


KyPSC Staff First Set Data Requests 
Duke Energy Kentucky 

Case No. 2007-00477 
Date Received: November 20,2007 

Response Due Date: December 7,2007 

Ky PSC-DR-01-00 1 

REQUEST: 

Provide a copy of the most recent strategic plans and financial forecasts approved by the 
Board of Directors. \ 

RESPONSE: 

See Attachment STAFF-DR-0 1-00 1. 

WITNESS RESPONSIBL,E: Brian P. Davey 
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Duke Energy Corporation 
Non-GAAP Reconciliations for SEC Regulation G 
September 11,2007 Analysts Meeting 

Ongoing Diluted Earnings per Share (“EPS”) 

The materials for Duke Energy’s September 1 1 , 2007 Analysts Meeting include a discussion of 
ongoing diluted EPS for the three and six month periods ended June 30,2007 and 2006. Ongoing 
diluted EPS is a non-GAAP financial measure as it represents diluted EPS from continuing 
operations, acijusted for the pewhare impact of special items. Special items represent certain charges 
and credits which management believes will not be recurring on a regular basis. The most directly 
comparable GAAP measure for ongoing diluted EPS is reported diluted EPS from continuing 
operations which includes the impact of special items. 

Anticipated Ongoing Diluted EPS Growth Rates through 2012 

The materials for Duke Energy’s September I 1 , 2007 Analysts Meeting include a discussion of the 
expected range of growth in ongoing diluted EPS through 2012 (on a compound annual growth rate 
(“CAOR”) basis) from a 2007 base equal to the company’s 2007 employee EPS incentive target of 
$1.15. The EPS measure used for employee incentive bonuses is based on ongoing diluted EPS. 
These growth percentages are based on anticipated ongoing diluted EPS amounts for future periods. 
This ongoing diluted EPS measure is a non-GAAP financial measure as it represents anticipated 
diluted EPS from continuing operations, adjusted for the impact of special items. Special items 
represent certain charges and credits which management believes will not he recurring on a regular 
basis. The most directly comparable GAAP measure for ongoing diluted EPS is reported diluted EPS 
from continuing operations which includes the impact of special items. Due to the forward-looking 
nature of ongoing diluted EPS, and related growth rates, for future periods, information to reconcile 
such non-GAAP financial measure to the most directly comparable GAAP financial measure is not 
available at this time, as management is unable to forecast any special items for future periods. 

2007 Employee EPS Incentive Target Measure 

The materials and remarks for Duke Energy’s September 11,2007 Analysts Meeting may include a 
reference to management’s current belief that, given the results for the six months ended June 30, 
2007 and with normal weather the rest of the year and a continuing focus on operations and cost 
management, Duke Energy is in a strong position to exceed the company’s 2007 employee EPS 
incentive target of $1.1 5. The EPS measure used for employee incentive bonuses i s  based on ongoing 
diluted EPS. Ongoing diluted EPS is a non-OAAP financial measure as it represents diluted EPS 
from continuing operations, adjusted for the per-share impact of special items. Special items 
represent certain charges and credits which management believes will not be reciirring on a regular 
basis. The most directly comparable GAAP measure for ongoing diluted EPS is reported diluted EPS 
from continuing operations, which includes the impact of special items. Due to the forward-looking 
nature of this non-GAAP financial measure, information to reconcile it to the most directly 
comparable GAAP financial measure is not available at this time, as management is unable to 
forecast special items for future periods. 
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Ongoing Segment ERIT Amounts and Related Growth Rates 

The materials for Duke Energy’s September 1 1, 2007 Analysts Meeting include a discussion of 
management’s current expectation that the Midwest gas-fired generation assets wilI have a 200‘7 
ongoing EBIT Ioss of approximately $30 million for this component of the Commercial Power 
segment, and the current expectation that the Midwest gas-fired generation assets will reach their 
break-even point by 2009, on an ongoing EBlT basis. Also included in the materials is a reference to 
management’s current expectation that the Commercial Power, lnternational Energy, and Crescent 
segments, on a combined basis, will grow ongoing EBIT by an estimated &lo% CAGR through 
201 2, from the base of their combined forecasted 2008 ongoing segment EBIT results. Also 
referenced is the forecasted ongoing EBIT from the company’s sales to regulated customers in the 
U.S. Franchised Electric and Gas and Commercial Power segments as a percentage of forecasted 
ongoing total segment EBIT. Forecasted ongoing segment and total segment EBTT amounts are non- 
GAAP financial measures, as they reflect segment and total segment EBIT, adjusted for the impact of 
special items. Special items represent certain charges and credits which management: believes will 
not be recurring an a regular basis. The most directly comparable GAAP measure for ongoing 
segment EBIT is reported segment EBIT, which represents EBIT from continuing operations, 
including any special items. Due to the forward-looking nature of this non-GAAP financial measure, 
information to reconcile it to the most directly comparable GAAP financial measure is not available 
at this time, as management is unable to forecast special items for future periods. 

Also included in the materials is management’s current expectation that the Midwest gas-fired 
generation assets will have cash positive results of approximately $80 million in 2007. This cash 
positive results amount is a non-GAAP financial measure as it represents management’s current 
expectation of 2007 ongoing EBIT losses of approximately $30 million for this component of the 
Commercial Power segment, adjusted to exclude approximately $1 10 million of forecasted 2007 
depreciation and amortization of previously deferred net mark-to-market losses on derivative 
instruments. Ongoing segment EBTT is also a non-GAAP financial measure as it represents reported 
segment EBIT adjusted for special items. Special items represent certain charges and credits which 
management believes will not be recurring on a regular basis. The most directly comparable GAAP 
measure for cash positive results is reported segment EBIT, which represents EBIT from continuing 
operations, including any special items and including depreciation and amortization of previously 
deferred net mark-to-market losses on derivative instruments. Due to the forward-looking nature of 
this non-GAAP financial measure for any future periods, information to reconcile it to the most 
directly comparable GAAP financial measure is not available at this time, as management is unable 
to forecast special items for future periods. 

Funds From Operations (“FFO’’) Ratios 

The materials for Duke Energy’s September 1 1, 2007 Analysts Meeting include a discussion of 
expected FFO interest coverage and FFO to Total Debt ratios. These ratios reflect non-GAAP 
financial measures. The numerator of the FFO interest coverage ratio is calculated principaIIy by 
using forecasted net cash provided by operating activities on a GAAP basis, adjusted for forecasted 
changes in working capital, plus all forecasted cash interest paid. The denominator is principally 
GAAP interest expense increased by capitalized interest (including any AF1.JDC interest). Cash from 
operations, cash interest paid and interest expense are also adjusted for entities considered off-credit. 
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Duke Energy Corporation Consolidated 
September I I, 2007 Analyst Meeting 
Cash Flow Reconciliation Required by SEC Regulation G 
($ in Millions) 

Forecast 
2008 

Prlmary Sources: 
Net income (1) a 5 1,550 
Depreclatlon & amorllzation a $ 1,850 

3,400 -___ Total Sourcos 

Prlmary Uses: 
Capital and Investment Expnditures 
Dividends 
Other Sources/(Uses), net 

Total Uses 

Net Cash and Short-term Investments Used After Debt Issuances S (3,050) 
(representing a net decrease in cash and cash equivalents and short-term investments after 
forecasted net issuances of long-term debt and commercial paper of approximately $2,000 million) 

Reconcil iations to amounts per US. GAAP reporting: 

Operating cash flow components from above [summation of (a)] 
Reconciling items to GAAP operating cash flow (2) 
Net cash provided by operating activities per GAAP Consolidated Statement of Cash Flows 

Investing cash flow components from above #tern (b)] 
Reconciling items to GAAP investing cash flow (3) 
Net cash used in investing activities per GAAP Consolidated Slatement of Cash Flows 

Financing cash flow components %om above [item (c)] 
Reconciling items to GAAP financing cash flow (4) 
Net cash provided by Rnancing activities per GAAP Consolidated Stalemenl of Cash Flows 

Forecast 
2008 

$ 3,050 
(50) 

$ 3.000 

L (4,975) 
875 

$ (4,100) 

8 (1,125) 
2,000 

$ 875 

Forecasted net income of $1,550 mllllon for 2008 is based on a 7% growth OH of Duke Energy's 2007 employee 
incentive earnings target of $1 15 per share The 2007 measure used for employee incentive bonuses is based 
on ongoing diluted earnings per share (EPS). Ongoing diluted EPS is a non-GAAP financial measure as it 
represents diluted EPS from continuing operations adjusted for the per-share impad of special items Special 
items represent certain charges and credils which management believes will not be recurring on a regular basis 
The most directly comparable GAAP measure for ongoing diluted EPS is reported diluted EPS from continuing 
operations, which includes the impad of special items Due to the forward-looking nature of this non-GAAP 
Ananclal measure, information to reconcile it to the most directly comparable GAAP financial measure is not 
available at this time. as management is unable to forecast all special items for future periods 

(1) 

(2) 
Amount consists primarily of an adjustment for investing cash flow items included in (he "Other Sources/(Uses), 
net (principally the release of restricted funds held on deposit) 

(3) Amount mnsists primarily of net proceeds from the purchase and sale of available-for-sale sectinties and an 
adjustment for investing cash flow items included In the "Other Sources/(Uses), net" (ptindpally the release of 
restncted funds held on deposit) 

(4) Amount consists OF net other financing adivities including debt issues, debt retirements and changes in amounts 
of m m e r c i a l  paper outstanding 
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Duke Energy Corporation 
Net Cash Balance Reconciliation 

As of June 30,2007 
(in mill ions) 

Cash and Cash Equivalents $61 1 

Short-Term Investments 1,022 

Subtotal 1,633 

Short-term Commercial Paper Outstanding (a) (729) 

Net Cash Balance (b) $904 (Approximately $900) 

(a) Excludes approximately $300 million of commercial paper that is classified as long- 
term debt due to Duke Energy's intent and ability to utilize such obligations as long- 
term financing. 

(b) The net cash balance presented is a non-GAAP financial measure as it represents the 
net presentation of cash and cash equivalents, short-term investments, and short- 
term outstanding commercial paper balances. The most directly comparable GAAP 
financial measure for net cash is cash and cash equivalents. 





KyPSC Staff First Set Data Requests 
Duke Energy Kentucky 

Case No. 2007-00477 
Date Received: November 20,2007 

Response Due Date: December 7,2007 

Ky PSC-DR-01-002 

REQUEST: 

Provide a copy of the most recent utility level and parent company rating agency reports 
from Moody’s, Fitch’s, and Standard & Poor’s. 

RESPONSE: 

Please see the Attachment STAFF-DR-01-02 for the most recent Duke Energy Kentucky, 
Inc. (“DE-Kentucky”) rating agency reports from Moody’s and Standard & Poor’s. DE- 
Kentucky no longer retains Fitch to rate our securities and, therefore, we do not have 
access to their reports. 

WITNESS RESPONSIBLE: Stephen G. De May 
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Union Light, Heat &P_o_wer Company (The) - - -__ - - - - - - - - - - - 

Download Financial Statement Ratios in csv format 

CINCINNA 'TI, OHlO 

Note: 
This data does not reflect adjustments made hy Moody's analysts as part of the rating 
process The financial statistics shown below are taken directly from public financial 
statements. For an explanation of how these ratios are calculated, please refer to Moody's 
Research Guides. 

(US$mil. ) 

INCOME STATEMENT ($ millions) 
Revenue 
Operating Expense 

Earnings Before Interest, Taxes, Depr. & Amort. 

Depreciatian and Amortization 
Earnings Before Interest & Taxes 

Other Incnme 
Gross Interest Expense 

Pretax Income 

a: I w  
Z b  

w 

u s  
ZJO" 
E '  
2 g  
E," 

cn 2002 2001 2000 1999 1998 

309 340 318 281 257 uki 
279 285 272 251 230 a w  
47 73 61 45 40 a 2  

w c n  
H 3  

H 
kl 
O *  u 
$ 2 5  o w  

17 17 16 15 13 
30 56 46 30 27 s a  
1 0 -1 -2 -1 m u  
6 6 6 6 5 
12 50 38 22 21 

Income Taxes 
Preferred Dividends 

Net Income Available for Common Stock 

Coverage Analysis 
EBITDA Interest Coverage 
EBITDA Interest Coverage(lnc1. Other Income) 
EBlT Interest Coverage 
EBlT Interest Coverage(lnc1. Other Income) 
Pretax Interest Coverage 
FFO Interest Coverage 
(FFO-Gross Capital Expenditures) Interest Coverage 
Fixed Charge Coverage 

Earnings Analysis 
Operating Margin 
Return on Equity 
Return on Asset 
Relurn on Capital 
AFUDC % Net Income 

12 14 14 10 8 
0 0  0 0 0 
12 36 25 12 14 

7.9 11.5 9.7 7 4  8.8 
8.0 11.6 9.6 7.1 8.5 
5 0 8.8 7.2 4.9 5.9 
5.1 8.9 7.1 4.7 5.6 
5.1 8.9 7.1 4.7 5.6 
7 2 8.5 9.4 6.3 7.4 

5.1 8.9 7.1 4.7 5.6 
0.6 3.1 4.9 1.7 -0.7 

5.6 16.4 14.4 10.7 10.6 
7.0 22.5 17.6 9 4  10.8 
3 2 9.6 6.9 3.7 4.4 
6.7 16.1 12.5 7.7 8.5 
0.0 0.0 0.0 0.0 0 0 



BALANCE SHEET ($ millions) 
Cash and Equivalents 
Net  Plant and Equipment 
Goodwill 

Total Assets 

Current Portion of LT Debt, Leases & Pref 
Short-Term Debt 
Long-Term Debt 

Total Debt 

Preferred Equity 
Common Equity 

Total Capitalization 
Tangible Capitalization (ne1 worth) 
Market Capitalization (ending period) 

Capital Structure 
Retained Earnings 
Total Debt - Cash and Equivalents 
Deferred Charges % Common Equity 

STD i. Curr.. Portion of LTD, Leases & Pref. YO Capitalization 
Total Debt % Capitalization 

Asset Composition 
Net Plant and Equipment YO Total Assets 
Investments % Total Assets 
Current Assets Yo Total Assets 
Deferred Charges YO Total Assets 

CASH FLOW STATEMENT (a millions) 
Funds From Operations 
Preferred Dividends 
Common Dividends 

Retained Cash Flow 

Gross Capital Expenditures 
Free Cash Flow 

Issuance of Long-Term Debt 
Issuance of Preferred Equity 
Debt Retirement & Sink Fund 

Net Change in LTD & Pref. Equity 

Change in Working Capital 

Cash Flow Analysis 
FFO % Gross Capital Expenditures 
FFO % Total Debt 
Total Debt I FFO 
Total Debt I (FFO - Gross Capital Expenditures) 

RCF % Gross Capital Expenditures 
RCF % Total Debt 

4 

332 
0 
382 

20 
14 
55 
89 

0 
177 
266 
266 
0 

145 

12.4 

12.8 
33.4 

a5 

86.9 
0.0 
7.4 
5.7 

37 
0 
10 
27 

39 
-12 

0 
0 
0 
0 

-23 

94.4 
41.3 
2.4 
-40.6 

69.5 
30.4 

4 
328 
0 
377 

0 
26 
75 
101 

0 
172 
27 3 
273 
0 

142 
97 
8.4 

9.7 
37.0 

87.0 
0.0 
9.1 
3.8 

47 
0 

12 
36 

34 
1 

0 
0 
0 
0 

-2 

6 
310 
0 
369 

0 
29 
75 
104 

0 
147 
25 1 
251 
0 

118 
98 
10.4 

11.7 
41 "4 

84.0 
0.0 
11.9 
4.1 

53 
0 
10 
43 

28 
15 

0 
0 
0 
Q 

7 

4 
297 
0 
342 

0 

75 
112 

0 
132 
244 
244 
0 

38 

103 
109 
11.8 

15.4 
46.0 

86.6 
0.0 
8.8 
4.6 

32 
0 
IO 
23 

28 
-5 

20 
0 
"20 
-0 

0 
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3 
283 
0 
325 

20 
32 
55 
106 

0 
129 
235 
235 
0 

I O 1  
103 
11.4 

22.0 
45.2 

87.3 
0.0 
8.2 
4.5 

30 
0 
8 
21 

37 
-16 

40 
0 
-10 
30 

138.3 1861 114.9 
46.8 50.9 28 9 
2.1 2.0 3.5 
7.7 4.2 26.7 

104.1 152.2 80.7 
35.2 41.6 20.3 

22 

79.3 

3 6  
27.8 

-13.8 

56.6 
19.8 

Construction Analysis 



Gross Capital Expenditures % Capitalization 
CWlP Yo Common Equity 

OPERATING STATISTICS 

Market Analysis 
Electric % Total Revenue 
Gas % Total Revenue 
Other % Total Revenue 

Residential % Electric Revenue 
Commercial Yo Electric Revenue 
Industrial % Electric Revenue 
Wholesale Yo Electric Revenue 

Residential % Kwh Sales 
Commercial % Kwh Sales 
Industrial YO Kwh Sales 
Wholesale % Kwh Sales 

Residential Price per Kwh 
Commercial Price per Kwh 
Industrial Price per Kwh 

Total Price per Kwh 

Competitive Position 
Fuel Pet Mwhr 
Non-Fuel Per Mwhr 
Investment Per Mwhr 

Total Cost Per Mwhr 
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Page 3 of75 14.6 12.5 11.3 11.6 15.8 
8.3 6.4 10.2 10.4 8.9 

73.5 67.9 71.0 74.8 74.5 

26.5 32.1 29.0 25.2 25.5 
o..o 0.0 0.0 0.0 0.0 

39.8 36.9 38.1 39.5 37.4 
34.1 32.3 31.9 28.4 29.0 
17.2 17.5 22.1 20.4 22.9 
0.0 0.1 0.0 0.0 0.0 

36.9 34.3 33.3 35.3 30.5 
34.6 34.6 30.5 28.3 28.5 

0.0 0.0 0.0 0,o 0.0 
20.3 22.8 27.5 26.2 30.6 

6.5 6.7 6.7 6.3 6.8 
5.9 5.8 6 1 5.7 5.7 
5.1 4.7 4.7 4 4  4 2 

6.0 6.2 5.9 5.7 5 6 

0.0 0.0 0.0 0.0 0.0 
0.0 0.0 0.0 0.0 0.0 
0.0 0.0 0.0 0.0 0.0 
0.0 0.0 0.0 0.0 0.0 

Note: 
T'he statistics and other information ('Information') contained in this file are generated or 
obtained from public iinancial statements and other public sources, and do not reflect any 
interpretation, selection, adjustment, input, or other analysis by Moody's analysts that 
would normally occur as part of the rating process. 

