States have 
the authority to set their own Planning Reserve Margins, as long as they are not inconsistent with any reliability standard approved by the 
FERC. Duke Energy Ohio does not believe the resource adequacy requirement will have a material impact on its consolidated results of 
operations, cash flows or financial position. 

Midwest IS0 proposal to implement a day-ahead and real-time ancillary services market (ASMI, including a scarcity pricing proposal. By 
approving the ASM proposal, the FERC essentially approved the transfer and consolidation of Balancing Authority for the entire Midwest 

Midwest ISO’s Establishment of an Ancillary Services Market. On February 25, 2008, the FERC conditionally accepted the 
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IS0 area. This will allow the Midwest IS0 to determine operating reserve requirements and procure operating reserves from all qualified 
resources from an organized market, in place of the current system of local management and procurement of reserves by the 24 Balanc- 
ing Authorities. The Midwest IS0 delayed the ASM launch date, previously scheduled for September 9, 2008 to January 6, 2009. At this 
time, Duke Energy Ohio does not believe the establishment of the Midwest ASM will have a material impact on its consolidated results of 
operations, cash flows or financial position. 

Commercial Power 

Reported results for Commercial Power are subject to volatility due to the over- or under-collection of certain costs, including fuel 
and purchased power, since Commercial Power is not subject to regulatory accounting pursuant to SFAS No. 71. In addition, Commercial 
Power could be impacted by certain of the regulatory matters discussed above, including the Duke Energy Ohio electric rate filings. 

FERC 203 Application. On April 23, 2008 (supplemented on May 6, 20081, Duke Energy Ohio and certain affiliates filed an applica- 
tion with the FERC requesting approval to transfer Duke Energy Ohio's electric generating facilities, some of which are designated to 
serve Ohio customers, to affiliate companies. The FERC filing, if approved, does not obligate Duke Energy to make the transfer of the 
electric generating facilities, and does not impact Duke Energy Ohio's current rates. On October 10, 2008, Duke Energy Ohio and affili- 
ates filed a notice with the FERC reporting that Duke Energy Ohio is in settlement discussions with all parties in the Ohio proceeding 
regarding Duke Energy Ohio's application to establish an ESP, as discussed above. Duke Energy Ohio advised the FERC that it believes 
that in light of those discussions good cause exists for the FERC to extend the time to consider Duke Energy Ohio's Section 20.3 applica- 
tion. On October 17, 2008, the FERC issued an order extending the time for the FERC to act on the application by 180 additional days, 
and ordered Duke Energy Ohio to inform the FERC of the status of settlement discussions by November 16, 2008. The settlement in Ohio 
has been agreed to by most parties and was filed with the PUCO on October 27, 2008. Pursuant to the settlement, if approved by the 
PUCO, Duke Energy Ohio agrees to withdraw that portion of its application for approval related to the transfer of its generating facilities 
designated to serve Ohio customers. Acceptance of the settlement by the PUCO would constitute its approval of the transfer for the 
remaining generating facilities 

PJM Interconnection Reliability Pricing Model (RPMJ Buyers' Complaint. On May 30, 2008, a group of public utility commis- 
sions, state consumer counsels, industrial power customers and load serving entities, known collectively as the RPM Buyers, filed a 
complaint at FERC. The complaint asks FERC to find that the results of the three transitional base residual auctions conducted by PJM to 
procure capacity for its RPM capacity market during the years 2008-201 1 are unjust and unreasonable because, allegedly, they have 
produced excessive capacity prices, have failed to prevent suppliers from exercising market power, and have not produced benefits 
commensurate with costs. In their complaint, the RPM Buyers propose revised, administratively determined auction clearing prices. Cer- 
tain Duke Energy Ohio revenues during the years 2008-201 1 are at risk, as Duke Energy Ohio planned to supply capacity to this market. 
On July 11, 2008, Duke Energy Ohio filed a response to the complaint with the FERC On September 19, 2008, the FERC issued an Order 
denying the Buyer's complaint. The FERC dismissed the RPM Buyers' complaint, finding that, for the transition auctions, no party violated 
PJM's tariff and the prices determined during the auctions were in accordance with the tariff provisions governing the auctions. On 
October 20, 2008, the RPM buyers filed a Request for Rehearing with the FERC that raised the same issues as in the initial complaint that 
was denied by the FERC. 

12. Commitments and Contingencies 

Environmental 

Duke Energy Ohio is subject to federal, state and local regulations regarding air and water quality, hazardous and solid waste dis- 
posal and other environmental matters. These regulations can be changed from time to time, imposing new obligations on Duke Energy 
Ohio. 

Remediation Activities. Duke Energy Ohio and its affiliates are responsible for environmental remediation at various contaminated 
sites. These include some properties that are part of ongoing Duke Energy Ohio operations, sites formerly owned or used by Duke 
Energy Ohio entities, and sites owned by third parties. Remediation typically involves management of contaminated soils and may involve 
groundwater remediation. Managed in conjunction with relevant federal, state and local agencies, activities vary with site conditions and 
locations, remedial requirements, complexity and sharing of responsibility, If remediation activities involve statutory joint and several 
liability provisions, strict liability, or cost recovery or contribution actions, Duke Energy Ohio or its affiliates could potentially be held 
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responsible for contamination caused by other parties. In some instances, Duke Energy Ohio may share liability associated with con- 
tamination with other potentially responsible parties, and may also benefit from insurance policies or contractual indemnities that cover 
some or all cleanup costs. All of these sites generally are managed in the normal course of business or affiliate operations. Management, 
in the normal course of business, continually assesses the nature and extent of known or potential environmental-related contingencies 
and records liabilities when losses become probable and are reasonably estimable. 

Clean Water Act 316(b). The U.S. Environmental Protection Agency (EPA) finalized its cooling water intake structures rule in 
July 2004. The rule established aquatic protection requirements for existing facilities that withdraw 50 million gallons or more of water 
per day from rivers, streams, lakes, reservoirs, estuaries, oceans, or other US. waters for cooling purposes. Three of six coal-fired 
generating facilities in which Duke Energy Ohio is either a whole or partial owner are affected sources under that rule. On January 25, 
2007, the U.S. Court of Appeals for the Second Circuit issued its opinion in Riverkeeper, Inc. v. €PA, Nos. 04-6692-ag(L) et al. (2d Cir. 
2007) remanding most aspects of the EPA's rule back to the agency. The court effectively disallowed those portions of the rule most 
favorable to industry, and the decision creates a great deal of uncertainty regarding future requirements and their timing. On April 14, 
2008, the U.S. Supreme Court issued an order granting review of the case and briefs were filed on July 14, 2008. Oral argument is 
scheduled for December 2, 2008. A decision is not likely until 2009. If the Supreme Court upholds the lower court decision, it is expected 
that costs will increase as a result of the court's decision, although Duke Energy Ohio is unable to estimate its costs to comply. 

Clean Air Interstate Rule (CAIR). The EPA finalized its CAIR in May 2005. The CAlR was to have limited total annual and summer- 
time NO, emissions and annual SO, emissions from electric generating facilities across the Eastern U S  through a two-phased 
cap-and-trade program. Phase 1 was to begin in 2009 for NO, and in 2010 for SO,. Phase 2 was to begin in 2015 for both NO, and SO,. 
On March 25, 2008, the US. Court of Appeals for the District of Columbia (D.C. Circuit) heard oral argument in a case involving multiple 
challenges to the CAIR. On July 11, 2008, the D.C. Circuit issued its decision in North Carolina v. €PA No. 05-1244 vacating the CAIR. 
The EPA filed a petition for rehearing on September 24, 2008 with the D.C. Circuit asking the court to reconsider various parts of its rul- 
ing vacating CAIR. A decision is pending on that petition. Subsequent to the filing of the rehearing petitions, the D.C. Circuit ordered all 
Petitioners (including Duke Energy) to file briefs on the petition for rehearing. The D.C. Circuit directed the parties to address whether any 
party is seeking vacatur of CAIR, and whether the Court should stay its mandate until the EPA promulgates a revised rule. Duke Energy 
has responded to the request accordingly. The D.C. Circuit's decision creates uncertainty regarding future NO, and SO, emission reduc- 
tions requirements and their timing. Although as a result of the decision there may be a delay in the timing of federal requirements to 
reduce emissions, it is expected that electric sector emission reductions at least as stringent as those imposed by CAlR will be required 
in the near future, through new federal rules and/or individual state requirements. CAlR remains in effect until the Court issues its man- 
date, which will not be before it decides whether to grant rehearing. Duke Energy Ohio's plan had been to spend approximately $150 mil- 
lion between 2008 and 2012 to comply with Phase 1 of CAIR. It has not been determined how the court's decision will affect these 
planned expenditures but each of the states in which Duke Energy Ohio operates is considering adopting state regulations to address the 
court's decision. Duke Energy Ohio did not expect to incur any significant costs for complying with Phase 2 of CAIR. Duke Energy Ohio 
receives partial recovery of depreciation and financing costs related to environmental compliance projects for 2005-2008 through its RSP 
(see Note 1 I). 

Duke Energy Ohio is unable to estimate the costs to comply with any new rule the EPA or states may issue as a result of this deci- 
sion. See Note 8 for a discussion of the impacts of the D.C. Circuit Court's decision to vacate CAlR on the carrying value of emission 
allowances. 

Clean Air Mercury Rule (CAMR). The EPA finalized its CAMR in May 2005. The CAMR was to have limited total annual mercury 
emissions from coal-fired power plants across the US. through a two-phased cap-and-trade program beginning in 2010. On February 8, 
2008, the D.C. Circuit issued its opinion in New Jersey v. €PA, No. 05-1097 vacating the CAMR. Requests for rehearing were denied. The 
U.S. EPA and the Utility Air Regulatory Group have requested that the US.  Supreme Court review the D.C. Circuit's decision. The D.C. 
Circuit's decision creates uncertainty regarding future mercury emission reduction requirements and their timing, but makes it fairly cer- 
tain that there will be a delay in the implementation of federal mercury requirements for existing coal-fired power plants. At this point, 
Duke Energy Ohio is unable to estimate the costs to comply with any future mercury regulations that might result from the D.C. Circuit's 
decision. 

Coal Combustion Product (CCP) Management. Duke Energy Ohio currently estimates that it will spend approximately $50 mil- 
lion over the period 2008-2012 to install synthetic caps and liners at existing and new CCP landfills and to convert CCP handling systems 
from wet to dry systems. 
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Comprehensive Environmental Response, Compensation, and Liability Act Matter. In August 2008, Duke Energy Ohio 
received a notice from the EPA that it has been identified as a potentially responsible party under the Comprehensive Environmental 
Response, Compensation, and Liability Act at the LWD, Inc., Superfund Site in Calvert City, Kentucky. At this time, Duke Energy Ohio does 
not have any further information regarding the scope of potential liability associated with this matter. 

Extended Environmental Activities and Accruals. Included in Other within Deferred Credits and Other Liabilities on the Con- 
solidated Balance Sheets were total accruals related to extended environmental-related activities of approximately $8  million as of both 
September 30, 2008 and December 31, 2007. These accruals represent Duke Energy Ohio's provisions for costs associated with 
remediation activities at some of its current and former sites, as well as other relevant environmental contingent liabilities. Management, 
in the normal course of business, continually assesses the nature and extent of known or potential environmental-related contingencies 
and records liabilities when losses become probable and are reasonably estimable. 

Litigation 

New Source Review (NSR). In 1999-2000, the US.  Department of Justice (DOJ), acting on behalf of the EPA and joined by various 
citizen groups and states, filed a number of complaints and notices of violation against multiple utilities across the country for alleged 
violations of the NSR provisions of the Clean Air Act (CAA). Generally, the government alleges that projects performed at various coal-fired 
units were major modifications, as defined in the CAA, and that the utilities violated the CAA when they undertook those projects without 
obtaining permits and installing the best available emission controls for SO2, NO, and particulate matter. The complaints seek injunctive 
relief to require installation of pollution control technology on various generating units that allegedly violated the CAA, and unspecified civil 
penalties in amounts of up to $32,500 per day for each violation. Two of Duke Energy Ohio's plants have been subject to these allega- 
tions. Duke Energy Ohio asserts that there were no CAA violations because the applicable regulations do not require permitting in cases 
where the projects undertaken are "routine" or otherwise do not result in a net increase in emissions. 