All Information furnished in this file is obtained by Moody's from sources believed by it to be 
accurate and reliable. Because of the possibility of human and mechanical error as well as 
other factors, however, all Information is provided 'AS I S '  without warranty of any kind, and 
MOODY'S AND MOODY'S LICENSORS MAKE NO REPRESENTATION OR WARRANTY, 
EXPRESS OR IMPLIED, TO SUBSCRIBER OR ANY OTHER PERSON OR ENTITY AS TO 
THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS 
FOR ANY PARTICULAR PURPOSE OF ANY SUCH INFORMATION. 

__ ~ ___-__.__---II-.- "__.I-.__ ----..-I- --_ 
0' Copyright 2007, Moody's lnvestorr Service, Inc. andlor its licensors including Moody's Assurance Company, Inc. 
(together, "MOOOY'S). All rights reserved 

ALL INFORblATION COPJTAINED HEREIN IS PROTECTED BY COPYRIGHT W W  AND PIONE OF SUCH INFORPIATlON MAY BE 
COPIED OR OTHERWISE REPRODUCED, REPACKAGED. FURTHER TRANSMITTED, TRANSFERRED, DISSEFIINATED, 
REDlSTR[EUTEO OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, I N  WHOLE OR 1FI PAKT, IN ANY 
FORM OP, I4ANNER OR BY ANY MEANS WHATSOEVER, 6 Y  ANY PERSON WITHO(JT MOODY'S PRIOR WRITTEN CONSENT. All 
in iormat ion contained he ie in  i s  ohtained by MOODY'S f i  om souices believed by i t  to be accurate and reliable. Because of the 
possibility of hurnan or  mechanical error as well as other factors, htjv.wer, such information IS provided "as is' without warranty 
of any k ind and IWJODY'S, In particular, makes no representation or  warranty. express or implied, as to the accuracy, timeliness, 
completeness, merchantabil ity or fitness For any particular purpose of any such information Under no circumstances shall 
PiODDY'S have any l iabi l i tv to any  uerscin or ent i ty for (a) any  loss or  damage in whole 01- in part caiised hy, resulting from, or 
relating to, m y  error (negligent OF otherwise) or other circunistance or contirlgericy within or outside the control of b100DY'S or 
any of i ts  directors, officers, employees oi agents in connection wi th the procurement, ccillection, coinpilation, aiialysis, 
iriierpretation, communication, publication or delivery of any such information, UI ( b  j any direct, inditect. special, coiiseqiieritial, 
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Page 4 of 75 compensatory o r  incidental damages whatsoever (including without limitation, 10s pio:its), even it  ILIUUDY'S is advised in 
advance of the possibility of such damages, resulting f rom the USE of or inability to use, any such informatiGn The cr9dit ratings 
and financial reporting analysis observations. i f  any, constitittiny pai't of the informat ion contained herein are, and must  be 
cunstrued solely as, statements of opinion and nol statements of fact @I' recoinmendations to  purchase, sell or hold any 
securities NO WARRANTY, EXPR.ESS OR IFlPLIED, AS TO THE ACCURACY, TIFIELIIJESS, COMPLETENESS, MERCHAr4TABILIN OR 
FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER OPII.IIGN OR INFURMATlON IS GIVEN OR MADE BY 
MOODY'S IN ANY FORM OR t4ANNER WHATSOEVER. Each rating or other opinion must be weighed solely as one Factor in any 
investment decision made by or on behalf of any user of the infotnration contained herein, and each such user niust  accordingly 
make its own study and evaluation o i  each security and of each issuer and yuarantor of, and each provider of credit support for, 
each secunt i  that it may consider purchasing, holding or selling 

MOODY'S hereby discloses that most issuers of debt securities (including corporate and municipal bonds, debentures, notes and 
commercial paper) and pcefeired stock rated b y  MOODY'S have, prior io assignment of any rating, agreed to  pay co MOODY'S faor 
appraisal and rating services rendered by it Fees ranging frotn $1,500 to approximately $2,400,000. Moody's Corporation (MCO) 
arid i ts wholly-owned credit rating agency subsidiary, Moody's Investors Service (MIS), also maintain policies and procedures to 
address the independence of MIS's ratings and rat ing procssses. Information regarding certain affiliations tha t  may *)tist 
between directors of MCCJ and mted entities, and between entit ies who hold ratings f rom MIS and have also publicly reported to 
the 5 E C  an ownership interest in MCO of more  than 5'70, is posted ailnually on 1-loody's website at  www.moodys corn under !.he 
lhrading "Sliarelioidrr Relations - Corporate Governance - Director and Shareholder Affiliation Policy." 
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Cincinnati, Ohio, United States 

Ratings and Con 

Category 
Senior Unsecured 
Parent: Cinergy Corp. 
Issuer Rating 
Sr Unsec Bank Credit Facility 
Senior Unsecured 
Subordinate Shelf 
Preferred Shelf 
Bkd Commercial Paper 
Analyst 
Michael G. Haggarty/New York 
Daniel GateslNew York 

Moody's Rating 
Baa7 

Baa2 
Baa2 
Baa2 

(P)Baa3 
(P)Bal 

P-2 
Phone 

1 "21 2.553.1 653 

. ,.,,.._ ... 
Inrdic 

Union Light, Heat & Power Company (The) 

Adjusted Funds from Operations / Adjusted Debt [1][2) 
Retained Cash Flow I Adjusted Debt [2] 
Common Dividends I Net Income Available for Common [3] 
Adjusted Funds from Operations + Adjusted Interest 

Adjusted Debt / Adjusted Capitalization [2][5] 
Net Income Available for Common / Common Equity 

I Adjusted Interest [1][4] 

2003YTD 2002 2001 2000 
38.2% 41.3% 36.1% 34.9% 
26.0% 30.4% 27.3% 28.2% 
54.7% 79.6% 32.6% 39.2% 

6.1 7.2 8.6 9.0 

29.8% 33.4% 43.6% 49.5% 
9.5% 6.9% 20.9% 16.7% 

[I] Adjusted FFO deducts all annual payments for preferred securities 121 Adjusted debt includes trust preferred 
securities and 8x next year's operating lease expenses [3] Common dividends are before any contributions from 
the parent to the utility [4] Adjusted interest includes all payments for preferred securities and synthetic lease 
payments [5] Adjusted capitalization includes adjusted debt, preferred securities and equity, hut excludes deferred 
taxes 

Note. For definitions of Moody's most common mtio terms please see the accompanying Us-et's Guide 

Opini 

Credit Strengths 

The credit strengths for iJnion Light, Heat & Power are: 

- Stable financial performance and adequate coverages 

- Power purchase agreement with Cincinnati Gas & Electric provides cost and supply certainty through 2006 

- Historically supportive regulatory environment 

- Position as part of Cinergy system and as a subsidiary of CG&E is supportive of credit quality 
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The credit challenges for Union Light, Heat & Power are: 

- Increased capital expenditures, primarily for environmental compliance 

- Uncertainty over the recoverability of gas main replacement expenditures due to legal challenges to the 
regulatory tracking mechanism for cos1 recovery 

- Deregulation in Ohio allows customer choice and switching, exposing CG8E to competitive markets and 
customer choice and lJLH&P's credit quality is tied to CG&E 

Rating Rationale 

The Union Light, Heat & Power Co. (UL.H&P, Baal senior unsecured, stable outlook) distributes and sells 
electricity and natural gas to a population of 342.000 in northern Kentucky. The company is a subsidiary of The 
Cincinnati Gas & Electric Company (CG&E, A3 senior secured, stable outlook) which, along with PSI Energy (PSI, 
A3 senior secured, stable outlook), comprise the two principal subsidiaries of Cincinnati-based Cinergy Corp. 
(Baa2 senior unsecured, stable outlook). ULHBP purchases all of its power needs from CG&E. The FERC, with the 
Kentucky PSC as intervenor, approves the CG&E-IJLH&P power purchase agreements. ULH&P's Baal senior 
unsecured rating is based on its full requirements contract for wholesale energy from CG&E in addition to its strong 
financials, low operating risk, supportive regulatory environment, and limited debt needs. 

In the second quarter of 2001, ULH&P filed a retail gas rate case with the Kentucky Public Service Commission 
(KPSC) seeking to increase base rates for natural gas distribution services and requesting recovery through a 
tracking mechanism of the costs of an accelerated gas main replacement program with an estimated capital cost of 
$1 12 million over 10 years. ULHBP made its second annual filing for an increase under the tracking mechanism in 
March 2003, which seeks an increase of $2 million. ULH&P expects the KPSC to rule on the application during the 
third quarter. 

ULH&P derives much of its credit quality from its position as a subsidiary of CG&E, which has most of its 
operations in Ohio, a state which is in the development stage of a competitive retail electric market. CG&E began a 
transition to electric deregulation and customer choice in 2001 and is currently recovering its Public Utilities 
Commission of Ohio (PUCO) approved costs. Retail electric rates are frozen through this market development 
period, which lasts through December 3 1, 2005. 

On December 21,2000, Cinergy, CG&E and PSI reached an agreement in principle with the US Environmental 
Protection Agency regarding Clean Air Act legislation related environmental claims. As part of the settlement, 
Cinergy agreed to make environmental capital expenditures of $700 million through 201 3. 

In May 200 1, ULH&P received approval for a new wholesale electric contract under which CG&E will continue to 
sell ULH&P electricity through 2006. In addition, ULH&P's retail T&D rates are frozen through 2003 and retail 
generation rates are frozen through 2006 

Rating Outlook -Stable 

The stable outlook reflects the system's solid financial performance. limited leverage, favorable regulatory 
environment, and the stable rating outlook of CG&E. 

What Could Change the Rating - UP 

A sustained improvement in cash flow and debt service coverage ratios at both CG&E and CILHbP, moderating 
capital expenditures at CG&E and ULH&P, and a reduction of CG&E's exposure to merchant risk 

What Could Change the Rating - DOWN 

Unanticipated additional capital expenditures at CG&E or UHLbP, significant financial losses sustained from 
Cinergy's energy trading and marketing, and a material decline in overall financial performance. 

Recent Developments 

On July 21, 2003, ULH&P announced that it had filed an application with the Kentucky Public Service Commission 
for approval to transfer ownership of approximately 1,100 megawatts of electric generating capacity from CG&E to 
ULH&P, as part of ULH&P's long-term electric supply plan for its Northern Kentucky service territory. The 
generating facilities would be transferred at their net book value of $383 million as of March 31, 2003. In addition to 
the Kentucky PSC, approval is required from the FERC and the SEC. 
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Baa2 
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Daniel GateslNew York 

Phone 
1.212.553.1653 

Opini 

Credit Strengths 

The credit strengths of ULHcSIP include: 

- Stable financial performance and adequate coverages 

- Power purchase agreement with The Cincinnati Gas & Electric (CG&E) provides supply certainty through 2006 

Historically supportive regulatory environment 

- Position as part of Cinergy system and as a subsidiary of CG&E is supportive of credit quality 

Credit C hailenges 

The credit challenges of ULII&P include: 

increased capital expenditures, primarily for environmental compliance 

- Uncertainty over the recoverability of gas main replacement expenditures due to legal challenges to the 
regulatory tracking mechanism for cost recovery 

- Deregulation in Ohio allows customer choice and switching, exposing CG&E to competitive markets and 
customer choice and ULH&P's credit quality is tied to CG&E 

Rating Rationale 

The Union Light, Heat & Power Company (ULH&P, Baal senior unsecured. stable outlook) distributes and sells 
electricity and natural gas to a population af 342,000 in northern Kentucky. The company is a subsidiary of The 
Cincinnati Gas & Electric Company (CG&E, A3 senior secured, stable outlook) which, with PSI Energy (PSI, A3 
senior secured, stable outlook), comprise the two principal subsidiaries of Cincinnati-based Cinergy Corp. (Baa2 



senior unsecured, stable otitlook). The small transmission and distribution utility currently purchases all of its power 
needs from CG&E under a multi-year power supply agreement that is due to expire on 12/31/06. The FERC, with 

addition to its strong financials, low operating risk, supportive regulatory environment, and limited debt needs. 

the Kentucky PSC as intervener, approves the CG&E-ULH&P power purchase arrangements. ULHBP's Baal Case No. 2007-00477 
senior unsecured rating is based on its full requirements contract for wholesale energy supply from CG&E in A finch. ST AFF-DR-0 1-002 
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In the second quarter of 2001, ULH&P filed a retail gas rate case with the Kentucky Public Service Commission 
(KPSC) seeking to increase base rates for natural gas distribution services and requesting recovery through a 
tracking mechanism of the costs of an accelerated gas main replacement program with an estimated capital cost of 
$1 12 million over 10 years. LJLH&P made its second annual filing for an increase under the tracking mechanism in 
March 2003, which seeks an increase of $2 million. The KPSC approved the application in August 2003. However, 
the Kentucky Attorney General has appealed the KPSC's approval of the tracking mechanism and the KPSC's 
orders approving the new tracking mechanism rates. 

ULH&P derives much of its credit quality from its position as a subsidiary of CG&E, which has most of its 
operations in Ohio, a state which is in the development stage of a competitive retail electric market. CG&E began a 
transition to electric deregulation and customer choice in 2001 and is currently recovering its Public Utilities 
Commission of Ohio (PUCO) approved costs. Retail electric rates are frozen through this market development 
period, which lasts through Recember 31,2005. 

In May 2001, tJLH&P received approval for a new wholesale electric contract under which CG&E will continue to 
sell CJLH&P electricity through 2006. In addition, ULH&P's retail T&D rates are frozen through 2003 and retail 
generation rates are frozen through 2006. 

Rating Outlook 

The stable outlook reflects the system's solid financial performance, limited leverage, favorable regulatory 
environment, and the stable rating outlook of CGBE. 

What Could Change the Rating - UP 
A sustained improvement in cash flow and debt service coverage ratios at both CG&E and ULH&P, moderating 
capital expenditures at CGBE and ULH&P, and a reduction of CG&E's exposure io merchant risk 

What Could Change the Rating - DOWN 

Unanticipated additional capital expenditures at CG&E or ULHCtP, significant financial losses sustained from 
Cinergy's energy trading and marketing, and a material decline in overall financial performance. 

Recent Developments 

On July 21.2003 ULH&P filed an application with the KPSC requesting a transfer of an aggregate of 1,700 MW of 
generation from its parent CG&E. The capacity is currently part of a fleet of CG&E generating assets used to 
service ULH&P under a multi-year power supply agreement that is due to expire on 12/31/06. On December 8, the 
company announced that the KPSC had approved the transfer, which is also contingent upon FERC and SEC 
approval. 
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Announcement: Duke Energy Kentucky, lnc. 

MOODY'S AFFIRMS THE RATINGS OF CINERGY CORP. (Baa2 Sr. Unsec.); THE CINCINNATI GAS & 
ELECTRIC COMPANY (Baal Sr. Unsec.); PSI ENERGY, INC. (Baal Sr. Unsec.); AND THE UNION LIGHT, 
cL%T ANrnEECEEPAlY ~ B ~ s ~ ~ c ~ ; . ~ ~ - T ~ ~ o - K - s ~ A ~ E - - -  _ _ _ _ _ . ~ I _ _  _I _____ 

Approximately $4.5 Billion of Debt Securities Affected 

New York, May 10,2005 -- Moody's has affirmed the ratings of Cinergy Corp. (Cinergy, Baa2 senior 
unsecured) and its subsidiaries The Cincinnati Gas & Electric Company (CG&E, Baal senior unsecured); 
PSI Energy, Inc. (PSI, Baal senior unsecured); and The Union tight Heat & Power Company (ULH&P, Baal 
senior unsecured). The rating outlook is stable. 

The affirmation of the ratings of Cinergy and its subsidiaries considers yesterday's announcement that 
Cinergy has agreed to merge with Duke Energy Corporation (Duke, Baal senior unsecured) in a stock-for- 
stock transaction worth approximately $9 billion.. The acquisition of Cinergy will be funded through an 
exchange of 1.56 shares of Duke common stock for each share of Cinergy. 

The proposed mergzr requires approval of five state utility regulatory commissions, the Federal Energy 
Regulatory Commission, the Nuclear Regulatory Commission, the Securities and Exchange Commission, 
and the Department of Justice. The merger also requires approval of the shareholders of both companies. 
Management has indicated that completion of the merger could take at least twelve months and the 
transaction is scheduled to close in the middle of 2006, although Moody's notes that the regulatory approval 
process could delay this schedule. 

The affirmation and stable outlook reflects Moody's expectation that Cinergy and its regulated utilities wili 
become subsidiaries of a newly created holding company, although the ultimate legal and organizational 
structure of the new company is still being finalized. Moody's anticipates that no incremental debt will be 
issued by Cinergy or its utility subsidiaries beyond current expectations. 

The merger is expected to offer modest opportunities for cost savings and economies of scale, and Cinergy 
could realize some benefits from being part of the much larger Duke organization. The merger also 
represents an opportunity for Cinergy to meet future capacity needs in its service territory with some of 
Duke's excess unregulated generating assets located in the Midwest. The merger will also diversify Cinergy's 
predominantly coat fired generating assets with nuclear, gas, and hydro generating assets. 