In November 1999, the US. brought a lawsuit in the US. Federal District Court for the Southern District of Indiana against Duke 
Energy Ohio alleging various violations of the CAA at Duke Energy Ohio's W.C. Beckjord and Miami Fort Stations. Three northeast states 
and two environmental groups have intervened in the case. A jury trial commenced on May 5, 2008 and jury verdict was returned on 
May 22, 2008. The jury found in favor of Cinergy, Duke Energy Ohio and Duke Energy Indiana, Inc. on all but three units at Wabash River. 
Additionally, the plaintiffs had claimed that Duke Energy Ohio violated an Administrative Consent Order entered into in 1998 between the 
EPA and Cinergy relating to alleged violations of Ohio's State Implementation Plan (SIP) provisions governing particulate matter at Duke 
Energy Ohio's W.C. Beckjord Station. The judge previously granted summary judgment against Duke Energy Ohio with respect to this alle- 
gation and it will be considered during the February 2009 remedy phase as well. 

Duke Energy Ohio has been informed by Dayton Power and Light (DP&L) that in June 2000, the EPA issued a Notice of Violation 
(NOV) to DP&L for alleged violations of CAA requirements at a station operated by DP&L and jointly-owned by DP&L, Columbus Southern 
Power Company (CSP), and Duke Energy Ohio. The NOV indicated the EPA may issue an order requiring compliance with the requirements 
of the Ohio SIP, or bring a civil action seeking injunctive relief and civil penalties of up to $27,500 per day for each violation. In September 
2004, Marilyn Wall and the Sierra Club brought a lawsuit against Duke Energy Ohio, DP&L and CSP for alleged violations of the CAA at 
this same generating station. The parties reached an agreement to settle this matter in the form of a consent decree which was sub- 
mitted for comment to the EPA and ultimately approved and entered by the court on October 23, 2008. The consent decree will not have 
a material adverse effect on Duke Energy Ohio's consolidated results of operations, cash flows or financial position. 

that sources in 13 upwind states, including Ohio, significantly contribute to North Carolina's non-attainment with certain ambient air quality 
standards In August 2005, the EPA issued a proposed response to the petition. The EPA proposed to deny the ozone portion of the peti- 
tion based upon a lack of contribution to air quality by the named states. The EPA also proposed to deny the particulate matter portion of 
the petition based upon the CAlR Federal Implementation Plan (FIP), that would address the air quality concerns from neighboring states. 
On April 28, 2006, the EPA denied North Carolina's petition based upon the final CAlR FIP described above. North Carolina has filed a 
legal challenge to the EPA's denial. Briefing in that case is under way. At this time, Duke Energy Ohio cannot predict the outcome of this 
proceeding. 

Carbon Dioxide (CO,) Litigation. In July 2004, the states of Connecticut, New York, California, Iowa, New Jersey, Rhode Island, 
Vermont, Wisconsin and the City of New York brought a lawsuit in the U.S. District Court for the Southern District of New York 

Section 126 Petitions. In March 2004, the state of North Carolina filed a petition under Section 126 of the CAA in which it alleges 
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against Cinergy, American Electric Power Company, Inc., American Electric Power Service Corporation, The Southern Company, Tennes- 
see Valley Authority, and Xcel Energy Inc. A similar lawsuit was filed in the U.S. District Court for the Southern District of New York against 
the same companies by Open Space Institute, Inc., Open Space Conservancy, Inc., and The Audubon Society of New Hampshire. These 
lawsuits allege that the defendants' emissions of COz from the combustion of fossil fuels at electric generating facilities contribute to 
global warming and amount to a public nuisance. The complaints also allege that the defendants could generate the same amount of elec- 
tricity while emitting significantly less COz. The plaintiffs are seeking an injunction requiring each defendant to cap its COz emissions and 
then reduce them by a specified percentage each year for at least a decade. In September 2005, the District Court granted the defend- 
ants' motion to dismiss the lawsuit. The plaintiffs have appealed this ruling to the Second Circuit Court of Appeals. Oral arguments were 
held before the Second Circuit Court of Appeals on .June 7, 2006. It is not possible to predict with certainty whether Duke Energy Ohio will 
incur any liability or to estimate the damages, if any, that Duke Energy Ohio might incur in connection with this matter. 

Zimmer Generating Station (Zimmer Station) Lawsuit. In November 2004, a citizen of the Village of Moscow, Ohio, the town 
adjacent to Duke Energy Ohio's Zimmer Station, brought a purported class action in the I1.S. District Court for the Southern District of 
Ohio seeking monetary damages and injunctive relief against Duke Energy Ohio for alleged violations of the CAA, the Ohio SIP, and Ohio 
laws against nuisance and common law nuisance. The plaintiffs have filed a number of additional notices of intent to sue and two lawsuits 
raising claims similar to those in the original claim. One lawsuit was dismissed on procedural grounds, and the remaining two have been 
consolidated. On December 28, 2006, the District Court certified this case as a class action. Discovery in the case continues. At this 
time, Duke Energy Ohio cannot predict whether the outcome of this matter will have a material impact on its consolidated results of oper- 
ations, cash flows or financial position, Duke Energy Ohio intends to defend this lawsuit vigorously in court. 

Hurricane Katrina Lawsuit. In April 2006, Cinergy was named in the third amended complaint of a purported class action lawsuit 
filed in the US. District Court for the Southern District of Mississippi. Plaintiffs claim that Cinergy, along with numerous other utilities, oil 
companies, coal companies and chemical companies, are liable for damages relating to losses suffered by victims of Hurricane Katrina. 
Plaintiffs claim that defendants' greenhouse gas emissions contributed to the frequency and intensity of storms such as Hurricane Katrina. 
On August 30, 2007, the court dismissed the case. The plaintiffs have filed their appeal to the Fifth Circuit Court of Appeals and oral 
argument was heard on August 6, 2008. Due to the late recusal of one of the judges on the Fifth Circuit panel, the Court has scheduled 
the second oral argument for the week of November 3, 2008. It is not possible to predict with certainty whether Duke Energy Ohio will 
incur any liability or to estimate the damages, if any, that Duke Energy Ohio might incur in connection with this matter. 