Cinergy Cop. is a utility holding company headquartered in Cincinnati, Ohio and the parent company of utility 
subsidiaries The Cincinnati Gas & Electric Company, PSI Energy, Inc., and The Union Light, Heat, and 
Power Company. Duke Energy Corporation is an electric utility headquartered in Charlotte, North Carolina. 
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29 MAR 2006 

Rating Action: Duke Energy Kentucky, Inc 

MOODY'S PLACES THE DEBT RATINGS OF DUKE ENERGY (Baal SR.  UNSEC.) AND DUKE CAPITAL (Baa3 
SR. UNSEC.) UNDER REVIEW FOR POSSIBLE UPGRADE ___ l_l_ --I_- ~ _ _ _ _  __-_ _ _  ~- _ _  _-_-_ __ 1--- ---_- 

Approximately $16 Billion of Debt and Preferred Securities Affected 

New York, March 29, 2006 -- Moody's Investors Sewice placed the long-term ratings of Duke Energy 
Corporation (Duke: Baal senior unsecured) and its principal subsidiary, Duke Capital LLC (Duke Capital: 
Baa3 senior unsecured) under review for possible upgrade. in addition, Duke's Prime9 short-term rating for 
commercial paper has been placed under review for possible upgrade. Duke Capital's Prime-3 short-term 
ratings have been affirmed. 

Moody's also affirmed the ratings for Cinergy Corporation (Cinergy: Baa2 senior unsecured), Cincinnati Gas 
and Electric (CG&E: Baal senior unsecured), Union Light, Heat & Power Company (ULH&P: Baal senior 
unsecured) and PSI Energy, Inc. (PSI: Baal senior Unsecured). The merger of Duke and Cinergy is now 
expected to be closed in April. 

The review for possible upgrade of Duke reflects the lower business risk profile that will result from the 
reorganization associated with the merger with Cinergy, and an expected reduction in the company's 
leverage. Commensurate with the merger's closing, it is our understanding that Duke will distribute its 
ownership interests in Duke Capital LLC to a new parent holding company with Duke and Duke Capital 
becoming affiliate subsidiaries of a new parent holding company. This new parent holding company will be 
named Duke Energy Corporation (hereafter referred to as "NEWCO Duke"). The remaining regulated utility 
business will be renamed Duke Power LLC, and will be the obligor for the existing debt obligations of the pre- 
merger Duke. Duke Power LLC will have a relatively law business risk profile as an integrated regulated 
electric utility in a fairly supportive regulatory environment. The review for possible upgrade also reflects 
Moody's expectation that the new parent company will take additional actions to achieve a projected capital 
structure for Duke Power LLC of approximately 52% equity in 2007. 

The pro-forma combined company, NEWCO Duke, is expected to generate approximately 85% of its 
consolidated revenues and cash flows from relatively stable regulated business activities, which will include 
Duke Power's regulated utility business and Duke Capital's natural gas transmission businesses, as well as 
the utility businesses of Cinergy. Moody's estimates that NEWCO Duke will have post-,merger consolidated 
funds from operations (FFO) to adjusted total debt over 20%, and FFO interest coverage of nearly 5x. 

The review for passible upgrade of Duke Capital reflects recent divestitures that have significantly reduced its 
business risk profile. The most significant improvements were achieved through the sale of the Duke Energy 
North America merchant generation and trading and marketing business and the reduction of Duke Capital's 
ownership interest in Duke Energy Field Services, which resulted in the deconsolidation of this large gas 
gathering. processing and marketing business. Duke Capital's recent improved financial performance is 
expected to be sustained over the next several years, with a ratio of FFO to adjusted total debt of in the mid- 
to high teen's and FFO to interest coverage of approximately 3.5~. Moody's acknowledges that senior 
management is evaluating potential strategic alternatives for its natural gas businesses, but we do not 
incorporate any divestiture scenarios into our credit analysis at the time. 

Duke Energy is an electric and natural gas company headquartered in Chariotte, North Carolina. 

On Review for Possible Upgrade: 

.Issuer: California Maritime Infrastructure Authority 

.... Senior Unsecured Revenue Bonds, Placed on Review for Possible Upgrade, currently Baa3 

..Issuer: Connecticut Resource Recovery Authority 

.... Senior Unsecured Revenue Bonds, Placed on Review for Possible Upgrade, currently Ba2 

..tssuer: Duke Capital Financing Trust I l l  
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Issuer. Duke Capital Financing Trust IV 

.... Preferred Stock Shelf, Placed on Review for Possible Upgrade. currently (P)Bal 

..Issuer: Duke Capital Financing Trust V 

.... Preferred Stock Shelf, Placed on Review for Possible Upgrade, currently (P)Bal 

..Issuer: Duke Capital Financing Trust VI 

.... Preferred Stock Shelf, Placed on Review for Possible Upgrade, currently (P)Ba? 

..Issuer: Duke Capital, LLC 

I.. .Junior Subordinated Shelf, Placed on Review for Possible Upgrade, currently (PfBaI 

.... Senior Unsecured Bank Credit Facility, Placed on Review for Possible Upgrade, currently Baa3 

.... Senior Unsecured Conv./Exch. BondlDebenture, Placed on Review for Possible Upgrade, currently Baa3 

.... Senior Unsecured Regular BondPJebenture, Placed on Review for Possible Upgrade, currently Baa3 

.... Senior Unsecured Shelf, Placed on Review for Possible Upgrade, currently (P)Baa3 

..Issuer: Duke Energy Capital Trust II 

.... Preferred Stock Shelf, Placed on Review for Possible Upgrade, currently (P)Baa2 

..Issuer: Duke Energy Capital Trust 111 

.... Preferred Stock Shelf, Piaced on Review for Possible Upgrade, currently (P)Baa2 

..Issuer: Duke Energy Capital Trust IV 

.... Preferred Stock Shelf, Placed on Review for Possible Upgrade, currently (P)Baa2 

..Issuer: Duke Energy Capital Trust V 

.... Preferred Stock Shelf, Placed on Review for Possible Upgrade, currently (P)Baa2 

..Issuer: Duke Energy Corporation 

.... Commercial Paper, Placed on Review for Possible Upgrade, currently P-2 

.... Issuer Rating, Placed on Review for Possible {Jpgrade, currently Baal 

,". Junior Subordinated Shelf, Placed an Review far Possible Upgrade, currently (P)Baa2 

.... Preferred Stock, Placed on Review for Possible Upgrade, currently Baa3 

.... Preferred Stock Shelf, Placed on Review for Possible Upgrade, currently (P)Baa3 

.... Senior Secured First Mortgage Bonds. Placed on Review for Possible Ilpgrade, currently A3 

, ..Senior Secured Medium-Term Note Program, Placed on Review for Possible Upgrade, currently A3 

.... Senior Secured Regular BondlDebenture. Placed on Review for Possible Upgrade, currently A3 

.... Senior Secured Shelf, Placed on Review for Possible Upgrade. currently (P)A3 



.... Senior Unsecured Conv./Exch. Bond/Debentcire, Placed on Review for Possible Upgrade, currently Baa 1 

Senior Unsecured Regular BondlDebenture, Placed on Review for Possible Upgrade, currently Baal 

_... Senior Unsecured Shelf, Placed on Review for Possible Upgrade, currently (P)Baal 

..Issuer. Edinburg TX, Ind. Dev. Cop.  

.... Senior Unsecured Revenue Bonds, Placed on Review for Possible Upgrade, currently Baa3 

..Issuer: Gaston (Cnty of) NC, 1°F. & P.C.F.A. 

.... Revenue Bonds, Placed on Review for Possible Upgrade, currently A3 

.... Senior Unsecured Revenue Bonds, Placed on Review for Possible Upgrade, currently Baal 

..Issuer: Oconee (County of) SC 

.... Revenue Bonds, Placed on Review for Possible Upgrade, currently A 3  

..... Senior Secured Revenue Bonds. Placed on Review for Possible llpgrade. currently A 3  

.... Senior Unsecured Revenue Bonds, Placed on Review for Possible Upgrade, currently Baal 

..Issuer: Texas Eastern Transmission L.P. 

.... Senior Unsecured Regular BondlDebenture, Placed on Review for Possible Upgrade, currently Baa2 

Senior Unsecured Shelf, Placed on Review for Possible Upgrade, currently (P)Baa2 

..Issuer: York (County of) SC 

.... Senior Secured Revenue Bonds, Placed on Review for Possible Upgrade, currently VMIG 2 

Outlook Actions: 

..Issuer: Duke Capital Financing Trust 111 

.... Outlook. Changed To Rating Under Review From Stable 

..Issuer: Duke Capital Financing Trust IV 

.... Outlook, Changed To Rating Under Review From Stable 

..Issuer: Duke Capital Financing Trust V 

.... Outlook, Changed To Rating 1Jnder Review From Stable 

..Issuer: Duke Capital Financing Trust VI 

Outlook, Changed To Rating Under Review From Stable 

..Issuer: Duke Capital, LLC 

.... Outlook, Changed To Rating Under Review From Developing 

..Issuer: Duke Energy Capital Trust I I  

.... Outlook, Changed To Rating Under Review From Developing 

..Issuer: Duke Energy Capital 'Trust Ill 
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.... Odlook, Changed To Rating Under Review From Developing 

..Issuer. Duke Energy Capital Trust IV 
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..... Outlook, Changed To Rating Under Review From Developing 

.Issuer: Duke Energy Capital Trust V 

.... Outlook, Changed Ta Rating Under Review From Stable 

..Issuer: Duke Energy Corporation 

.... Outlook, Changed To Rating Under Review From Developing 

..Issuer: Texas Eastern Transmission L.P. 

.... Outlook, Changed To Rating lJnder Review From Developing 

Confirmations: 

..Issuer: Duke Energy Corporation 

.... Senior Unsecured Regular BondlDebenture, Confirmed at Aaa 
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Rating Action 
6 APR 2006 

Rating Action: Duke Energy Kentucky, Inc. 

MOODY'S ASSIGNS Baa2 ISSUER RATING TO DUKE ENERGY CORPORATION; UPGRADES DUKE POWER 
LLC, DUKE CAPITAL LLC, AND TEXAS EASTERN; POSITIVE RATING OUTLOOK FOR DUKE ENERGY AND 
sEvE@Cs.YssmIES.___ _I__-- _- - - .- __ -_- - -__---_-_I .-_-_ - _- - -  -. 

Approximately $21 Billion of Debt and Preferred Securities Affected 

New 'fork, April 06, a 0 6  - Moody's Investors Service assigned a Baa2 Issuer Rating to Duke Energy 
Corporation (Duke Energy), the newly formed holding company as the parent company for the former Duke 
Energy and Cinergy Corporation, which combined In a merger on April 3,2006. Moody's also upgraded the 
long-term debt ratings of subsidiaries Duke Power LLC (Duke Power: senior unsecured debt to A3 from 
Baal): Duke Capital LLC (Duke Capital: senior unsecured to Baa2 from Baa3) and Texas Eastern 
Transmission LP (Texas Eastern: senior unsecured to Baal from Baa2). The short term rating for 
commercial paper for Duke Power was confirmed at Prime-2. The short term rating for commercial paper for 
DlJke Capital was affirmed at Prime-3. This concludes the review for possible upgrade that was initiated an 
March 29, 2006. The rating outlook is positive for Duke Energy and Duke Power. The rating outlook is stable 
for Duke Capital and Texas Eastern 

Moody's affirmed the ratings for Cinergy Corporation (Cinergy: Baa2 senior unsecured), Cincinnati Gas and 
Electric (CGBE: Baal senior unsecured), Union Light, Heat and Power (ULH&P: Baal senior unsecured) and 
PSI Energy (PSI: Baal senior unsecured), which were not under review. The rating outlook was changed to 
positive from stable for Cinergy. CGE, and ULHBP. The rating outlook remains stable for PSI. 

Duke Energy's Baa2 issuer Rating reflects the relative stability and predictability of its rate-regulated electric 
and natural gas operations, which represent approximately 80% to 85% of consolidated revenues, earnings, 
cash flows and assets. Duke Energy is expected to produce cash flow coverage metrics, including a ratio of 
funds from operations (FFO) to adjusted total debt around 20% and a ratio of FFO to interest of 
approximately 4.Ox, which are consistent with a Baa2 rating for a utility company in the medium risk category, 
as specified in Moody's global rating methodology, for companies whose operations are predominantly 
electric utility in nature. 

The rating upgrade for Duke Power reflects the substantial reduction in its business and operating risk profile 
as a result of the distribution of its ownership interests in Duke Capital to its new parent holding company, 
Duke Energy. In addition, the rating upgrade reflects our expectations that earnings and cash flows will 
produce financial credit metrics that are more commensurate with A3 rated vertically Integrated utilities with 
supportive regulation. In accordance with the global rating methodology, these credit metrics expected for 
Duke Power over the next several years include a ratio of FFO to adjusted total debt of over 25% and a ratio 
of FFO to interest of approximately 6x. 

The rating upgrade for Duke Capital reflects the substantial reduction in its business and operating risk profile 
as a result of its ownership restructuring of Duke Energy Field Services (DEFS) and its divestiture of its Duke 
Energy North America merchant generation assets and commodity trading book. As a result of these 
restructuring initiatives, approximately 70% to 75% of Duke Capital's revenues, earnings, cash flows and 
assets are expected to be derived from rate-regulated natural gas transmission and distribution activities. 
The rating upgrade also reflects the improvements expected in Duke Capital's financial metrics, including a 
ratio of FFO to adjusted total debt of approaching 20% and FFO interest approaching 4x. The rating upgrade 
for Texas Eastern reflects the rating upgrade of its parent company, Duke Capital. 

The positive rating outlook for Duke Energy, Duke Power, Cinergy, CG&E and lILH&P reflects the potential 
for improvements in financial performance over the next several years as a result of merger synergies, 
particularly in the area of reduced costs. The electric utility operating companies have agreed to front-end 
load a portion of the expected merger synergies to customers, which adds to merger integration risks over 
the near-term but also anticipates stronger financial performance over the longer-term. 

The stable rating outlook for Duke Capital and Texas Eastern considers that the expected benefits of the 
merger affect these entities less significantly, since Cinergy had no similar operations. The stable rating 
outlook for PSI Energy reflects financial ratios that are not as strong as those of CG&E and ULH&P. 

Duke Energy is a diversified electric and natural gas holding company, headquartered in Charlotte, North 
Carolina. 
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18 or 75 Upgrades: 

..Issuer: Duke Capital, LLC 

.... Junior Subordinated Shelf, Upgraded to (P)Baa3 from (P)Bal 

..... Senior llnsecured Bank Credit Facility, Upgraded to Baa2 from Baa3 

.... Senior Unsecured Conv./Exch. Bond/Debenture, Upgraded to Baa2 from Baa3 

.... Senior Unsecured Regular BondlDebenture, Upgraded to Baa2 from Baa3 

.... Senior Unsecured Shelf, Upgraded to (P)Baa2 from (P)Baa3 

..Issuer: Duke Power LLC 

.... issuer Rating, Upgraded to A3 from Baal 

.... Junior Subordinated Shelf, Upgraded to (P)Baal from (P)Baa2 

.... Preferred Stock, Upgraded to Baa2 from Baa3 

Preferred Stock Shelf, Upgraded to (P)Baa2 from (P)Baa3 

.... Senior Secured First Mortgage Bonds, Upgraded to A2 from A3 

.... Senior Secured Medium-Term Note Program, Upgraded to A2 from A3 

.... Senior Secured Regular BondiDebenture, Upgraded to A2 from A3 

.... Senior Secured Shelf, Llpgraded to (P)A2 from (P)A3 

.... Senior Unsecured ConvJExch. Bond/Debenture, Upgraded to A3 from Baal 

.... Senior Unsecured Regular Bond/Debenture, Upgraded to A3 from Baa 1 

.... Senior Unsecured Shelf, Upgraded to (P)A3 from (PfBaal 

..Issuer: Texas Eastern Transmission L.P. 

.... Senior Unsecured Regular Bond/Debenture, Upgraded to Baal from Baa2 

.... Senior Unsecured Shelf, Upgraded to (P)Baal from (P)BaaP 

Assignments: 

..Issuer: Duke Energy Corporation 

.... Issuer Rating, Assigned Baa2 

Outlook Actions: 

..Issuer: Cincinnati Gas 8 Electric Company (The) 

.... Outlook, Changed To Positive From Stable 

..Issuer. Cinergy Cop.  

.... Outlook, Changed To Positive From Stable 

... Issuer: Duke Capital, LLC 



.... Outlook, Changed To Stable From Rating Under Review 

..Issuer: Duke Power LLC 

.... Outlook, Changed To Positive From Rating Under Review 

..Issuer: Texas Eastern Transmission L.P. 

.... Outlook, Changed To Stable From Rating Under Review 

issuer: Union Light, Heat & Power Company (The) 

.... Outlook, Changed To Positive From Stable 
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New York 
James Hempstead 
VP - Senior Credit Officer 
Corporate Finance Group 
Moody's Investors Serviw 
JOIJRNALISTS: 21 2-553-0376 
SUBSCRIBERS: 2 12-553-1 653 

_____I___________-I_ -_______- -__..._______I____ __I__.._____l_l__.____.__-__I._.__-.- ___-- -- 
6 Copyright 2007, Moody's Investors Service. Inc. and/or its licensors including Moody's Assurance Company, lnc. 
(together, "MOODY'S"). All rights reserved. 