Ohio Antitrust Lawsuit. In .January 2008, four plaintiffs, including individual, industrial and non-profit customers, filed a lawsuit 
against Duke Energy Ohio in federal court in the Southern District of Ohio. Plaintiffs allege that Duke Energy Ohio (then The Cincinnati 
Gas & Electric Company (CG&E)), conspired to provide inequitable and unfair price advantages for certain large business consumers by 
entering into non-public option agreements with such consumers in exchange for their withdrawal of challenges to Duke Energy Ohio's 
(then CG&E's) pending RSP, which was implemented in early 2005. Duke Energy Ohio denies the allegations made in the lawsuit. Follow- 
ing Duke Energy Ohio's filing of a motion to dismiss plaintiffs' claims, plaintiffs amended their complaint on May 30, 2008. Plaintiffs now 
contend that the contracts at issue were an illegal rebate which violate antitrust and Racketeer Influenced and Corrupt Organizations 
(RICO) statutes. Defendants have again moved to dismiss the claims. It is not possible to predict with certainty whether Duke Energy Ohio 
will incur any liability or to estimate the damages, if any, that Duke Energy Ohio might incur in Connection with this matter. 

Asbestos-related Injuries and Damages Claims. Duke Energy Ohio has been named as a defendant or codefendant in lawsuits 
related to asbestos at its electric generating stations. The impact on Duke Energy Ohio's consolidated results of operations, cash flows 
or financial position of these cases to date has not been material. Based on estimates under varying assumptions concerning 
uncertainties, such as, among others: (i) the number of contractors potentially exposed to asbestos during construction or maintenance 
of Duke Energy Ohio's generating plants; (ii) the possible incidence of various illnesses among exposed workers; and (iii) the potential set- 
tlement costs without federal or other legislation that addresses asbestos tort actions, Duke Energy Ohio estimates that the range of 
reasonably possible exposure in existing and future suits over the foreseeable future is not material. This estimated range of exposure 
may change as additional settlements occur and claims are made and more case law is established. 

ings arising in the ordinary course of business, some of which involve substantial amounts. Duke Energy Ohio believes that the final disposition 
of these proceedings will not have a material adverse effect on its consolidated results of operations, cash flows or financial position. 

Other Litigation and Legal Proceedings. Duke Energy Ohio and its subsidiaries are involved in other legal, tax and regulatory proceed- 
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Duke Energy Ohio has exposure to certain legal matters that are described herein. As of September 30, 2008 and December 31, 
2007, Duke Energy Ohio has recorded insignificant reserves for these proceedings and exposures. Duke Energy Ohio expenses legal 
costs related to the defense of loss contingencies as incurred. 

Other Commitments and Contingencies 

ments or power purchase contracts) that may or may not be recognized on the Consolidated Balance Sheets. 
General. Duke Energy Ohio enters into various fixed-price, non-cancelable commitments to purchase or sell power (tolling arrange- 

13. Fair Value of Financial Assets and Liabilities 

On January 1, 2008, Duke Energy Ohio adopted SFAS No. 157, “Fair Value Measurements“ (SFAS No. 157). Duke Energy Ohio’s 
adoption of SFAS No. 157 is currently limited to financial instruments and to non-financial derivatives as, in February 2008, the FASB 
issued FSP No. 157-2, which delayed the effective date of SFAS No. 157 for one year for nan-financial assets and liabilities, except for 
items that are recognized or disclosed at fair value in the financial statements on a recurring basis. There was no cumulative effect 
adjustment to retained earnings for Duke Energy Ohio as a result of the adoption of SFAS No. 157. 

ments about fair value measurements. Under SFAS No. 157, fair value is considered to be the exchange price in an orderly transaction 
between market participants to sell an asset or transfer a liability at the measurement date. The fair value definition under SFAS No. 157 
focuses on an exit price, which is the price that would be received by Duke Energy Ohio to sell an asset or paid to transfer a liability versus 
an entry price, which would be the price paid to acquire an asset or received to assume a liability. Although SFAS No. 157 does not require 
additional fair value measurements, it applies to other accounting pronouncements that require or permit fair value measurements. 

Duke Energy Ohio determines fair value of financial assets and liabilities based on the following fair value hierarchy, as prescribed by 
SFAS No. 157, which prioritizes the inputs to valuation techniques used to measure fair value into three levels: 

Level 1 inputs-unadjusted quoted prices in active markets for identical assets or liabilities that Duke Energy Ohio has the ability to 
access. An active market for the asset or liability is one in which transactions for the asset or liability occur with sufficient frequency and 
volume to provide ongoing prking information. Duke Energy Ohio does not adjust quoted market prices on Level 1 inputs for any block- 
age factor. 

asset or liability. Level 2 inputs include, but are not limited to, quoted prices for similar assets or liabilities in an active market, quoted 
prices for identical or similar assets or liabilities in markets that are not active and inputs other than quoted market prices that are 
observable for the asset or liability, such as interest rate curves and yield curves observable at commonly quoted intervals, volatilities, 
credit risk and default rates. 

SFAS No. 157 defines fair value, establishes a framework for measuring fair value in GAAP in the U.S. and expands disclosure require- 

Level 2 inputs-inputs other than quoted market prices included in Level 1 that are observable, either directly or indirectly, for the 

Level 3 inputs-unobservable inputs for the asset or liability. 

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and Financial Liabilities-including an 
amendment of FASB Statement No. 11 5” (SFAS No. 1591, which permits entities to elect to measure many financial instruments and 
certain other items at fair value. For Duke Energy Ohio, SFAS No. 159 was effective as of January 1, 2008 and had no impact on 
amounts presented for periods prior to the effective date. Duke Energy Ohio does not currently have any financial assets or financial 
liabilities for which the provisions of SFAS No. 159 have been elected. However, in the future, Duke Energy Ohio may elect to measure 
certain financial instruments at fair value in accordance with this standard. 
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The following table provides the fair value measurement amounts for assets and liabilities recorded in both current and non-current 
Unrealized gains on mark-to-market and hedging transactions and Unrealized losses on mark-ta-market and hedging transactions on Duke 
Energy Ohio's Consolidated Balance Sheets at fair value at September 30, 2008. Amounts presented in the table below exclude cash 
collateral amounts which are disclosed separately in Note 1. 