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY COPYRlGHT LAW AND NONE OF SUCH INFORMATION I+AY BE 
COPIED OR OTHERWISE REPRODIJCED, REPACKAGED, FUP.THER TRANSMITTED, TRANSFERRED, DfSSEMINAT€D, 
REDISTRIBUTED OR RESOLD, OR STORE0 FOR SUESEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE OR I N  PART, I N  ANY 
FORM OR M4NNER OR BY ANY MEP.NS WHATSOEVER, e\' ANY PERSON WITHOlJT MOODY'S PRIOR WRITTEN CONSENT All 
information contained herein is obtained by MOODY'S from sources believed by i t  to be accurate and reliable Because of the  
possibil i ty of human or mechanical error as well as other factors, hOYleVer, such information is  provided "as is" wlthout warranty 
of any kind and MOODY'S, in particular, maltes no  representation or vterranty, express or implied, as to  the accuracy, timeliness, 
completeness, merchantability or fitness for any particular purpose or a n y  Such infnrrnarion Under no circumstances shall 
MQODY'S have any liability to any person or entity for (a) any loss or damage in whole o r  in part caused by, resulting from, @r 
relating to, any error (negligent or otherwise) or other circumstance or  contingency within or outside the  control of  I4OODY'S or 
any of its directors, officers, ernplnyees or agents in connection with :he procurement, collectiori, compilation, analysis, 
interpretation, communication, publication or delivery of any such information, or (b)  any direct, indirect, special, consequeiitial, 
compensalory or incidental damages whatsoever (including rr i thoui  limitation, lost profits), even if MOODY'S is advised in 
advance of the possibility of SLJCh damages, resulting from the use of or inability to use, any such information. The credit ratlngs 
and financial reporting analysis observations, i f  any, constituting pa i t  of the information contained herein are, and must  be 
construed solely as, statements of opinion and not statements of fact o r  recommendations to purchase, sell or hold any  
securities NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR 
FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SIJCH RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE EY 
MOODY'S IN ANY FORM OR MANNER WHATSOEVER Each rating or other opinion must be weighed solely as one factor in any 
investment decision made by or on behalf of any user of the informatfan contained herein, and each such user must accordingly 
make i ts  own study and evaluation of each security and of each issuer and guarantor of, and each provider of credit support for, 
each security that it may consider purchasing, holding or selling 

MOODY'S hereby discloses that most issuers of debt securities (includtng corporate and municipal bonds, debentures, notes and 
cOmmercla1 paper) and preferred st6ck rated by I4OOOY'S have, prior to assignment of any rating, agreed to pay to MOODY'S foi 
appraisal and rating services rendered by it fees ranging fmni $1,500 to approximately $2,400,000. Moody's Corporatiuii (FKO) 
and i ts wholly-owned credit rating agency subsidiary, Moody's Investors Service (MIS), also maintain policies and procedures to 
address the independence of MIS's ratings and rating processes. Information regarding certaln affi l iations that may exist 
between dirEclors of MCO and rated entities, and between entities who hold ratings From MIS and have also publicly reported to 
the SEC a n  ownership interest in blC0 of more than S o h ,  is posted annually on Moody's website at www moodys corn under the 
heading "Shareholder Relations - Corporate Governance ~ Director and Shareholder Affiliation Policy." 



Global Credit Research 
Credit Opinion 

7 APR 2006 

Credit Opinion: Duke Energy Corporation 

Case No. 2007-00477 
Attach, STAFF-DR-01-002 

Page 20 of 75 

Charlotte, North Carolina, United Sfates 

Category 
Outlook 
Issuer Rating 
Duke Power LLC 
Outlook 
Issuer Rating 
First Mortgage Bonds 
Senior Secured 
Senior Unsecured 
Jr Subordlnate Shelf 
Preferred Stock 
Commercial Paper 
Duke Capital, LLC 
Outlook 
Sr Unsec Bank Credit Facility 
Senior Unsecured 
Jr Subordinate Shelf 
Commercial Paper 

Moody's Rating 
Positive 

Baa2 

Positive 
A3 
A2 
A2 
A3 

(P)Baal 
Baa2 

P-2 

Stable 
Baa2 
Baa2 

(P)Baa3 
P-3 

Analyst 
James Hempstead/New York 
Daniel GateslNew Yark 

Phone 
1.212.553.1 653 

K 

Duke Energy Corporation 

Adj FFO - Cap. Interest + Adj. Interest / Adj. Interest [1][2] 
Adj. FFO / Adj. Debt [1][3] 
Retained Cash Flow I Adjusted Debt [3j 
Adj Debt / Adj. Capitalization [3][4] 
Net Income Available for Common / Common Equity 
Common Dividends / Net Income Available for Common 

2005 2004 2003 2002 
3.3 4.1 3.1 3.7 

16% 23% 16% 18% 
9% 17% 11% 14% 

49% 49% 57% 57% 
11% 9% -10% 7% 
60% 71% -77% 91% 

[l J FFO adjusted for preferred dividends [Z] Interest adjusted for minorify interest financing, preferred dividends, 
and imputed interest on operating leases [3] Debt adjusted for trust and sinking preferred, minority interest 
financing, equity units, and operating leases [4] Adj. Capitalization includes equity (adj~ for equity units), adj. debt, 
minority interest, and other preferred stock at par, but excludes deferred tax 

Note For definitions of Moody's most common ratio terms pfease see the accompanying (Jser's Gutde. 

Opinion 

Rating Rationale 

Duke Energy's (Duke) Baa2 Issuer Rating reflects the company's strong financial profile, which is expected to 
produce relatively stable and predictable earnings and cash flows over the next several years. Duke is one of the 
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largest energy and power companies in North America, and approximately 75% - 85% of its consolidated 
revenues, earnings, cash flows and assets are generated by rate-regulated electric and natural gas utility 
operations. 

Duke successfully completed its merger with Cinergy Corporation on April 3, 2006. thereby providing some 
regulatory diversity among 5 states (NC, SC, OH, IN, KY). All of these respective state regulators are viewed as 
reasonably supportive io credit, based on precedent pronouncements. As a component to the state regulatory 
approval process for the merger, Duke will provide its end use customers with a portion of its expected merger- 
related cost synergies principally over the next year. While an agreement of this type heightens the merger 
integration risk, Moody's believes the company will be successful in achieving its cost reduction targets. 

Moody's acknowledges that Duke Baa2 Issuer Rating is equivalent to the Baa2 senior unsecured ratings of two of 
its three subsidiaries, Duke Capital LLC and Cinergy Corporation. However, from a credit perspective, Moody's 
views the Baal senior unsecured ratings of Cinergy's operating utilities (CGaE. ULH&P, and PSI) as the primary 
source of upstream earnings and cash flow, and we believe that over time, Duke will be in a position to remove the 
Cinergy Corp intermediate holding company entity, as its roughly $500 million of debt matures 

In addition, while management has identified the strategic review of its natural gas operations as an important 
element to its longer-term strategic objectives, Moody's does not, at this time, incorporate a divestiture scenario in 
our credit analysis. Should Duke decide to separate its electric and natural gas operations, Moody's believes that a 
divestiture can be executed in a manner which is, at a minimum, neutral to the credit of both Duke Energy and 
Duke Capital. Our analysis is based, in part, on the strong credit metrics being produced by Duke Power, Duke 
Capital's natural gas activities, CG&E and ULH&P, all of which appear to be well positioned within their respective 
rating categories relative to their peer comparables. 

Rating Outlook 

The stable rating outlook for Duke Energy reflects the substantial contributions to consolidated earnings and cash 
flows generated by the rate-regulated electric and natural gas operations. Moody's expects the company to 
produce, on average, funds from operations (FFO) to adjusted total debt of approximately 20% and FFO interest 
coverage of approximately 4 . 5 ~  - 5 .0~  on a sustainable basis. 

These credit metrics compare favorably with comparably rated energy and power holding companies whose cash 
flows are predominately represented by rate-regulated activities. Comparable companies include AEP, Progress 
Energy, Mid-American Energy, Southern Company, FPL Group, First Energy and Xcel Energy. 
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Rating Action: Duke Energy Corporation 

.- MOODY'S ________..-- CHANGES DUKE ENERGY FIELD SEEVLCES' OU-ROOK TO STABLL ___ _ _  - -_ _ _  

Approximately $2 Billion of Debt Affected 

New York, August 02, 2006 - Moody's Investors Service affirmed Duke Energy Field Services, LLC's debt 
ratings (DEFS, Baa2 sr. uns.) and changed the rating outlook to stable from negative. The stabilization of the 
outlook reflects the satisfactory resolution of concerns that triggered the negative outlook last year. These 
included concerns about the quality of the company's internal controls, the level of future cash flows, and 
strategic direction following numerous transactions last year that modified its ownership structure and asset 
base. DEFS appears to have made sufficient progress in improving their internal controls so that they are no 
longer an overriding concern in DEFS's ratings. Its cash flow is robust, and its credit metrics compare 
favorably against its peers. The change in ownership structure has been benign. 

Although no longer a SEC registrant, DEFS has continued its controls remediation and improvement process 
in preparation for DCP Midstream Partners LP (DCP, its recently created MLP) having to comply with the 
reporting requirements under Section 404 of the Sarbanes-Oxley Act beginning next year. Over the last few 
years, senior management has made integration and operating efficiency a primary strategic objective. 
Integration of the disparate operations and implementing uniform processes not only provide operational 
benefits but also enhance internal controls. To that end, DEFS has made significant investments to 
strengthen its information technology systems and staffing. 

Cash flow has exceeded the company's expectations, due to the strength of NGL prices that more than offset 
the effects of lower natural gas and NGL volumes from asset sales and natural decline in the wells. With the 
feverish drilling activity for natural gas in North America and the strong outlook for crude oil prices, natural 
gas gathering and processing fundamentals are solid over the next 12 to 18 months. These industry 
conditions support DEFS's being comfortably within the range of financial performance factored into Moody's 
ratings in the foreseeable near future. 

Given the hyper-sensitivity of DEFS's financial performance to commodity prices (DEFS has no hedges in 
place, though DCP does). Moody's remains cautious as to the longer-term performance of DEFS assets. 
Volumes have long been eroding not only from smaller, routine asset sales but also from natural declines 
DEFS has yet to demonstrate its success in mitigating these trends through commercial efforts and 
operational efficiencies. Nevertheless, a strong financial position and moderate maintenance capital 
requirements put DEFS in good stead to weather a cyclical downturn 

The company is conservatively managed. Moody's views positively last year's restructuring of DEFS's 
ownership structure that increased ConocoPhillips' stake (COP) to 50%. on par with co-owner Duke Energy. 
With an increased stake, COP is likely to exert more influence over DEFS in its operations, strategic 
direction, and governance. COP'S increasing its ownership to back up its long-term strategic interest in DEFS 
counterbalances some near-ten unrmfainty on the part of Duke Energy, which recently announced it will 
spin off its natural gas investments, including DEFS. DEFS's ratings are based on Moody's view that any 
change in ownership on the Duke Energy side would have a neutral credit impact on DEFS. 

It is too early to assess the credit impact of DCP on DEFS. Having gone public seven months ago, this MLP 
has yet to make an acquisition to begin fulfilling its strategic role as an external growth vehicle for DEFS. 
Moody's ratings assume that the MLP's growth will be managed in the same measured manner as DEFS and 
that any acquisition will be financed with a balance of debt and equity. 

Rating Outlook 

The stable outlook is based on DEFS continuing to strengthen its internal controls and implementing ongoing 
programs to improve the integration and the e%cienc;y of its operations. The solid natural gas price outlook 
for the foreseeable near future provides support for its linancial Performance well within ranges 
accommodated by its ratings over the next 12 to 18 months. The ratings allow for some fluctuation through 
the commodity price cycle, but with the expectation of DebVFFO at no higher than 4x and EBITDNinterest at 
no lower than 4x. 

in the foreseeable near future, there is potential for event risk, with Duke Energy pursuing a spin-off of its gas 
assets, including its 50% interest in DEFS. In addition, as an external growth vehicle, DCP poses acquisition 
event risk. The stable outlook is subject to such events being implemented in a credit neutral manner. 
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.... Outlook, Changed To Stable From Negative 

Headquartered in Denver, Colorado, Duke Energy Field Services, LLC, is a joint venture between 
subsidiaries of Duke Energy Corp. and ConocoPhillips. 
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Rating Action: Duke Energy Corporation 

About $5 billion of debt reviewed 

New ’fork, October 04. 2006 ..- Moody’s Investors Service placed under review for possible upgrade the long- 
and short-term ratings of debt issued and supported by Duke Capital L1.C (Baa2 senior unsecuredlPrime-3) 
and its subsidiary Texas Eastern Transmission L.P. (Baa 1 senior unsecured) after a favorable preliminary 
assessment of Duke Capital’s pending restructuring as a subsidiary of Gas SpinCo, lnc. (GasCo). GasCo is a 
company newly created by Duke Energy Corp. (Baa2 issuer rating) as a vehicle by which to spin off its 
natural gas hoidings into a separate publicly-traded company at the start of next year. Duke Capital’s non-gas 
holdings (international energy, real estate) will be transferred to Duke Energy prior to the spin-off. 

“Subject to further review, GasCo appears well-positioned against other diversified natural gas transmission 
and distribution companies, though the spin-off will leave it fairly leveraged with it retaining most of Duke 
Capital’s existing debt.” says Moody’s Vice President, Senior Credit Officer Mihoko Manabe. 

Moody’s intends to conclude the review over the next two months, at a time when the consummation of the 
spin-off is more certain. Duke Capital and Texas Eastern’s ratings could be upgraded if GasCo meets the 
closing conditions as expected and its performance remains satisfactory. It is Moody’s understanding that 
there is little to prevent the spin-off from occurring at this point. Regulatory clearances appear not to be 
insurmountable. 

According to GasCo‘s recently filed Form.10, the transfers of Duke Capital’s non-gas holdings will eliminate 
roughly a quarter of its earnings (as seen in its EBlT for the first half of 2006). but while only eliminating about 
a tenth of its debt. However, the transfers of the higher-risk non-gas businesses should give Duke Capital, 
under GasCo. more debt capacity due to the relative stability of its regulated cash flows. GasCo’s assets 
have historically been Duke Capital‘s primary source of earnings and cash flow, and their strong credit 
qualities could offset the negative effect of losing its affiliation with Duke Energy, a larger, more diversified 
energy company with significant utility operations. GasCo’s assets are mostly regulated, so upside earnings 
potential will be a function of its capital investment program. 

In its review, Moody’s will re-assess the notching of debt ratings within GasCo’s legal structure and the 
structural subordination of Duke Capital debt. A number of its holdings are currently rated based on their 
standalone credit qualities. Moody’s rates two such holdings (joint venture interests in Duke Energy Fiejd 
Services, LLC and Gulfstream Natural Gas System L.L.C., both with Baa2 senior unsecured ratings, neither 
affected by this review) on par with Duke Capital’s current Baa2 rating. 

Over the next few years, a large multi-year construction program may cause GasCo to fall to a negative free 
cash flow position and to incur incremental debt during this period. Moody’s will cansider whether, over the 
course of the program, the company could maintain credit rnetrics that are commensurate with higher ratings. 
Duke Energy Field Services’ commodity price sensitivity poses a big variable, and Moody’s will evaluate that 
risk to GasCo, especially during the next few years when this holding could be a significant source of funds 
for GasCo parent company. 

Other factors that may restrain GasCo’s ratings are the lack of a recent operating record as an independent 
publicly-owned entity and the prospect for further flux in GasCo’s assets and in the way that they are 
organized and financed (for example, it plans to create a master limited partnership in the near future). Also 
taken into account will be GasCo’s veteran management team and its representations that it will implement 
financial policies that will maintain solid investment-grade ratings. 

On Review for Passible Upgrade: 

..Issuer: California Maritime Infrastructure Authority 

Senior Unsecured Revenue Bonds, Placed on Review for Possible Upgrade, currently Baa2 

... fssuer: Duke Capital Financing Trust 111 

Preferred Stock Shelf, Placed on Review for Possible Upgrade, currently (P)Baa3 



..Issuer. Duke Capital Financing Trust IV 

.... Preferred Stock Shelf, Placed on Review for Possible Upgrade, currently (P)Baa3 

..issuer: Duke Capital Financing Trust V 

.... Preferred Stock Shelf, Placed on Review for Possible Upgrade, currently (P)Baa3 

..Issuer: Duke Capital Financing Trust VI 

.... Preferred Stack Shelf, Placed on Review for Possible Upgrade, currently (P)Baa3 

..Issuer: Duke Capital, LLC 

Junior Subordinated Shelf, Placed on Review for Possible llpgrade, currently (P)Baa3 

.... Senior Unsecured Bank Credit Facility, Placed on Review for Possible Upgrade, currently Baa2 

.... Senior Unsecured Commercial Paper, Placed on Review for Possible Upgrade, currently P-3 

.... Senior Unsecured Regular Bond/Debenture, Placed on Review for Possible Upgrade, currently Baa2 

.... Senior Unsecured Shelf, Placed on Review for Possible Upgrade, currently (P)Baa2 

..Issuer: Edinburg TX, ind. Dev. Corp 

.... Senior Unsecured Revenue Bonds, Placed on Review for Possible Upgrade, currently Baa2 

..Issuer: Texas Eastern Transmission L.P. 

.... Senior Unsecured Regular Bond/Debenture, Placed on Review for Possible Upgrade, currently Baa 1 

.... Senior Unsecured Shelf, Placed on Review for Possible Upgrade, currently (P)Baal 

Outlook Actions: 

..Issuer: Duke Capital, LLC 

.... Outlook, Changed To Rating Under Review From Stable 

..Issuer: Texas Eastern Transmission L P. 

.... Outlook, Changed To Rating Under Review From Stable 

Duke Capital LLC is headquartered in Charlotte, North Carolina. GasCo will be headquartered in Houston, 
Texas. 

New York 
Mihoko Manabe 
VP - Senior Credit Officer 
Corporate Finance Group 
Moody's Investors Service 
JOURNALISTS: 21 2-553-0376 
SUBSCRIBERS: 2 12-553-1 653 

New Yark 
James Hempstead 
VP - Senior Credit Officer 
Corporate Finance Group 
Moody's Investors Service 
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Opinion 

Duke Energy Corp. (Duke, Baa2 long-term issuer rating I positive outlook) is a diversified energy holding 
company with primarily regulated electric utility operations in North Carolina, South Carolina, Ohio, Indiana and 
Kentucky. In addition, Duke owns a number of wholesale generation operations in South America. For the 
purposes of this liquidity risk assessment, Moody's has excluded the available credit facilities, cash flows, capital 
expenditures, dividends and other expected financing activities of the gas business operations associated with 
Duke Capital LLC, which is expected to be spun to Duke Energy's shareholders in January 2007. 