Total Fair Value 
Amounts at 

September 30,2008 Level 1 Level 2 Level 3 
(in millions) 

Description 
Derivative assets 
Derivative liabilities 

$133 $ 1 0  $- $123 
$(112) $(25) $(2) $ (85) 

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

Rollforward of Level 3 Measurements 

Derivatives fnetl 

Three Months Ended September 30, 2008 
Balance at .July 1, 2008 

Total pre-tax realized or unrealized gains included in earnings: 
Revenue, non-regulated electric and other 
Fuel used in electric generation and purchased power-nan-regulated 

Total pre-tax gains included in other comprehensive income 
Net purchases, sales, issuances and settlements 

Balance at September 30, 2008 

Nine Months Ended September 30, 2 0 0 8  
Balance at January 1, 2008 

Total pre-tax realized or unrealized gains (losses) included in earnings: 
Revenue, non-regulated electric and other 
Fuel used in electric generation and purchased power-non-regulated 

Net purchases, sales, issuances and settlements 

Balance at September 30, 2008 

Pre-tax amounts included in the Consolidated Statements of Operations related to Level 3 
measurements outstanding at September 30, 2008: 

Revenue, non-regulated electric and other 
Fuel used in electric generation and purchased power-non-regulated 

Total 

(in millions) 

$ 29 

10 
4 
9 

(14) 

$ (22) 

$ (4) 
62 

The valuation method of the pr imary fair value measurements disclosed above is  as follows: 

and is adjusted for liquidity (bid-ask spread), credit or non-performance risk (after reflecting credit enhancements such as collateral) and 
discounted to present value. The primary difference between a Level 2 and a Level 3 measurement has to do with the level of activity in 
forward markets for the commodity. If the market is relatively inactive, the measurement is deemed to be a Level 3 measurement. Some 
commodity derivatives are NYMEX contracts, which Duke Energy Ohio classifies as Level 1 measurements. 

Commodity derivatives: The pricing for commodity derivatives is primarily a calculated value which incorporates the forward price 
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14. New Accounting Standards 

The following new accounting standards were adopted by Duke Energy Ohio subsequent to September 30, 2007 and the impact of 
such adoption, if applicable, has been presented in the accompanying Consolidated Financial Statements: 

SFAS No. 157. Refer to Note 13 for a discussion of Duke Energy Ohio's adoption of SFAS No. 157. 

SFAS No. 159. Refer to Note 13 for a discussion of Duke Energy Ohio's adoption of SFAS No. 159. 

FSP No. FIN 39-1. Refer to Notes 1 and 10 for a discussion of Duke Energy Ohio's adoption of FSP No. FIN 39-1. 

The following new accounting standards have been issued, but have not yet been adopted by Duke Energy Ohio as of September 30, 

SFAS No. 141 (revised 20071, "Business Combinations" (SFAS No. 141RI. In December 2007, the FASB issued SFAS No. 141R, 
which replaces SFAS No. 141, "Business Combinations." SFAS No. 141R retains the fundamental requirements in SFAS No. 141 that the 
acquisition method of accounting be used for all business combinations and that an acquirer be identified for each business combination. 
This statement also establishes principles and requirements for how an acquirer recognizes and measures in its financial statements the 
identifiable assets acquired, the liabilities assumed, any noncontrolling (minority) interests in an acquiree, and any goodwill acquired in a 
business combination or gain recognized from a bargain purchase. For Duke Energy Ohio, SFAS No. 141R must be applied prospectively 
to business combinations for which the acquisition date occurs on or after January 1, 2009. The impact to Duke Energy Ohio of applying 
SFAS No. 141R for periods subsequent to implementation will be dependent upon the nature of any transactions within the scope of SFAS 
No. 141R. SFAS No. 141R changes the accounting for income taxes related to prior business combinations, such as Duke Energy's 
merger with Cinergy. Subsequent to the effective date of SFAS No. 141R, the resolution of tax contingencies relating to Cinergy that 
existed as of the date of the merger will be required to be reflected in the Consolidated Statements of Operations instead of being 
reflected as an adjustment to the purchase price via an adjustment to goodwill. 

SFAS No. 161, "Disclosures about Derivative Instruments and Hedging Act 
(SFAS No. 161). In March 2008, the FASB issued SFAS No. 161, which amends and expands the disclosure requirements for derivative 
instruments and hedging activities prescribed by SFAS No. 133, "Accounting for Derivative Instruments and Hedging Activities." SFAS 
No. 161 requires qualitative disclosures about objectives and strategies for using derivatives, quantitative disclosures about fair value 
amounts of and gains and losses on derivative instruments, and disclosures about credit-risk-related contingent features in derivative 
agreements. Duke Energy Ohio will adopt SFAS No. 161 as of January 1, 2009 and SFAS No. 161 encourages, but does not require, 
comparative disclosure for earlier periods at initial adoption. The adoption of SFAS No. 161 will not have any impact on Duke Energy 
Ohio's consolidated results of operations, cash flows or financial position. 

2008: 

es-an amendment to FASB Statement No. 133" 

15. Income Taxes and Other Taxes 

has a tax sharing agreement with Duke Energy, where the separate return method is used to allocate tax expenses and benefits to the 
subsidiaries whose investments or results of operations provide these tax expenses and benefits. The accounting for income taxes essen- 
tially represents the income taxes that Duke Energy Ohio would incur if Duke Energy Ohio were a separate company filing its own tax 
return as a C-Corporation. 

At September 30, 2008, Duke Energy Ohio has approximately $46 million recorded for unrecognized tax benefits and no portion of 
the total unrecognized tax benefits, if recognized, would affect the effective tax rate. Additionally, at September 30, 2008, Duke Energy 
Ohio has approximately $7 million of unrecognized tax benefits related to pre-merger tax positions that, if recognized prior to the adop- 
tion of SFAS No. 141R, would affect goodwill. It is reasonably possible that Duke Energy Ohio will reflect an approximate $35 million 
reduction in unrecognized tax benefits within the next twelve months due to expected settlements. 

The taxable income of Duke Energy Ohio is reflected in Duke Energy's US. federal and state income tax returns. Duke Energy Ohio 

Duke Energy Ohio has the following tax years open: 

Jurisdiction Tax Years 
Federal 2000 and after 
State Closed through 2001, with the exception of any adjustments related to open federal years 
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The effective tax rate for the three months ended September 30, 2008 was approximately 28% as compared to the effective tax 
rate of approximately 37% for the same period in 2007. The decrease in the effective tax rate for the three months ended September 30, 
2008 is due primarily to adjustments related to prior year tax returns. The effective tax rate for the nine months ended September 30, 
2008 was approximately .37% as compared to the effective tax rate of approximately 38% for the same period in 2007. 

As of September 30, 2008 and December 31, 2007, approximately $80 million and $27 million, respectively, of deferred income 
taxes were included in Other within Current Assets in the Consolidated Balance Sheets. At September 30, 2008, this balance exceeded 
5% of total current assets. 

Excise Taxes. Certain excise taxes levied by state or local governments are collected by Duke Energy Ohio from its customers. 
These taxes, which are required to be paid regardless of Duke Energy Ohio's ability to collect from the customer, are accounted for on a 
gross basis. When Duke Energy Ohio acts as an agent, and the tax is not required to be remitted if it is not collected from the customer, 
the taxes are accounted for on a net basis. Duke Energy Ohio's excise taxes accounted for on a gross basis and recorded as Operating 
Revenues in the accompanying Consolidated Statements of Operations were approximately $27 million for both the three months ended 
September 30, 2008 and 2007, respectively, and approximately $95 million and $93 million for the nine months ended September 30, 
2008 and 2007, respectively. 

16. Comprehensive Income and Total Comprehensive Income 

provides the components of other comprehensive income and total comprehensive income for the three months ended September 30, 
2008 and 2007 Components of other comprehensive income and total comprehensive income for the nine months ended Sep- 
tember 30, 2008 and 2007 are presented in the Consolidated Statements of Common Stockholder's Equity and Comprehensive Income. 

Comprehensive Income. Comprehensive income includes net income and all other non-owner changes in equity. The table below 

Total Comprehensive (Loss) Income 

Net (Loss) Income 

Other comprehensive income (loss) 
Cash flow hedgeslal 
Pension and OPEB-related Adjustments to AOCP] 

Three Months Ended 
September 30, 

2008 2007 
(in millions) 

$(54) $118 

- _ _ _  

- ___ 

11 (7) 
2 1 __ ___ 

Other comprehensive income (loss), net of tax __ 13 ~ (6) 

Total Comprehensive (Loss) Income 

(a) 
(b) 

Cash flow hedges, net of $6 million tax expense and $4 million tax benefit for the three months ended September 30, 2008 and 2007, respectively 
Pension and 0PEB.related Adjustments to AOCI, net of an insignificant tax expense for each of the three months ended September 30, 2008 and 2007 

17. Subsequent Events 

see Notes 5, 11 and 12, respectively. 
For information on subsequent events related to debt and credit facilities, regulatory matters and commitments and contingencies, 
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item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations. 

INTRODUCTION 

Management’s Discussion and Analysis should be read in conjunction with the Unaudited Consolidated Financial Statements. 

Duke Energy Ohio, Inc. (Duke Energy Ohio) is a whollyowned subsidiary of Cinergy Corp. (Cinergy). Cinergy is a whollyowned sub. 
sidiary of Duke Energy Corporation (Duke Energy). Duke Energy Ohio’s principal lines of business include generation, transmission and 
distribution of electricity, the sale of and/or transportation of natural gas, and energy marketing. 

BASIS OF PRESENTATION 

The results of operations and variance discussion for Duke Energy Ohio is presented in a reduced disclosure format in accordance 
with General Instructions H(2) of Form IO-Q. 

DUKE ENERGY OHIO 

Operating revenues 
Operating expenses 
Gains (losses) on sales of other assets and other, net 

Operating income 
Other income and expenses, net 
Interest expense 

Income before income taxes 
liicome tax expense 

Net income 

Nine Months Ended 
September 30, 

2008 2007 (Decrease) 
(in millions) 

$2,604 $2,634 $(30) 
2,224 2,243 (19) 

46 (12) 58 

426 379 47 
23 22 1 
72 73 (1) 

377 328 49 
141 124 17 

$ 236 $ 204 $ 3 2  

Increase 
-- 

_ _ _ _ _ _ -  - 

_ _ _ -  __ 

_ _ _ _ -  ~ 

-- __ -- __ 

The $32 million increase in Duke Energy Ohio’s Net Income was primarily due to the following factors: 

Operating Revenues. The decrease was primarily due to: 

* A  $36 million decrease in volumes of coal sales due to expiration of contracts, 

0 A $22 million decrease in retail electric revenues primarily due to lower retail pricing principally related to timing of collections on 
the Fuel and Purchased Power rider of the Rate Stabilization Plan (RSP), net of increased amortization of purchase accounting valu- 
ation liability of the RSP, 

- A  $21 million decrease due to milder weather in 2008 compared to 2007, and 

* A  $19 million decrease in wholesale electric revenues due to lower generation volumes primarily resulting from higher plant out- 
ages and lower hedge realization in 2008 compared to 2007. 

Partially offsetting these decreases were: 

0 A $23 million increase in regulated fuel revenues driven mainly by higher natural gas costs, 

.A $13 million increase due to implementation of new gas rates in Ohio, 

A $9 million increase related to the Demand Side Management (DSM) rider implemented in the third quarter of 2007, and 

An $8 million increase in Ohio electric base transmission due to a change in the Transmission Cost Recovery rider. 