Duke's Baa2 long term issuer rating and positive rating outlook reflect the improving financial profile of its 
regulated electric businesses, substantial cash balances, as well as the company's access to sufficient external 
liquidity. 

Pro-forma the spin-off of the gas businesses, Duke has approximately 52.9 billion of credit facilities, which 
includes a $500 million facility expiring in June 201 1 and two $75 million bilateral credit facilities that expire in 
September 2008 but may be extended to an expiration in September 2009 subject to regulatory approval, and a 
$2.0 billion facility at Cinergy (an intermediate, subsidiary holding company wholly owned by Duke Energy) 
expiring in June 201 1. In addition, Moody's expects two bilateral credit facilities that currently reside at Duke 
Capital to be transferred to Duke Energy or cancelled prior to the spin-off of the gas operations. These include the 
$120 million bilateral facility expiring in July 2009 and the $130 million bilateral Facility expiring in October 2007. 
The primary financial covenant associated with the credit facilities is a limitation on debt to total capitalization of 
65%. Duke has confirmed that they remain in compliance with this covenant and appears to have sufficient 
headroom under the covenant. 

Duke had approximately $1 25 billion of commercial paper outstanding at June 30,2006, which Includes 
approximately $300 million at Duke Power and approximately $950 million at Cinergy. 

Moody's estimates that, over the next twelve months, Duke will generate approximately $2.5 billion of cash from 
operations and invest approximately $3.0 billion in capital expenditures. Common dividends are estimated to be 
approximately 51.0 billion, which will result in a sizeable negalive free cash flow position for the company. 

Duke will also be facing approximately $0.8 billion of scheduled debt maturities through 2007, which includes a 
$326 million note at Cinergy Corp due in February 2007, a $100 million note at Cincinnati Gas CP Electric due in 
October 2007, a $265 million note at PSI Energy due in October 2007 and a $1 10 million note at Duke Power due 
in November 2007. Moody's expects most of these maturities to be refinanced. 
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New York, June 27, 2007 - Moody's Investors Service assigned a short term rating of Prime-2 for Duke 
Energy Corporation (Duke Energy) in connection with the company's new $1.5 billion Section 4(2) exempt 
commercial paper program and a Baa2 senior unsecured rating to the company's new $2.65 billion bank 
credit facility expiring in 2012. Duke Energy's existing Baa2 Long Term Issuer rating and positive rating 
outlook remain unchanged. This is the first time Moody's has assigned a short-term rating to Duke Energy 
Corporation.. 

Moody's has also affirmed the Prime-2 short term rating for Duke Energy Carolinas in connection with its 
$700 million Section 3(a)3 commercial paper program, which will be upsized from $600 million upon closing 
of the $2.65 billion bank credit facility described below. Duke Energy Carolinas' existing A3 senior unsecured 
long term rating and positive outlook remain unchanged. 

Duke Energy plans to implement a Commercial Paper (CP) program whereby it can issue up to $2.20 billion 
of CP, provided that up to $700 million of this authorized CP capacity can be utilized directly by Ruke Energy 
Carolinas through its own separate CP program. At the same time, Duke Energy plans to establish a new 
$2.65 billion credit agreement that consolidates the existing credit agreements at various Duke Energy 
subsidiaries into a single multi-borrower credit facility. The proceeds from borrowings under the facility can be 
used for general corporate purposes, including CP back up and acquisitions 

As a result, Cinergy's CP program will be cancelled and all CP requirements or short term working capital 
needs of the Cinergy Subsidiaries, including Duke Energy Ohio (Baal senior unsecured I positive outlook), 
Duke Energy Indiana (Baal senior unsecured /stable outlook) and Duke Energy Kentucky (Baal senior 
unsecured I positive outlook) will be met out of the new $2.65 billion Duke Energy bank credit facility. A s  a 
result, the Prime-2 commercial paper ratings for Cinergy, Duke Energy Ohio and Duke Energy Indiana will be 
withdrawn at closing of the new credit facility. 

Duke Energy's Prime-2 rating recognizes the stability and predictability of cash flows associated with its 
primarily rate-regulated utility subsidiary operations. As of March 2007, Duke Energy had approximately $2 -8 
billion of cash and short-term investments and approximately $1.9 billion of short-lerm debt outstanding, 
including approximately $425 million of CP. Duke Energy is expected to produce significant negative free 
cash flow over the next few years as its approximately $3.1 billion of expected annual cash flow from 
operations falls short of meeting the anticipated average annual capital expenditures of $3.5 billion and 
shareholder dividends of $1 .I billion. These average free cash flow deficits of $1.5 billion are expected to be 
funded through available cash balances and the issuance of incremental debt. 

The Prime-2 rating acknowledges that Duke Energy's CP documentation does not contain any specific 
requirements to maintain dollar-for-dollar committed credit facility availability with its CP issuances, but it is 
our understanding that the company will manage the amount of commercial paper and other near-term 
obligations outstanding within the limits of its readily available sources of cash, including its $2.65 billion 
committed bank credit facility and expected upstream of dividends from its subsidiaries. Duke Energy will 
have a borrowing sub-limit of approximately $850 million under the $2.65 billion facility. Each subsidiary, in 
turn, has also been assigned a sub-limit for borrowing purposes. 

The sole financial covenant under the $2.65 billion committed bank credit facility is the maintenance of a 
maximum 65% consolidated debt-to-capital ratio and Duke Energy is comfortably within compliance of this 
test as of its latest financial statement date, March 31, 2007. New borrowings require a representation that 
there has been no default under the facility with respect to that specific borrower. While Duke Energy will be 
required to represent that there were no material adverse effects upon closing, there are no on-going 
material adverse change clauses or ratings triggers that would prevent on-going access to funds under the 
facility. 

Duke Energy's rating outlook continues to be positive, reflecting the substantial portion of rate-regulated 
operations as a percentage of the consolidated enterprise, the constructive regulatory and legislative 
environments where the utility subsidiaries operate and the strong key financial metrics thal have been 
produced over the past few years. Ratings could be upgraded i f  Duke Energy maintains both cash flow to 
adjusted total debt credit metrics of over 20% and cash flow to interest coverage ratios of over 4x on a 
sustainable basis, Rating could be downgraded if Duke Energy's consolidated cash flow credit ratios 
deteriorated from their current le'vels, for example, if its cash flow to adjusted total debt metrics fell closer to 
the mid-teen's range, if the relationship with one or more regulatory authorities became more adversarial or 
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Duke Energy Corporation is headquartered in Charlotte, North Carolina. 
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heading "Shareholder Relations - Corporate Governance - Director and Shareholder Affiliation Policy " 



Issuer Comment: Duke Energy Corporation 

MOOD-YS B M M E N T S  ON DUKE ENERGY'S REVISED-LONG-TERM STPA_TEGIC PLANS_ _ _ _  . _ _ _  

Moody's Investors Service said that Duke Energy's recently revised long-term strategic plans are a negative 
development from a credit perspective. While the negative credit implications are not sufficient enough to warrant 
any immediate rating action at this time, as Duke Energy is well positioned within its current rating category, 
Moody's notes that the positive rating outlooks that currently exist at the Duke Energy, Duke Energy Carolina, 
Duke Energy Ohio and Duke Energy Kentucky entities could be negatively affected by the revised strategic plans. 
Depending on the details of those plans, which include the long term nature of the capital investment horizon, the 
possibility that regulatory relief may not be sufficient enough for the company to maintain recent cash flow related 
credit metrics, the annual approval of the spending by the board of directors, and the uncertainties with respect to 
the ultimate financing plans associated with these investments, the positive outlooks would likely revert back to 
stable, until additional clarity with respect to the plan emerges. 

Moody's observes that it is possible for Duke Energy to maintain positive rating outlooks, if it can demonstrate that 
key financial credit ratios will not deteriorate meaningfully over the next several years. However, the level that 
these ratio's will need to sustain will rise modestly as a result of the expected increase In the company's over-all 
business and operating risk profile, primarily due to the magnitude and scope of the company's investment plans 
and the higher level of uncertainty with regard to regulatory issues, principally in the states of Ohio and North 
Carolina. 

While we acknowledge that the consolidated mix of regulated and non-regulated operations do not appear to be 
changing materially (approximately 80% ~ 20% range), we note that the relative notional value of any additional 
non-reguiated investments would be considered material by most standards. Incremental non-regulated 
investments, such as Duke Energy's wind investment announced earlier in the year or the aspirations related to 
additional investments in Latin America, are viewed as being a refinement to what we had previously been 
incorporating into our credit analysis, are considered beyond the scope of managemenPs traditional core 
investments and are viewed as being more risky than traditional rate base investments. 

From a credit perspeclive, Moody's acknowledges the relatively constructive relationship that Duke Energy 
currently enjoys with both its regulatory and legislative constituencies, which we view as a credit positive. While 
we regularly incorporate a view that this relationship will continue to resuit in reasonable and timely recovery of all 
prudently incurred costs, we also note that over the longer-term horizon, the political, regulatory and commodity 
fuel cost environments cmld change meaningfully and we can not be assured that 100% of any investment will 
be fully recovered over the long-term. As a result, the risk of future regulatory disallowances could become a 
more significant risk factor for the credit. This is especially true given the sheer size of the capital investment pian 
currently being contemplated. 

From a financing perspective, Moody's observes that Duke has publicly stated its intention to pursue this capital 
investment pian without any discrete issuances of new common equity over the next 2 years, which we view as a 
credit negative. In general, it is our opinion that regulated rate base assets should be capitalized with roughly 50% 
debt and 50% equity, or, at a minimum, be capitalized at the authorized regulated capital structure. Moody's 
observes that Duke Energy is increasing its near-term investment plans by roughly $1.5 billion per year over the 
next 2 years (2008 - 2UO9), from approximately $3.5 billion per year to approximately $4.8 billion and maintaining 
its expectations for annual dividend increases of approximately $50 million. At the same time, Moody's does not 
expect to see any material increase in cash flows over this period. As a result, the expectation for negative free 
cash flow has become substantially larger than we had previously been incorporating into our credit analysis. 
From a ratings perspective, Moody's believes Baa-rated electric companies such as Duke Energy need to 
produce a ratio of cash flow from operations pre working capital adjustments (CFO pre,-W/C) to debt of 13% - 
22%, CFO pre-W/C plus interest divided by interest between 2 . 7 ~  - 4 . 5 ~  and Retained Cash Flow (RCF) to debt 
between 9% - 17%. These financial metrics incarporate our standard financial adjustments. 

Duke Energy is a large electric holding company providing electric service in North Carolina, South Carolina. 
Ohio, Indiana and Kentucky. In addition, Duke Energy owns a sizeable portfolio of international investments, 
primarily in Latin America. Duke Energy is headquartered in Charlotte, North Carolina. 
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Duke Energy Kentucky Inc. 

Major Rating Factors 
Strengths: 
e Generally supportive regulatory environment, with no plans to deregulate; 

Cash flow diversity from electric and natural gas operations; and 
* Competitive cost structure and rates. 

Weaknesses: 
e Small customer base; and 
* Reliance on coal-fired generation, with little meaningful resource diversity. 

A-/Stable/-- 

Rationale 
The ratings on Duke Energy Kentucky Inc. reflect the consolidated credit profiie of its parent Duke Energy Corp. 
The ratings on Duke Energy reflect the company's focus on primarily regulated utility operations. Material capital 
spending needs somewhar offset these positive attributes. Duke Energy had $1 3.6 billion of adjusted debt as of June 
30, 2007. 

Duke Energy Kentucky is a regulated electric and natural-gas utility operating in northeastern Kentucky, and 
contributes less than 5 %  of Duke Energy's total operating income. Duke Energy Kentucky is an operating subsidiary 
Duke Energy Ohio. The company operates under a generally constructive regulatary environment wirh n o  plans to 
deregulate and has a small, modestly growing customer base of about 130,000. The favorable cost structure 
provides electric rates that  are below regional and national averages. About 60% of Duke Energy Kentucky's 
revenues come from electric operations, and the balance is from natural gas. Rates increased by $49 million 
beginning January 2007 to reflect rate-base additions and the contribution of 1,100 MW of generation capacity 
from Duke Energy Ohio to Duke Energy Kentucky. AI the same time, the fuel-cost recovery mechanism was 
reinstituted (had been frozen since 200 1) avoiding the need for fuel-cost deferrals. In December 2005, Duke Energy 
Kentucky's gas business received approval for an annual rate increase of $8.1 millian (about $3.6 million over the 
previous track recovery) and continuation of a tracking mechanism through 201 1 (used to recover gas main 
replacement costs). The company endeavors to mitigate gas-cost volatility by pre-purchasing between 20% and 75% 
of its winter heating season baseload gas requirements and up to 50% of summer season baseload gas requirements, 
under an arrangement approved by regulators. The company recovers changes in the cost of gas from customers on 
a dollar-for-dollar basis, as mandated under state law. 

Duke Energy's consolidated financial risk profile should remain adequate for the rating as well as consistent with 
recent financial performance over the intermediate term. For the 12 months ended June 30,2007, adjusted funds 
from operations (FFO) was about $4 billion while adjusted total debt was $13.6 billion, leading 10 credit protection 
measures that were adequate for the ratings with FFO interest coverage of 3.8x, adjusted FFO to total debt of 
29.4%, and debt leverage of 40%. The company's credit profile should remain robust because, after the separation 
of the company's gas business in January 2007, dcbi has declined by abour 40%, while cash flow is expected to 
drop only about 25% on a run-rate basis. Although the company has a significant capital spending pragram of 
about $lo.$ billion during the next three years, about two-Lhirds should be met with internally generated funds, 
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necessitating moderate increases in debt leverage. 

Liquidity 
Duke Energy Kentucky's liquidity is viewed on a consolidated basis with that of Duke Energy. Duke Energy's 
liquidity is adequate in light of projected internally generated cash flow, planned capital spending needs, and 
expected debt maturities. Credit facilities as of June 30, 2007 totaled $2.65 billion with $1.56 billion still undrawn. 
Of that amount, $850 million is a t  Duke Energy, $800 million a t  Duke Energy Carolinas, $500 million at  Duke 
Energy Ohio, $400 million a t  Duke Energy Indiana, and $100 million a t  Duke Energy Kentucky. Duke Energy's 
liquidity is further enhanced through $1.63 billion of cash on hand and short-term investments as of June .30,2007. 

Outlook 
The stable outlook on Duke Energy Kentucky reflects the outlook of its parent, Duke Energy. The outlook on Duke 
Energy reflects the company's satisfactory business risk profile and expectations of credit protection measures over 
the intermediate term that continue to provide adequate support to the current ratings. Given the company's 
increasing focus on regulatcd operations, Standard 8: Poor's expects that Duke Energy will be able to arrive a t  
constructive regulatory decisions so as to avoid meaningful increases in business risk, thereby preserving its financial 
profile. Should business risk rise (either through a material, unfavorable regulatory outcome o r  the pursuit of 
unregulated operations) or the financial profile wealten, the outlook will be revised to negative and ratings may be 
lowered. A higher rating is currently not contemplated, especially in light of Duke Energy's large capital spending 
program. 

Accounting 
Duke Energy's financial statements are prepared under U.S. GAAP. The company benefits from the use of regulatory 
accounting SFAS 71 (accounting for the effects of certain types of regulation), under which some incurred costs or 
benefirs that will probably be recovered or refunded in customer rates are deferred and recorded as  regulatory assets 
or liabilities. Regulatory accounting applies to all of Duke Energy's operations, except. for the Midwest generation 
assets. Duke Energy had total regulatory assets of $2.6 billion as of June 30, 2007, comprising about  5.5% of rota1 
assets and expected to be recovered in future rates. 

Standard & Poor's makes adjustments for certain off-balance-sheet items, including capitalizing operating leases, 
purchase-power agreements, and accounting for the funding status of pension and other post-retirement benefit 
plans. As of Dec. 3 1,2006, Standard Ik Poor's computes off-balance-sheet adjustments totaling about $1.65 billion, 
including $516.5 million for capitalization of operating leases and $2.134 billion for debt reiated to pension 
undepfunding, for both &e electric and gas operations. Duke Energy's $300 million receivables-securitization 
facility is already consolidated in the company's financial statements, while Cinergy's receivables securitization 
facility had $363 million outstanding as of Dec. 3 1, 2006, and i s  not included in the consolidated financial 
statements. 

As per SFAS 142. (goodwill and other intangible assets), Duke Energy did not record any goodwill impairment 
during 2006 or in the first half of 2007. As of June 30,2007, Duke Energy had $4.6 billion of goodwill, 
contributing a meaningful 9.5% of total assets as a result of the Cinergy acquisition. 
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During the first six months of 2007, Duke Energy contributed $350 miilion to its pension funds, which Standard & 
Poor's views as reducing FFO. As of Dec. 3 1, 2006, the company's pension funds were under-funded leading to the 
addition of $1.13 billion as an off-balance sheet obligation, accounting for both the electric and natural gas 
operations prior to the spin-off. 

Duke Energy's assets outside the U.S. are material and affect the company's financial statements through foreign 
exchange translation. As June 30,2007, Duke Energy's total equity increased by about $94 million due co favorable 
foreign currency translacion, a n  immaterial amount. 