Operating Expenses. The decrease was primarily due to: 

0 A $52 million decrease due primarily to lower sulfur dioxide emission allowance expenses due to installation of flue gas desulphuri- 

e A $36 million decrease in expenses associated with coal sales due to expiration of contracts, 

zation equipment and lower generation volumes resulting from increased plant outages in 2008 as compared to 2007, 
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* A $27 million decrease in fuel expense due to mark-to-market gains on non-qualifying fuel hedge contracts of $73 million in 2008 

* A  $20 million decrease in other postemployment benefits due to an adjustment to the liability recorded for these benefits, 

* A $1 3 million decrease in corporate governance and administrative costs, partially offset by higher plant maintenance expenses 

A $13 million decrease in short-term incentive costs, and 

* A  $7 million decrease in retail fuel and purchased power expenses due to realized gains from the settlement of certain fuel con- 

compared to gains of $46 million in 2007, 

resulting from increased plant outages in 2008 as compared to 2007, 

tracts, partially offset by higher purchased power as a result of increased plant outages. 

Partially offsetting these decreases were: 

*An $82 million impairment of emission allowances due to the invalidation of the Clean Air Interstate Rule in July 2008, 

A $34 million increase due to storm restoration work for damage caused by Hurricane Ike, 

* A  $23 million increase in regulated fuel expense primarily due to higher natural gas costs, and 

0 A $12 million increase in regulatory amortization of the Ohio DSM costs and regulatory transition charge. 

Gains (Losses) on Sales of Other Assets and Other, net. The increase is attributable to gains on sales of emission allowances in 
2008 compared to losses on sales of emission allowances in 2007. Gains in 2008 were primarily a result of sales of zero cost basis 
emission allowances. Losses in 2007 were a result of sales of emission allowances acquired in connection with Duke Energy's merger 
with Cinergy in April 2006 which were written up to fair value as part of purchase accounting, 

Income Tax Expense. Income Tax Expense increased primarily as a result of higher pretax income. 

MATTERS IMPACTING FUTURE RESULTS AND OTHER MATTERS 

Duke Energy Ohio has approximately $440 million of auction rate pollution control bonds outstanding. The maximum auction rate for 
these pollution control bonds outstanding is 2.0 times one-month London Interbank Offered Rate (LIBOR). While Duke Energy Ohio intends 
to refund and refinance these tax exempt auction rate bonds, the timing of such refinancing transactions is uncertain and subject to 
market conditions. 

Duke Energy Ohio evaluates the carrying amount of its recorded goodwill for impairment under the guidance of SFAS No. 142, 
"Goodwill and Other Intangible Assets". As the fair value of each of Duke Energy Ohio's reporting units exceeded their respective carrying 
values at August 31, 2008, Duke Energy Ohio did not record any impairment charges in the third quarter of 2008 as a result of its annual 
impairment test. However, in light of recent market and economic events, management is reassessing the potential for any impairments 
to recorded goodwill balances. These assessments are in their early stages and management cannot yet predict the outcome, but it is 
possible that the current assessments could result in goodwill impairments being recorded at one or more reporting units. 
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Item 4. Controls and Procedures. 

Disclosure Controls and Procedures 
Disclosure controls and procedures are controls and other procedures that are designed to ensure that information required to be 

disclosed by Duke Energy Ohio in the reports it files or submits under the Securities Exchange Act of 1934 (Exchange Act) is recorded, 
processed, summarized, and reported, within the time periods specified by the Securities and Exchange Commission's (SEC) rules and 
forms. 

Disclosure controls and procedures include, without limitation, controls and procedures designed to provide reasonable assurance 
that information required to be disclosed by Duke Energy Ohio in the reports it files or submits under the Exchange Act is accumulated 
and communicated to management, including the Chief Executive Officer and Chief Financial Officer, as appropriate, to allow timely deci- 
sions regarding required disclosure. 

Under the supervision and with the participation of management, including the Chief Executive Officer and Chief Financial Officer, 
Duke Energy Ohio has evaluated the effectiveness of its disclosure controls and procedures (as such term is defined in Rule 13a-l5(e) 
and 15d-l5(e) under the Exchange Act) as of September 30, 2008, and, based upon this evaluation, the Chief Executive Officer and Chief 
Financial Officer have concluded that these controls and procedures are effective in providing reasonable assurance of compliance. 

Changes in Internal Control over Financial Reporting 
Under the supervision and with the participation of management, including the Chief Executive Officer and Chief Financial Officer, 

Duke Energy Ohio has evaluated changes in internal control over financial reporting (as such term is defined in Rules 13a-15(f) and 
15d-l5(f) under the Exchange Act) that occurred during the fiscal quarter ended September 30, 2008 and other than the third quarter 
financial system changes described below, have concluded that no change has materially affected, or is reasonably likely to materially 
affect, internal control over financial reporting. 

by other Duke Energy operations. Additionally, Duke Energy Ohio implemented a new income tax system and upgraded the asset account- 
ing system. These system changes are a result of an evaluation of previous systems and related processes to support evolving opera- 
tional needs, and are not the result of any identified deficiencies in the previous systems. Duke Energy Ohio reviewed the implementation 
effort as well as the impact on Duke Energy Ohio's internal control over financial reporting and where appropriate, made changes to 
internal controls over financial reporting to address these system changes. 

During the third quarter of 2008, Duke Energy Ohio converted the general ledger and consolidation systems to those currently used 
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Item 1. Legal Proceedings 

quarter of 2008, see Note 11 to the Consolidated Financial Statements, "Regulatory Matters" and Note 12 to the Consolidated Financial 
Statements, "Commitments and Contingencies." 

For information regarding legal proceedings that became reportable events or in which there were material developments in the third 

Item 1A. Risk Factors 

In addition to the other information set forth in this report, careful consideration should be given to the factors discussed in Part I, 
"Item 1A. Risk Factors" in Duke Energy Ohio's Annual Report on Form 10-K for the year ended December 31, 2007, which could materi- 
ally affect Duke Energy Ohio's financial condition or future results. In addition to the risk factors included in Duke Energy Ohio's Annual 
Report on Form 10-K for the year ended December 31, 2007, Duke Energy Ohio has identified the following risk factor as of Sep- 
tember 30, 2008: 

Current Levels of Market Volatility are Unprecedented 

ruption have reached unprecedented levels. In some cases, the markets have exerted downward pressure on stock prices and credit 
capacity for certain issuers. If current levels of market disruption and volatility continue or worsen, Duke Energy Ohio may be forced to 
meet its other liquidity needs by further drawing upon contractually committed lending agreements primarily provided by global banks, 
although there is no assurance that the commitments made by lenders under Duke Energy's master credit facility will be available if 
needed due to the recent turmoil throughout the financial services industry. This could require Duke Energy Ohio to seek other funding 
sources. However, under such extreme market conditions, there can be no assurance other funding sources would be available or suffi- 
cient. 

The capital and credit markets have been experiencing extreme volatility and disruption. In recent months, the volatility and dis- 

Additional risks and uncertainties not currently known to Duke Energy Ohio or that Duke Energy Ohio currently deems to be immate- 
rial also may adversely affect Duke Energy Ohio's financial condition and/or results of operations 
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Item 6. Exhibits 

(a) Exhibits 

Exhibits filed or furnished herewith are designated by an asterisk ( * )  

Exhibit 
Number 

'31.1 

*31.2 

*32.1 

'32.2 

Certification of the Chief Executive Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. 

Certification of the Chief Financial Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. 

Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002. 

Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002. 

The total amount of securities of the registrant or its subsidiaries authorized under any instrument with respect to long-term debt not 
filed as an exhibit does not exceed 10% of the total assets of the registrant and its subsidiaries on a consolidated basis. The registrant 
agrees, upon request of the Securities and Exchange Commission, to furnish copies of any or all of such instruments to it. 
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SIGNATURES 

Pursuant to the requirements 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. 

DUKE ENERGY OHIO, INC. 

Date: November 13, 2008 

Date: November 13, 2008 

/s/ DAVID L. HAUSER 
David L. Hauser 

Group Executive and 
Chief Financial Officer 

/s/ STEVEN K. YOUNG 
Steven K. Young 

Senior Vice President and 
Controller 

35 



EXHIBIT 31.1 

CERTIFICATION OF THE CHIEF EXECUTIVE OFFICER 
PURSUANTTOSECTION 3 0 2 O F T H E  SARBANES-OXLEYACTOF2002 

I, James E. Rogers, cert i fy that: 

I have reviewed this quarterly report on Form 10-Q of Duke Energy Ohio, Inc.; 

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to 
make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the 
period covered by this report; 

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material 
respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report; 

The registrant's other certifying officer(s1 and I are responsible for establishing and maintaining disclosure controls and procedures (as 
defined in Exchange Act Rules 13a-l5(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Acts Rules 
13a-l5(f) and 15d-l5(f)) for the registrant and haver 

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our 
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us 
by others within those entities, particularly during the period in which this report is being prepared; 

Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under 
our supervision, 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; 

Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about 
the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such 
evaluation; and 

Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most 
recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably 
likely to materially affect, the registrant's internal control over financial reporting; and 

The registrant's other certifying officer(s1 and I have disclosed, based on our most recent evaluation of internal control over financial 
reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the equivalent 
functions): 

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are 
reasonably likely to adversely affect the registrant's ability to record, process, summarize and report financial information; and 

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal 
control over financial reporting. 

Date: November 13 ,  2008 

/s/ JAMES E. ROGERS 
James E. Rogers 

Chief Executive Officer 



EXHIBIT 31.2 

CERTIFICATION OF THE CHIEF FINANCIAL OFFICER 
PURSUANTTOSECTION 302OFTHESARBANES-OXLEYACTOF2002 

I. David L. Hauser, cert i fy that: 

I have reviewed this quarterly report on Form 10-Q of Duke Energy Ohio, Inc.; 

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to 
make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the 
period covered by this report; 

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material 
respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report; 

The registrant‘s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as 
defined in Exchange Act Rules 13a-l5(e) and 15d-l5(e)) and internal control over financial reporting (as defined in Exchange Acts Rules 
13a-l5(f) and 15d-l5(f)) for the registrant and have: 

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our 
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us 
by others within those entities, particularly during the period in which this report is being prepared; 

Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under 
our supervision, 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; 

c) Evaluated the effectiveness of the registrant‘s disclosure controls and procedures and presented in this report our conclusions about 
the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such 
evaluation; and 

d) Disclosed in this report any change in the registrant‘s internal control over financial reporting that occurred during the registrant‘s most 
recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably 
likely to materially affect, the registrant‘s internal control over financial reporting; and 

b) 

The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial 
reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent 
functions): 

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are 
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and 

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal 
control over financial reporting. 

Date: November 13, 2008 

/s/ DAVID L. HAUSER 
David L. Hauser 

Group Executive and 
Chief Financial Officer 



EXHIBIT 32.1 

CERTIFICATION PURSUANT TO 
18 U.S.C. SECTION 1350, 

AS ADOPTED PURSUANT TO 
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

In connection with the Quarterly Report of Duke Energy Ohio, Inc. ("Duke Energy Ohio") on Form 10-Q for the period ending September 30, 
2008 as filed with the Securities and Exchange Commission on the date hereof (the "Report"), I ,  James E. Rogers, Chief Executive Officer of 
Duke Energy Ohio, certify, pursuant to 18 U.S.C. section 1350, as adopted pursuant to section 906 of the Sarbanes-Oxley Act of 2002, that: 

(1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and 

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of Duke 
Energy Ohio. 

/ s /  JAMES E. ROGERS 
James E. Rogers 

Chief Executive Officer 
November 13. 2008 



EXHIBIT 32.2 

CERTiFlCATlON PURSUANT TO 
18 U.S.C. SECTION 1350, 

ASADOPTED PURSUANTTO 
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

In connection with the Quarterly Report of Duke Energy Ohio, Inc. ("Duke Energy Ohio") on Form 10-Q for the period ending September 30, 
2008 as filed with the Securities and Exchange Commission on the date hereof (the "Report"), I, David L. Hauser, Group Executive and Chief 
Financial Officer of Duke Energy Ohio, certify, pursuant to 18 U.S.C. section 1350, as adopted pursuant to section 906 of the Sarbanes-Oxley 
Act of 2002, that: 

(1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and 

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of Duke 
Energy Ohio. 

/s/ DAVID L. HAUSER 
David L. Hauser 

Group Executive and Chief Financial Officer 
November 13, 2008 
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