Table 1 

Industry Sector: Electric Utilities 

-.- --Average of pas1 three fiscal years-- -.- 

Duke Energy Corp. Progress Energy Inc. SGANA Gorp. Southern Go - Deconsolidated 
Rarino as of Seot 5.2007 A-/Stable/NR BBB1lStable/A-2 A-/Stable/NR A/Stable/A-I 

---. ___ [Mil. $) 
 ON 6 9,8167 4.408 3 12,459 9 Revenues 

1,447 7 Net income from cont oper 
Funds trorn oper (FFO) 3,805 2 1,864 1 820 4 3.360 8 
Capital expenditures 2.804 4 1,535 4 477 7 2,269 0 
Cash and investments 1,799 9 425 7 I27 7 218 1 

Debt 19.186 2 12.177 4 3,653 8 14,932 8 
Preferred stock 44 7 183 3 1143 985 2 

- 
- 

- 1,958 0 664 7 293 7 ..--- 

_I" 

-- ~- 

Common esuitv 19,193 3 8.039 0 2,576.2 9.473 0 
Total capital 39,403 3 20,429 4 6,344 3 26,292 1 

Adjusted ratios 
EBIT interest coverage 1x1 

FFD/debt [YO) 19 8 15 3 22 5 22 6 

- 
~ _ ^ _ -  

3 2  2 1  2 5  3 8  
---I__-- 

FFO interest coverage 1x1 3 9  3 6  47 5 5  .---- 

Discretionary cash flow/debt (YO) (1 7) (3 2)  (1 0) (4.21 
Net cash flow/capex (YO) 90.7 83.0 133.6 99.4 

Debt/total capital (56)  48 7 59 6 57 6 56 8 
Return on common equity(%) 10 7 8 2  10 8 14 0 

Common dividend payout ratio (un-ad] ) 1%) 64 4 87 6 61 5 68 9 

'Fully adjusted (including postretirement obligations) 

-" 

~___~_____- - - - - . - . _ .  -- 

Table 2 

Industry Sector: Electric Utilities ,- 

--Fiscal year ended Dee. 31- --- 
2006 2005 2004 2003 2002 

BBB/Positive/NR BBB/Stable/A-Z BBB/Positive/A-Z BBB+/Negative/A-Z A/Negative/A-1 
-- 

~ - _ - _ _ _ -  Rating history 

(Mil. S) ---.... I--..-_. 
Revenues 16.724.8 16,746 0 20.549.0 18,021 a 16,189 0 

Standard &. Poor's RatingsDirect I September 7,2007 

Slandard & Poor's All rights m e N e d  No reptint or dissemination without S&Ps permission See Terms of Use/Disclaimer on h e  last page 



Case No. 2007-00477 
Attach. STAFF-DR-01-002 

page 37 or 75 

Duke Energy Kentucky Inc. 

Table2 

Net income from cont oper. 2.089 1 2,533 0 1,252 0 1,295.0 
Funds from oper IFFO) 4,081 5 3.1 15 7 4.218 5 4,025 6 3,541 6 

4.854 5 Capital expenditures 3,928 3 2,270 9 2214 1 
rash and investments 2,404 8 1,143 0 1.852 0 1,1600 814 0 

22.962 9 Debt 21.490 8 16,770 5 19.297 4 22.436 7 
Preterred stock 0 0  0 0  134 0 134 0 1,565 0 

- 2 657 5 -- 

-- 
~- 
Common eauitv 26.102 0 15,611 6 15.866.4 13,489 3 14,597 6 

Total caOital 48.295 1 33,131 1 36,783 8 37,761 0 41.029.5 

Adjusted ratios - 
EBlT interest coverage 1x1 
FFO interest coverage 1x1 3 8  3 7  4 1  3 9  3 8  

19 0 18 6 21 9 17 9 15 4 FFO/debt I%) 
Discretionarv cash flow/deb! [%I  (7 1) 12 2) 48 1 6  (5 41 

2 5  
-I- 

2 9  4 2  2 6  l l  - - 
-- 

-- 
__ _ _  
Net cash flow/capex l%l 62 8 88 5 142 4 111 9 53 6 
Debt/total capital (%) 44 5 50 6 52 5 59.4 56 0 

Return on common equity 1%) 9 3  15 0 8 0  0 3  8 7  
70 6 __- 77 3 43 4 85 1 1,480 3 - L. 

Common dividend payout ratio lun-adj.) 1%) 
'Fully adjusted (including postretirement obligations) 

- 

Table 3 

--Fiscal Year ended Dee. 31.2W6-- 

Duke Energy Corp. reported amounts 

Operating Operating Operating 
income income income Cash flow Cash flow 

Shareholders' (before (before (after Interest from from Capital -- Debt equity M A )  D&A) D&A) expense operations operations expenditures 
3.757 3 ______ Reported 19.840 0 26.102 0 5,023.5 5,023 5 2,832 2 1,310.3 3.937 0 3,937 0 

Standard & Poor's adjustments 
Opera tim \eases 51 6 5 97 5 33 1 33.1 33 1 64 4 64 4 221 1 

-_I_ 

Postretirement 1,734 3 70 0 70 0 70 0 80 0 80 0 
benefit 
obligations 

Capitalized -- 560 156 0) I56 6) (56 01 
interest 

- 

Reclassification .. 1.1266 - 
of nonoperating 
income 
I expenses) 
Reclassification 56 1 
of 
working-capital 
cash flow 
chariaes 

,-- 

Minority interest 702 3 - 
Total 1,650 7 702 3 167 5 103 1 1,229.7 89 i 88 3 144 4 171.1 
adjustments 
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Table 3 

Standard & Poor's adiusted amounts 
.I_-- 

Operating 
income Cash flow 
(before Interest from Funds from Capital 

Debt Equity D&A) EBITDA EBiT expense operations operations expenditures 
Adjusted 21,490.8 26,804.3 5.191.0 5,126.6 4.062.0 1,3994 4.025.3 4.081.5 3.928.3 

"Duke Energy Cow reported amounts shown are taken from the company's financial statements but might include adjuslments made by data providers or 
reclassifications made by Standard & Poor's analysts Please note that lwo reported amounts (operating income before D&A and cash flow from operations) are used to 
derive more than one Standard & Poor's-adjusted amount loperating income before D&A and EBITDA. and cash flow from operations and funds from operations. 
respectively) Consequently, the first section in some tables may feature duplicate descriptions and amounls 

Duke Energy Kentucky Inc. 
Corporate Credit Rating A-/Sta ble/-- 

Senior Unsecured 
A- _- Local Currency ---- 

Corporate Credit Ratings History 
21 -May-200? 
25-May-2006 

A-/Stable/-- 
BEB/Positive/-. 

04-Apr-2006 EBE/Stable/-- 

10-May2005 

Business Risk Profile 
--- 

-__-- ___I_- _- 
Debt Maturities 

2007 $558 rnil 
2008 $1.82 bil. 
2009 $639 rnil. 
2010 $688 mil 
201 1 $238 mil 
'Unless otherwise noted, all ratings in this report are global scale ratings Standard & Poor's credit ratings on the global scale are comparable across countries. Standard 

& Poor's credit ratings on a national scale are relative to obligors or obligations within thai specific county 
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Sum ma ry: 

Duke Energy Kentucky Tnc. 
Credit Rating: A-/Stable/-- 

Rationale 
The ratings on Duke Energy Kentucky Inc. reflect the consolidated credit profile of its parent Duke Energy Corp. 
The ratings on Duke Energy reflect the company's focus on primarily regulated utility operations. Material capital 
spending needs somewhat offset these positive attributes. Duke Energy had $13.6 billion of adjusted debt as of June 
30,2007. 

Duke Energy Kentucky is a regulated electric and natural-gas utility operating in northeastern Kentucky, and 
contributes less than 5% of Duke Energy's total operating income. Duke Energy Kentucky is a n  operating subsidiary 
Duke Energy Ohio. The company operates under a generally constructive regulatory environment with no plans to 
deregulate and has a small, modestly growing customer base of ahout 130,000. The favorable cost structure 
provides electric rates that are below regional and national averages. About 60% of Duke Energy Kentucky's 
revenues come from electric operations, and the balance is from natural gas. Rates increased by $49 million 
beginning January 2007 ro reflect rate-base additions and the contribution of 1,100 MW of generation capacity 
from Duke Energy Ohio to Duke Energy Kentucky. At the same time, the fuel-cost recovery mechanism was 
reinstituted (had been frozen since 2001) avoiding the need for fuel-cost deferrals. In December 2005, Duke Energy 
Kentucky's gas business received approval for a n  annual rate increase of $8.1 million (about $3.6 million over the 
previous track recovery) and continuation of a tracking mechanism through 20 11 (used co recover gas main 
replacement costs). The company endeavors to mitigate gas-cost volatility by pre-purchasing between 20% and 75% 
of its winter heating season baseload gas requirements and up to 50% of summer season baseload gas requirements, 
under an arrangement approved by regulators. The carnpany recovers changes in the cost of gas from customers on 
a dollar-for-dollar basis, as mandated under state law, 

Duke Energy's consolidated financial risk profile should remain adequate for the rating as well as consistent with 
recent financial performance over the intermediate term. For the 12 months ended June 30,2007, adjusted funds 
from operations (FFO) was about $4 billion while adjusted total debt was $13.6 billion, leading to  credit protection 
measures that were adequate for the ratings with FFO interest coverage of 3.8x, adjusted FFO to total debt of 
29.4%, and debt leverage of 40%. The company's credit profile should remain robust because, after the separation 
of the company's gas business in January 2007, debc has declined by about 40%, while cash flow is expected to 
drop only about 25% on a run-rate basis. Although the company has a significant capital spending program of 
about $10.5 billion during the next three years, about two-thirds should be mer with internally generated funds, 
necessitating moderate increases in debt  leverage. 

Liquidity 
Duke Energy Kentucky's liquidity is viewed on a consolidated bask with that of Duke Energy. Duke Energy's 
liquidity is adequate in light of projected internally generated cash flow, planned capital spending needs, and 
expected debt maturities. Credit facilities as of J u n e  30, 2007 totaled $2.65 billion with $1.56 billion still undrawn. 
Of that amount, $8.50 million is at Duke Energy, $800 million at  Duke Energy Carolinas, $.SO0 million at  Duke 
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Energy Ohio, $400 million at  Duke Energy Indiana, and $100 million a t  Duke Energy Kentucky. Duke Energy's 
liquidity is further enhanced through $1.63 billion oi cash on hand and short-term investments as of June 30, 2007. 

Outlook 
The stable outlook on Duke Energy Kentucky reflects the outlook of its parent, Duke Energy. The outlook on Duke 
Energy reflects the company's satisfactory business risk profile and expectations of credit protection measures over 
the intermediate term that continue to provide adequate support to the current ratings. Given the company's 
increasing focus on regulated operations, Standard & Poor's expects that Duke Energy will be able to arrive a t  
constructive regulatory decisions so as to avoid meaningful increases in business risk, thereby preserving its financial 
profile. Should business risk rise (either through a material, unfavorable regulatory outcome or the pursuit of 
unregulated operations) or the financial profile weaken, the outlook will be revised to negative and ratings may be 
lowered. A higher rating is currently not contemplated, especially in light of Duke Energy's large capital spending 
program. 
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Major Rating Factors 
Strengths: 

Regulated electric and gas operations in generally supportive regulatory A-/Stable/NR 
environments; 
Large and diverse service territory with generally attractive markets and 
above-average customer growth; 
Large and efficient regulated power generation fleet with well-managed 
nuclear and coal plants affording some fuel diversity, and providing for 
low-cost power and leading to above-average competitive position; and 
Significantly reduced scope of unregulated operations. 

Weaknesses: 
e Low business risk, stable-cash flow gas transmission and distribution operations will be separated from 

* Uncertainty as to how the regulatory environment will evolve in Ohio subsequent to 2008, once Cincinnati Gas 

e Significant capital spending to address environmental needs necessitates timely recovery of expenses; 
e International operations introduce political and currency risk; and 
0 Some exposure to cyclical real estate operations. 

consolidated entity starting 2007; 

& Electric Co.'s rare-sta bilization pian ends; 

Rationale 
The ratings on diversified energy company Duke Energy Corp. reflect the consolidated credit profiles of its operating 
subsidiaries, Duke Power Co. LLC, Duke Capital L.LC, and Cjnergy Corp. 

Duke Energy's business risk profile is scored as '6'  (satisfactory) and its financial risk profile is adequate. (Business 
risk profiles are categorized from '1' (excellenr) to '1 0' (vulnerable)). The company's business risk profile is 
supported by stable, regulated electric utility, low operating risk gas transmission and distribution (T&D), and 
gas-gathering operations that provide the bulk of cash flow. These strengths are offset by higher-risk international 
operations, exposure to real estate operations, and uncertainty as to how the regulatory environment will evolve in 
Ohio after 2008. 

Through the merger with Cinergy, Duke Energy's business risk profile benefits from expanded regulated electric 
operations in five U.S. states and natural gas TPcD operations in the U.S. and Canada. These operations contribute 
the bulk of total cash flow, cover a large customer base with more than five million customers, and benefic from 
operating and regulatory diversity. The regulatory environment is largely supportive of credit quality in light of 
reasonable allowed returns and recovery of fuel and purchased-power costs. Duke Energy plans to spend about $2.4 
billion over the next three years to address environmental issues a t  its generation facilities, making timely and 
adequate recovery of these COSIS important to the preservation of credit quality. While subsidiary Cincinnati Gas Pr 
Electric Co. (CGScE) has filed for an extension ro its rate-stabilization plan, the regulatory environment in Ohio 
presents some uncertainty, as there is currently no definitive plan for how CG&E will operate aher  2008, when the 
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current rate-stabilization plan ends. 

Duke Energy has agreed to sell Cinergy’s energy trading and marketing business, further moderating business risk 
and eventually benefiting liquidity. 

Standard & Poor’s Ratings Services ascribes higher business risk to Duke Energy’s international operations, due to 
the uncertainty of the local regulatory environments, especially in Brazil, as well as the company’s real estate 
development operations. The real estate operations conducted through Crescent Resources LLC (unrated), also carry 
higher business risk due to the industry’s cyclical nature and potenrial cash flow volatility. Duke Energy is 
considering rhe potential for a joint venture for Crescent, which could possibly mitigate business risk. 

Duke Energy plans to separate the electric business and natural gas operations effective Jan. 1, 2007, by spinning off 
the gas component. The new gas company will own all the U.S. and Canadian gas assets, while international and 
real estate operations will remain with the electric business. While the separation is expected to be largely credit 
neutral for the electric business, concern exists as to how the new gas company will be capitalized, especially in light 
of expected planned capital projects. 

While Standard & Poor’s will evaluate the stand-alone financial risk profiles of the electric and gas companies when 
the planned separation is completed, the company’s consolidated financial risk profile should remain adequate for 
the rating and consistenr with recent financial performance, with adjusted funds from operations {FFO) interest. 
coverage of at  least 4 . 2 ~  over the intermediare term, adjusted FFO to average total debt of a t  least 2Q%, and 
adjusted total debt that does not exceed 4.5% of total capital. The ratios account for about $240 million in 
merger-related savings char Duke Energy has agreed to share with ratepayers in North Carolina, South Carolina, 
Indiana, Ohio, and Kentucky over the next two years. Duke Energy’s financial risk profile remains robust. for the 
rating under Standard & Poor’s sensitivity test, which accounts for the company’s providing all the agreed-on 
savings to ratepayers while incurring all costs to achieve the merger, thereby receiving no cost-savings benefit. 

Liquidity 
Duke Energy’s liquidity is adequate in light of ongoing trading and marketing operations, as  well a s  expected debt 
maturities of about $1.4 billion to $1.8 billion annually until 2010. Total availability as  of June 30, 2006, under the 
combined Duke Energy and Cinergy credit facilities, was about $4 billion, with $650 million a t  Duke Power (about 
$3 50 million unused capacity), $1.39 billion at Duke Capital and subsidiaries ($1 billion unused capaciry), and $2 
billion at Cinergy ($9.58 million unused capacity). 

Based on Standard & I’oor’s liquidity adequacy ratio, which measures the effect of an adverse credit and market 
event on a company’s primary liquidity sources, Cinergy’s coverage was just adequate during first-quarter 2006. The 
computation assumes a downside scenario where Cinergy would have to post enough collateral to cover its entire 
negative mark-to-market exposure, while accounting for an adverse movement in power and gas prices. 

Cinergy also has an accounts-receivable sale program ($400 million outstanding as of June 30,2006) that has a 
speculative-grade ratings trigger. 

The positive outlook on Duke Energy reflects the potential for improvemcnt in credit quaiity and subsequently 
higher ratings, stemming from the company’s recent agreement to sell its remaining trading and marketing 
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operations, as well as from its successful completion of the merger integration process with Cinergy and its 
achievement of the expected cost savings. If the merger integration process does not proceed as  expected, or if the 
company fails to realize expected cost savings, Standard & Poor's will consider revising the outlook t o  stable. 
Furthermore, while Duke Energy has announced plans to pursue construction of new generation facilities in the 
Carolinas and the Midwest, Standard & Poor's expects that such pursuits will be funded in a balanced manner and 
managed to be at  worst neutral to credit quality. Without a severely adverse credit event, a negative outlook revision 
is unlikely. The developing outlook on  Duke Capital reflects the concern as to how the proposed new gas company 
will be capitalized and funded on  completion of the planned spin-off. 

Business Description 
Duke Energy is a diversified energy holding company with the following businesses: 

Q Regulated electric operations. Through its four regulated electric subsidiaries (Duke Power, CG&,E, PSI Energy 
Inc., and Union Light Heat & Power Co. (ULH&P)) serve more than 3.5 million customers in North Carolina 
and South Carolina, Ohio, Indiana, and Kentucky. The regulated electric operations contribute about half of total 
EBIT. 

Q Natural gas (U.S. and Canada). Duke Energy Gas Transmission (DEGT) operates all of Duke Energy's pipeline 
assets in the US.,  as well as pipeline, gas gathering and  processing, and gas distribution assets in Canada. In 
addition, the company serves 55 1,000 natura[ gas distribution customers through CG&E. The natural gas 
operations contribute about 30% of total EBIT. 

0 International. Duke Energy International (DEI) owns 4,000 M W  of electricity generation assets in Central 
America and South America, most notably Brazil (2,185 MW), and owns an equity interest in National Methanol 
Co., a leading producer of methanol and methanol tertiary butyl erher, in Saudi Arabia. The international 
operations contribute less than 10% of EBIT. 

invest in real estate property development, focusing mainly on residential and multifamily projects throughout the 
Southeast U.S. Crescent contributes less than 10% of total EBIT. 

marketing and merchant generation. Furthermore, the company is in the process of selling Cinergy's own energy 
trading operations, expected t o  be completed by chird-quarter 2006. 
Duke Energy Trading & Marketing (DETM), a joint venture with ExxonMobil, has been closed, with few 
meaningful positions outstanding. 

engaged in natural gas gathering and processing onshore in the U.S. 

e Reai estate. Through Crescent Resources, Duke Energy utilizes tax-deferred proceeds from existing land sales to 

e Other. Duke Energy has exited much of its unregulated operations, including all proprietary energy trading and 

e Duke Energy Field Services (DEFS) is a joint venture (50% owned by Duke Energy) with ConocoPhilips and is 

Rating Methodology 
The ratings on Duke Energy and its subsidiaries are based on Standard & Poor's consolidated rating methodology, 
which reflects significant financial and operational inter-relationships among the rated entities. 

The consolidated ratings on Duke Energy reflect a business profile that captures the relative contribution to business 
risk and cash flow of the various segments. Without meaningful regulatory measures that can restrict the flow of 
funds in the company, Standard & Poor's considers Duke Energy's consolidated financial profile, while still focusing 
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on the financial profiles of the stand-alone entities, to identi@ entities whose financial profile deviates from the 
consolidated one. 

Standard & Poor's excludes certain entities that are considered noncore, primarily Maritimes & Northeast Pipeline, 
and most of the Latin America investments with the exception of the assets in Brazil. As a result, Standard 8: Poor's 
begins with the consolidated financial statements and then backs out the cash flow contributions, debt, equity, and 
interest expense of these enticies adding back any dividends. Subsequent to Duke Energy's reduction in DEFS 
ownership from 70% to 50% in mid-200.5, Duke Energy no longer consolidates DEFS into its financial statements, 
treating it instead as an equity investment. Standard Ck Poor's will continue to treat DEFS as noncore and rate it on 
a stand-alone basis. 

Duke Energy is planning PO separate the electric and natural gas assets into two distinct entities by Jan. 1,2007, by 
spinning off the gas company to existing Duke Energy shareholders. Along with the asser separation, the real estate 
and international operations are expected to stay with the electric operations. The entire gas operations contribute 
about one third of total cash flow and about one third of total capital spending. 

Business Profile 
Franchised electric operations 
Duke Power Co. LLC. 
Duke Power is Duke Energy's largest electric utility subsidiary, serving 2..3 mil1,ion customers in North Carolina and 
South Carolina. 

Standard & Poor's views the regulatory environments of North Carolina and South Carolina as generally supportive 
of credit quality, because they provide for adequate ROES (12.50% and 12.25%, respectively), ability to 
recovedrefund prudently incurred fuel costs, and an operating environment that provides for the financial well-being 
of the utility while ensuring that customers receive competitively priced electricity. Duke Power's rates are frozen 
through 2007, while Duke Power is recovering and amortizing capital spending necessary to reduce emissions from 
its coal-fired plants by 75% for sulfur dioxide and by 60% for nitrogen oxide by 2013, and which are estimated to 
cost about $1.7 billion. Duke Power must amortize a t  least 70% of the original capital-spending estimate of $1.5 
billion by the end of 2007. The rate freeze reduces regulatory risk and ensures stable rates for the regulated utility 
operations. 

There are no active efforts to restructure the electric utility industry in North Carolina or South Carolina, implicitly 
providing a measure of support to credit quality because it reinforces Duke Power's natural monopoly. 

The customer base is diverse and large, with 2.24 million customers and residential and commercial customers 
accounting for about 69% of 2005 revenues and 60% of energy sales. Exposure to textile customers is continuing ro 
decline. Exposure io industrial customers (16% of revenues, 22% of sales in ZOOS) has not changed materially since 
2004. Overall customer growth has been robust a t  1.9%. Table 1 breaks down Duke Power's electric operations 
revenue and sales by customer class, 2003-2005. 

Table 1 

ZOO5 2004 2003 
Amount Rrceotage of total Amotrnt Percentage of total Amount Percentage of total 

www.standardandpoors.com/ratingsdirect 5 
0 Standard B Po& All rights reserved N o  reprint or dissemination wilhoul Standard & Poor s permission See Tens of Use/Disciaimer on the Im page !.3iZ'.t j X$l!Xil2 



Case No. 2007-00477 

Page 49 of 75 
A tlac h. SIAFF-DR-0 1-002 

Duke Energy Corp. 

Table 1 

Electric revenues ($mil.) - 
Residential 1,989 0 382 1,8860 391 1,7770 37 7 - - 
Commercial and general service 1,582 0 304 1,5190 31 5 1,4550 30 9 

6 6  Industrial -texti les 277 0 5 3  293 0 6 1  309 0 
Industrial ~ other 821 0 15 8 775 0 16 1 738 0 I5 7 
Wholesale 534 0 10 3 351 0 7 3  431 0 9 2  
Total electric revenues 5,203 0 1000 4,824 0 1000 4,7100 100 0 

______- 
- - 

_I_ 

Electric sales (GWh) 
29 1 Residential 26,108 0 306 25,151 0 304 23,9470 

Commercial and aeneral service 25.6790 30 1 25,2040 305 24,3550 29 6 
- 

-- 
Industrial - textiles 6,561 0 7 7  7,147.0 8 6  7,562 0 9 2  

Industrial -other 18,934 0 222 18,0630 21.8 17,2020 20 9 
_. 

~ 

Wholesale 8.1500 9.5 7.1940 8 7  9.340.0 11.3 
Total electric sales 85,432 0 1000 82,7590 1000 82,4060 1000 -- 
GWh--Gigawall-hours 

Total generation capacity is 18,400 MW, and is dominated by coal-fired (7,754 MW) and nuclear power plants 
(Catawba, McGuire, Oconee 5,020 MW), which generate most of the electricity used. Nuclear fleer capacity 
availability is very strong (94%), reflecting Duke Power's high standards of maintenance and moderating the nuclear 
exposure. In response to increasing load, Duke Power is considering the potential for an additional nuclear power 
plant in cooperation wich other utilities with commercial operation expected around 2015, as well as the 
construcrion of two 800 MW base-load coal-fired faciliries for about $2 billion. The first is expected to be 
operational by 201 1. To address more immediate load needs, Duke Power announced an agreement to acquire an 
825 MW combined-cycle plant in North Carolina for $195 million that is to be placed in rate base in late 2006 or 
early 2007. Table 2 breaks down Duke Power's regulated electric generation, 200 3-200.5. 

Table 2 

2003 - 2005 2004 

Amount Percentaqe o f  total Amount Percentaqe of total Amount Percentage of total 

-__- Total generation capacity (MW) 
Nuclear 5,020.0 27 3 5.020.0 27.8 5.020.0 28.0 

Coal-fired 7,754 0 42 2 7.7540 430 7,6990 42 9 

Hydroelectric 3,169 0 172 2,8100 156  2,8060 15 6 

Combustion turbine 2,447 0 133 2,441 0 13 6 2,424 0 13 5 
Total 18,390 0 IO00 18,031 0 1000 17,9490 100 0 

Generated - net output (GWh) 
Coal 46,572 0 51 0 44,6380 509 43,6960 49 8 

Nuclear 40.545 0 464 392180 44 7 40.2560 45 9 

-----___-I_.I_- 

Hvdro 1.468 0 1 6 1,5030 1 7  2,101 0 2 4  

Oil and gas 74 0 0 1  1290 0.1 1060 0 1  

Total generation 88,659 0 97 1 85,4880 97.5 86.259.0 98.2 
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Table 2 

2 609 D 2 9  2,1580 2 5  1.585 0 1 8  

Total output 91.268 0 100 0 87 646 0 1000 87,744 0 100 0 
-- -- Purchases 

- 
Total capability (net MW) 
Summer 18,828 0 N A  18.4140 N A  18,8070 N A  

N A  Winter 18,469 0 N A 18,4690 N A  18.521 0 

Peak load (net MW! 
Summer 17,294 0 N A  15,4070 N A  15,5940 N A  

Winter 15.222 0 N A  14,3450 N A  14,0560 N A  

--- 
- - 

--- Reserve margin (YO) 
Summer ialr 9 NA 1195 N A  1206 N A. 

Winter 121 3 N A  1287 NA. 131 8 N A  
Nuclear capacity factor 94 0 N A  900 N.A 91 0 N A  

56 0 N A  610 N A  59.0 N A  --__I_-.*.. System load factor 
GWh-Gigawan-hour N A -Not available 

Duke Power has an above-average competitive position, because not only is it the incumbent provider of electricity 
in its service territory, but also because it has low rates relative to state and national averages. Given the good 
performance of the nuclear and coal facilities, it is expected that the rate advantage will persist. 

Cincinnati Gas e5 Electric Co. 
CGScE is a Duke Encrgy subsidiary serving about 670,000 electric and 51 1,000 gas customers in sourhwest Ohio, 
including Cincinnati. The customer base is stable and largely residential, with a diverse mix of industrial customers, 
demonstrating modest customer growth. No customer accounts for more than 10% of operating revenues. 

The electric utility industry in Ohio has been restructured, bur CG&E has not had to sell its power plants to a third 
party, leading to notional unbundling. As part of the transition to competition and given the lack of a fully 
developed retail supply marker, the output of CG&E's generation facilities is sold back to those distribution 
customers who have not selected a n  alternative electricity supplier. CG&E is currently operating under a rate 
stabilization plan (RSP) that ends in December 2008, and which has certain aspects that support credit quality. The 
most important of which is the ability to recover coscs on a timely basis without accruing material power 
cost-related deferrals. Under the RSP arrangement, CG&E can recover predetermined amounts for fuel, emissions 
allowances, and certain purchase-power costs, as well as variations in these costs through a quarterly fuel-clause 
adjustment mechanism. In addition, CG&E can recover all related environmental compliance, transmission, and 
congestion costs. Separately from the RSP, CG&E received a $51 million rate increase in early 2006 to reflect 
capital additions to its electric distribution system. CGgtE has proposed an extension to its RSP until 2010 and is 
currently awaiting a response from the Public IJtility Commission of Ohio. Without an RSP extension or regulatory 
action that ensures a steady revenue stream, the generation portfolio could potentially be exposed to the risks 
associated with operating in an open-market environment and be subject to margin volatility" 

"The legacy C:GtkE generation assets used to serve its customers are managed by CGgtE's unregulated arm and total 
4,105 MW of mostly coal-fired generation (71 % by capacity). The assets have been well-managed, providing a 
favorable cost structure with electric rates that are below regional and national averages. However, rates may rise as 
CG8cE addresses various necessary environmenral-compliance measures. The company's exposure to volatile 

. 
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commodity prices is mitigated through long-term fixed-price fuel contracts and purchases of emission allowances, as 
well as through the fuel cost-recovery mechanism in the RSP. 

Changes in the cost of gas for the discribution companies are passed-through to customers for CGLkE and ULHW, 
on a dollar-for-dollar basis under the gas cost-recovery mechanism that is mandated under state law. 

PSI Energy Inc. 
PSI Energy is a fully integrated electric utility serving a large customer base of about 750,000 customers in central 
and southern Indiana, demonstrating modest growth characteristics. The customer base consists of residential, 
agricultural, and diversified indusrrial cusromers, potentially more sensitive to increasing rates. No customer 
accounts for more than 10% of operating revenues. 

The regulatory environment is viewed as  very consrructive and there are no plans for deregulation, providing 
implicit support to credit quality. PSI recovers fuel costs through a fuel-clause adjustment mechanism, 
purchased-power costs not captured in the fuel-clause adjustment mechanism through a purchased-power tracker, 
and substantially all emissions-compliance costs through an emissions tracker. The fuel-clause adjustment 
mechanism has allowed PSI to address the increasing cost of coal supplies. PSI can also recover all transmission costs 
related to participation in the Midwest Independent System Operator. In mid-2006, PSI received approval from the 
Indiana Utility Regulatory Commission (ILJRC) to recover costs, including financing; operating and maintenance; 
and depreciation costs, related to $1.1 billion in environmental capital spending, providing support to credit quality. 

PSI’S generation fleet consists of 7,543 M W  of mostly coal-fired generation capacity (7.5% by capacity). The 
company is considering the construction of a 600 M W  integrated gasification combined-cycle plant a t  a cost about 
$1.2. billion. The mRC approved recovery of the study and pre-construction costs if  the project is approved, and 
partial recovery of these costs if the project is not. completed. 

Union Light Heat &Power Co. 
IJLHeCP is a subsidiary of CG&E, operating in Kentucky. The company operates under a constructive regulatory 
environment that has no plans to deregulate. ULHlScP’s electric rates are frozen until Jan. 1, 2007, and the company 
filed a new rate case requesting an increase of $67 million (about 28% in annual revenues) to reflect rate base 
additions, as well as  r h e  contribution of 1,100 M W  of generation capacity (at a book value of $376 million) from 
%&E. Until the new rate case is approved, unexpected cost increases are likely EO be absorbed. Since the generation 
assets have historically been used to serve IJL.EI&P’s customers via contracts, their inclusion in ULH&P’s rate base 
will provide for greater rate certainty and assurance of cost recovery. In December 2005, ULHeCP received approval 
for an annual rate increase of $8.1 million (about $3.6 million over the previous track recovery) and continuation of 
a tracking mechanism through 2011 (used to recover gas main replacement costs). ULf-&P attenipts to mitigate gas 
cost volatility by pre-purchasing between 20% and 7.5 % of its winter-heating season base-load gas requirements, 
and up co 50% of summer season base-load gas requirements, under an arrangement approved by regulators. 

ULH&P serves a small, modestly growing customer base of about 130,000 customers, has well-managed plants, and 
a favorable cost structure providing for electric rates that are below regional and national averages. About 60% of 
IJLHkP’s revenues come from electric operations, while the balance is from natural gas. 

N a t u r a l  gas operations (DEGT) 
Through DEG?; Duke Energy provides transportation and storage of natural gas throughout the East Coast and 
Southern U.S., while Canada-based Westcoast Energy Inc. provides gas transmission, storage and gas gathering and 
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processing in western Canada, as  well as natural gas distribution to 1 . 3  million retail customers in Ontario. 

The DEGT system consists of 17,500 miles of transmission pipelines, about 2.50 billion cubic feet of storage 
facilities, and 12,000 miles of distribution pipelines, and includes the Texas Eastern Transmission pipeline (Texas 
Eastern Transmission L..P.), the Algonquin pipeline (Algonquin Gas Transmission Co.), the East Tennessee pipeline 
(East Tennessee Natural Gas Co.), the Mari t ima & Northeast pipeline, the British Columbia pipeline, the Union 
Gas distribution assets, the Market Hub Partners (Market H u b  Partners Storage L.P.) gas storage facilities, and a 
50% interest in Gulfstream Natural Gas System LLC, a joint venture with The Williams Cos. Inc. 

Standard & Poor's views the gas TScD business as having stable credir characteristics, with favorable growth 
potential. This is because DEGT operates under generally supportive regulatory environments that provide for the 
pass-through of commodity costs, insulating operating margins and cash flow from exposure to commodity prices, 
while earning an adequate ROE. Furthermore, once contracted, DEGT's operating margins are expected to be 
relatively stable with the majority of revenues originating from demand payments, minimizing the variability 
associated with actual volumes through the pipeline. DECT's major customers are in Maine, Massachusetts, 
Michigan, Pennsylvania, New Jersey, Connecticut, Virginia, Tennessee, Rhode Island, and New York, and do not 
represent meaningful customer concentration. In the U.S., the average contract runs for about nine years, mitigating 
short-term recontracting risk and providing further cash flow stability. In British Columbia, while the contracts are 
shorter term, the recontracting risk is minimal, given the pipeline's competitive advantage and the supportive 
regulatory environment" Finally, the breadrh and diversity of the natural gas operarions give DEGT a measure of 
operating and regulatory diversity, somewhat protecting the company against unfavorable weather conditions in a 
particular region, reducing exposure to limited counterparties, and to some extent insulating the company against 
general marker volatility. 

DEGT's gas T&D operations have an above-average competitive position, stemming from the company's 
first-mover advantage and high barriers co encry. However, DEGT enhances its competitive position by identifying 
and expanding growth opportunities, such as the Gulfstream Natural Gas System, a joint venture pipeline with 
Williams to bring gas from Mobile, Ala. to Florida through the roughly 700-mile, 1.1 billion cubic feet capaciry. 
While the Gulfstream pipeline is a merchant pipeline, DEGT has strived to enter into long-term firm capacity 
contracts, which cover at least two thirds of the pipeline's capacity. The primary contract is with FPL Group Inc. 
and runs for 23 years to provide natural gas for 1,900 MW of generating capacity currently being completed. In 
addition, DEGT i s  planning to build a 1,600-mile pipeline with Centerpoint Energy Inc. from Waha, Texas, to 
Pennsylvania. 

Westcoast's British Columbia transmission system benefits from its extensive gathering system and gas-processing 
facilities in one of North America's major gas supply basins. Westcoast is well positioned to deliver gas as demand 
grows and is situated to be a major player when gas shipments arrive from Alaska, the McKenzie Delta, and 
offshore British Columbia. As a result, Westcoast is the largest and most-efficient takeaway option for gas to British 
Columbia and the U.S. West Coast, transporting more than 90% of total gas supplies in the region. In addition to 
the usual competitive strengths of being a distribution monopoly, Union Gas also benefits from its unique storage 
capabilities and transmission pipeline due to their proximity to six other pipelines in Michigan, New York, and 
Ontario. 
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International and real estate operat ions 
Through its international energy business unit, DEI owns, operates, or has interests in about 4,000 MW of 
generation facilities, primarily in Central and South America. Standard 8( Poor's views the overall international 
portfolio as having a high business-risk profile, mainly due to political and currency risk of the investments in Latin 
America. Political risk exists as DEI manages changing regulatory and political environments in the countries where 
it operatcs, especially Brazil, which represents the bulk of its investment. Currency risk arises when the dollar 
fluctuates against the local currency and can adversely affect the company's earnings or balance sheet. During 2005, 
international operations made up  less than 10% of total assets and contributed about 7% of EBIT. 

Crescent Resources develops high-qualiry commercial, residential, and multifamily real estate projects and manages 
land holdings in the 1J.S. Southeast and Southwest. Real estate operations have been material contributors to cash 
fiow in previous years and are expected to remain a n  imporrant contributor. Standard & Poor's ascribes a higher 
risk level relative to the regulated electric and gas operations, recognizing the below-investment-grade credit 
characteristics of the real estate industry and its potential for cash flow volatility. Duke Energy is considering a joint 
venture for Crescent Resources, which would allow the company to realize some of the value created by Crescent 
Resources, reduce the company's own funding requirements, as well as mitigate business risk. 

O t h e r  operat ions 
Duke Energy has shed the majority of irs unregulated operations, most notably the merchant generation assets and 
related proprietary trading and marketing operations. Importantly, Duke Energy is in the process of selling Cinergy's 
trading and marketing operations. These disposals materially improve the consolidated business risk profile, and  
significantly reduce the need for collateral and excess liquidity that was necessary to deal with volatile market prices. 

Duke Energy's remaining merchant energy plants, about 3,600 MW mostly in the Midwest, were contributed to 
CG&E, and will likely be used in a manner that will help support the utility's native load, reducing their merchant 
nature. 

Financial Risk Profile 
Accounting 
Duke Energy's and Cinergy's financial statements are prepared under U.S. GAAP. The companies benefit from the 
use of regulatory accounting SFAS 71 (accounting for the effects of certain types of regulation), under which some 
incurred costs or benefits that will probably be recovered or refunded in customer rates are deferred and recorded as 
regulatory assets or liabilities. Regulatory accounting applies to all of their Operations, except for CG&E's 
generation assets. Duke Energy had total regulatory assets of $2.5 billion as of Dec. 31,200.5, while Cinergy had 
$1 -07 billion, reflecting assets expected to be recovered in future rates. 

Subsequent to the reduction of ownership interest in DEFS to 50% from 70%, Duke Energy no longer consolidates 
DEFS into its financial statements, treating it instead as an equity investment. Standard & Poor's considers Duke 
Energy's subsidiary Maritimes & Northeast Pipeline as a noncore equity investment and deconsolidates it for 
analytical purposes. Duke Energy's real estate operations may receive equity investment treatment, if the company 
reduces its ownership interest to SO%, as has been discussed. Until then, Duke Energy reports purchases and sales of 
commercial and multifamily properties as cash flow from investing activities, while purchases and sales of residential 
properties are presented in cash from operations on a net basis. 
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Standard tk Poor's makes adjustments for certain off-balance-sheet items, capitalizing operating leases, 
purchase-power agreements, and tolling agreements a t  the average cost of debt. Capacity payments for long-term 
purchased-power commitments use a 50% risk factor, while tolling agreements use a 70% risk factor. Given Duke 
Energy's sale of its trading and marketing operations, Standard 6c Poor's no longer imputes debt related to capital 
adequacy requirements. Standard & Poor's also anticipates terminating the capital adequacy computation for 
Cinergy, once its trading and marketing operations are sold. For 2006, Standard & Poor's computes 
off-balance-sheet adjustments totaling about $1 .Z billion, including $406 million of a Cinergy 
receivables-securitization facility that is off-balance sheet. Duke Energy's $300 million receivables-securitization 
facility is already consolidated in the company's financial statements. 

As per SFAS 142 (goodwill and other intangible assets), Duke Energy did not record any goodwill impairment 
during 200.5. As of March 31,2006, Duke Energy had $3.78 billion of goodwill, contributing about 7% of total 
assets, which will grow by $4.3 billion as a result of the Cinergy acquisition. 

During 2005, Duke Energy contributed $45 million to its Canadian pension funds (no contribution was made to 
U.S. funds), while Cinergy contributed $102 million, which Standard & Poor's views as  reducing FFO. Duke Energy 
does not expect to make any additional contributions during 2006, while Cinergy expects to contribute about $120 
million. Furthermore, neither company was required to make a minimum pension liability adjustment during 2005, 
which would have adversely affected its equity layer. 

Duke Energy's and Cinergy's use of derivative financial instruments should moderate considerably, in light of the 
terminated trading and marketing operations. The derivative financial instrumenrs that qualify as effective hedges 
under SFAS 13.3 (accounting for derivative instruments and hedging activities) are accounted for under the accrual 
method of accounting and recorded on the balance sheet a t  their fair value as unrealized gains or losses on 
mark-to-marker and hedging transactions. The changes in the fair value of the hedges are recorded as unrealized 
gains or losses in other comprehensive income (OCI) and recognized or reversed in net income as contract settlement 
occurs over time. For year-ended Dec. 31,200S, the unrealized gain or loss on derivative financial instruments that 
was included as part of Duke Energy's OCI was a gain of $41.3 million, while Cinergy's was not material. For 
companies, the derivative financial instruments that d o  not qualify as hedges are marked to market each period, 
with changes in the fair value of the assets and liabilities recognized in the income statement of the current period. 

Duke Energy's assets outside the U.S. are material and affect the company's financial statements through foreign 
exchange translation. As a result, for year-ended Dec. 3 X,2005, Duke Energy's total equity increased by about $306 
million due to favorable foreign currency translation. 

Corporate governance/Risk tolerance/Financial policies 
Standard & Poor's views Duke Energy's financial policy as moderate in light of the company's consistent efforts to 
improve its financial profile, through significant debt repayment, funding capital spending largely through internally 
generated cash flows, and moderating the use of CP. Furthermore, Duke Energy's acquisition of Cinergy was funded 
with equity, eliminating the need for additional debt, other than Cinergy's debt that was assumed as part of the 
transaction. 

Furthermore, management is beconling more risk averse, as Duke Energy has complerely disposed of its own trading 
and marketing and merchant-generation operations, and is selling Cinergy's trading and marketing operations 
during 2006. 
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Cash flow adequacy 
Duke Energy's consolidated cash flow generation should benefit from the expanded franchised electric and gas 
operations, as well as continue to benefit from the existing T&D businesses that provide earnings stability and cash 
flow generation. With the exit of the various unregulated businesses, Duke Energy's cash flow generation should 
become more stable and predictable. 

For the 12 months ended June 30, 2006, Duke Energy generated $4.4 billion of consolidated FFO, leading to 
adjusted FFO inrerest coverage of 4.3x, which is adequate for the rating. FFO to total average debt was about 21 Yo 
during that same period. The computation of FFO reflects the change in accounting treatment for real estate 
operations, and views Cinergy as part of Duke on a trailing 12-month basis. 

Duke Energy's capital expenditures for the 12 months ending June 30,2006, have totaled about  $3.5 billion, mostly 
directed toward the regulated electric and gas operations, leading to net cash flow ta capital spending of about S5%, 
indicating that dividend and capital spending are largely internally funded. The Cinergy acquisition could lower the 
internal funding ratio, as the company increases its capital spending to meet rising load demand and address 
environmental capital spending. While FFO will benefit starting in 2007, partly due to a n  expected rate increase at 
IJLH&P and CG&E's own rate increase, as well as expected cost reductions, FFO will be weak in 2006 due to 
merger-completion costs, including Duke Energy's decision to provide the majority of agreed-on customer credits 
and rebates of about $240 million in the first year of operations. 

Capital structure/Asset protection 
As a result of consistent debt repayments, including about $1.3 billion in 2005 and $3.6 billion in 2004, Duke 
Energy's debt leverage has improved materially, reaching 49 % on March 31, 2006 and including off-balance-sheet 
obligations such as leases and purchased-power debt agreements. Cinergy's capital structure is more aggressive with 
debt a t  57% of total capital. 

Combined debt maturities for the companies are about $1.8 billion annually for each of the next few years, before 
declining to about $1.4 billion to $1.5 billion. 

Total availability a t  June 30, 2006, under the combined Duke Energy and Cinergy credit facilities was abour $4 
billion, with $ 6 S O  million at  Duke Power (about $350 million unused capacity), $1.39 billion a t  Duke Capital and 
subsidiaries ($1 biilion unused capacity), and $2 billion a t  Cinergy ($958 million unused capacity). 

Based on Standard & Poor's liquidity adequacy ratio, which measures the effects of a n  adverse credit and market 
event on a company's primary liquidity sources, Cinergy's coverage was just adequate during first-quarcer 2006. The 
computation assumes a downside scenario where Cinergy would have TO post enough collateral to cover its entire 
negative mark-tomarket exposure, while accounting for an adverse movement in power and gas prices. 

Cinergy also has an accounts-receivable sale program ($400 million outstanding as of June  30, 2006) that has a 
specnlative-grade ratings trigger. 

Duke Energy has no rating triggers in its credit facilities, or MAC clauses, but these facilities require that debt 
leverage not exceed 6.5%. Duke Energy and its subsidiaries comfortably meet all the required covenants as of June 
.30,2006. 
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Table 3 

--Average of past three fiscal years- - -- 
Duke Energy Progress Energy Dominion 

Corp. FPL Group Inc. Inc. Exelon Corp. Southern Co Resources Inc. 
_I__.____ 

BBB/Positive/A-2 m a t c h  Neg/-- BBB/Stable/A-Z BBBcNatch Neg/A-2 A/StabJe/A-1 BBB/Stable/A-Z -~ - Rating history 

($Mil.) 
Sales 12,103 3 10,373 2 9.540 3 15.228 0 11,379 0 12,089 3 

continuing 
operations 
Funds from 3,309 4 i 806 5 1,593 3 4,094 3 3 140 1 3,267 8 
operations (FFO) 

Total debt 17.445 6 0,1733 10,831 3 11,529 7 1 2.881 4 16,696 1 

0 0  1 7  93 0 87 0 526 7 1,080 0 Preferred stock 

Common equity 15.014 0 8,557 0 7,705 0 9,017 0 10,205 0 10,725 7 
Total camtal 33 146 2 16.731 9 18.665 7 20.648 0 23,619 1 28,501 8 

”- 

Income from 527 4 871 6 763 7 1,195 0 1,534 3 1,191 7 

Capital expenditures 2,151 3 1,400 9 1,456 3 1,990 3 2.067 5 2.1390 
__.- _I) 

- -- 
-~ 

- Ratios 
Adjusted EBlT 2 5  2 6  2 0  3 6  3 6  2 5  
interest coverage 1x1 
Adjusted FFO 3.9 3 8  3.2 5 1  5 1  3 6  
interest coverage(x) 
Adjusted FFO/avy 18 8 19 1 13 2 29 4 23 7 17 0 
total debt [%I 
Net cash 107 6 94 8 69 1 160 5 1044 104 7 
flow/capital 
expenditure 1%) 

-- 
-_I-. ._. -- 

- - - _ . - . - . - ~ -  

52 6 52 8 61 4 59 3 56 4 61 0 Adj total 
debt/capital (%) 
Return on common 3 1  9 8  10 0 13 3 14 5 l o  8 
equity (%I 
Common dividend 203 6 54 9 73 4 70 3 68 4 67 4 
payout (%) 

__,-.-.--.“.--._I__- --- 

_I- 

Table 4 

--12 months ended March 
31- --Fiscal year ended Dec. 31-- 

2006 ml5 -_-. 2004 2003 2002 
BBB/Stable/AS BBB/Stable/A-Z BBB/Positive/A.Z BBB+/Negative/A-i! A/Negative/A-I 

15,663 00 Sales 11.177 6 11,030 6 22.503 00 22,080 00 

3,782 7 3.519 6 5,108 30 4,092 40 4,530 00 Funds from operations (FFO) 

Income from continuing 2,014 9 1.508 3 1,232 00 11,003 00) 1,034 00 
operations 

- 

5,508 00 Capiral expenditures 2.485 3 2,351 4 2.423 00 2,591 00 

Total debt 16,530 5 16,015.4 19,366 50 22,466 60 24,261 10 
__ 

.I --- 
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Table 4 

Preferred stock 0 0  134 134 157 
Common equity 16,552 0 16,439 0 17.927 00 15.449 00 16.848 00 

40,880 00 Total capital 

Ratios 
- 33 809 5 33.1052 36,893 00 37,535 00 

EElT interest coverage (x) 3 6  33 24 19 
FFO interest coverage 48 45 46 38 48 
adjustedlx) 
FFO/avg total adjusted debt 23 4 21 6 26.4 17 5 22 4 
(%I 

I 

2 2  - 

I 

Net cash flowlcapital 
expenditures 1%) 

100 5 1027 163 6 114.7 64 

Total debt/capital (%I  48 9 48.4 51.9 59 3 59 
Return on equity(%) 11 9 91 6.6 17) 59 - 
Common dividend payout [YO) 63 8 73 3 87 1 (101 8) 90 6 

Duke Energy Corp. 
Corporate Credit Rating 

1- 

A-/Stable/NR 
I_ 

Corporate Credit Ratings History 

21 May-2007 
25-May2006 
04-Apr-2006 
15- 
10- 
24-Feb-2005 
22-Oec-21104 
lO4%b-2004 
17-Jun-2003 
31 -Jan-2003 
13-Dec-2002 
14-Aug-2002 

A-/Stable/NR 
BEB/Positive/NR 
BBB/Stable/NR 
BEB/Stable/A-Z 
BBBWatch Neg/A-2 
BEB/Stable/A-Z 
BBB/Positive/A-Z 
BBB/Stable/A-Z 
BBBt/Negative/A-2 
A-megat ive/A-2 
A/Negative/A-I 
A/Stable/A-1 

--- AtIWatch NeglA-1 _. 
I 6-JuI-2002 

Business Risk Profile 1 2  3 9 5 @ 7  8 9 Ilr 
. ~ - -  - - . ~ -  ---. 

Moderate 
-.I_- 

Financial Risk Profile 

Debt Maturities 
The sum of Duke Energy Corp 's and Cinergy Cnrp 's individual maturities as of Dec 31,2005 
2006 $1 76 bit 
2007 $1 79 bil 
2008 $1 81 bil 
2009 $1 58 bil 
2010' $1 41 bil 

Related Entities 

Cinergy Corp. 
Issuer Credit Rating 

--.. -. 

A-/Stable/A-Z 
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Commercial Paper 
Local Currency 

Senior tlnsecured 
Local Currency 

Spectra Energy Capital LLC 
Issuer Credit Rating 
Commercial Paper 

Local Currency 
Preferred Stock 

local Currency 
Senior Unsecured 

Local Currency 
Duke Energy Carolinas LLC 
issuer Credit Rating 
Commercial Paper 

local Currency 
Senior Secured 

local Currency 

A-2 

BB& 

BBB+/Sta ble/A-2 

A-2 

BBB- 

BBB 

A-/Stahle/A-Z 

A-2 

A 

Senior Unsecured 

Duke Energy fndiano Inc. 
Issuer Credit Rating 
Preferred Stock 

local Currency 
Senior Secured 

Local Currency 
Senior Unsecured 
local Currency 

Duke Energy Kentucky Inc. 
Issuer Credit Rating 
Senior Unsecured 

Local Currency 
Ouke Energy Ohio Inc. 
Issuer Credit Rating 
Preferred Stock 

Local Currency 
Scnior Secured 

Local Currency 
Senior Unsecured 

local Currency 

local Currency A- 

Duke Energy Trading and Marketing, L.LC. 
Texas Eastern Transmission LP 
Issuer Credit Rating 
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Senior Unsecured 
Local Currency 

Union Gas Ltd. 
Issuer Credit Rating 
Commercial Paper 

Local Currency 
Canadian National Scale Commercial Paper Rating 

Preferred Stack 
Local Currency 
Canadian Preferred Stock Rating 

Senior Unsecured 
Local Currency 

Westcoast Energy Inc. 
Issuer Credit Rating 

BBBt/Stable/A-2 

A-2 
A-l(L0W) 

EBE- 
P-2[Low)/Stable 

BBBi 

EBBt/Stable/-- 

Commercial Paper 

Preferred Stock 
Canadian Natfonal Scale Commercial Paper Rating A-1 (LOW) 

Local Currency BEB- 
P-Z(Low)/Stable Canadian Preforred Stock Rating 

Senior Unsecured 
Local Currency BEBt 

"Unless otherwise noted all ratings in this report are global scale ratings Standard & Poor's credil ratings on the global scale are comparable across countr~es Standard 
& Poor's credit ralings on a national scale are ielative to obligors or obligations within that specilic countr)' 
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Duke Energy Corp. 
Credit Rating: BBB/Positive/NR 

Rationale 
The ratings on diversified energy company Duke Energy Corp. reflect the consolidated credit profiles of its operating 
subsidiaries, Duke Power Co. LLC, Duke Capital LLC, and Cinergy Corp. 

Duke Energy's business risk profile is scored as '6' (satisfactory), and its financial risk profile is adequate. (Utility 
business risk profiles are categorized from ' 1  ' (excellent) to '10' (vulnerahle).) The company's business risk profile is 
supported by a stable, regulated electric utility; low-operating-risk gas transmission and distribution (T&D) 
operations; and gas gathering operations that provide the bulk of cash flow. These strengths are offset by increasing 
capital spending to address growing demand and environmental requirements; higher-risk international operations; 
and uncertainty as to how the reguiatory environment will evolve in Ohia after 2008. 

Through the merger with Cinergy, Duke Energy's business risk profile benefits from expanded regulated electric 
operations in five U.S. states and natural gas T&D operations in the U.S. and Canada. These operations contribute 
the bulk of total cash flow, cover a large customer base with more than five million customers, and benefit from 
operating and regulatory diversity. 

The regulatory environment is largely supportive of credit quality in light of reasanable allowed returns and 
recovery of fuel and purchased-power costs. Duke Energy plans KO spend about $2.4 billion over the next three years 
to address environmental issues a t  its generation facilities, making timely and adequate recovery of these casts 
important to the preservation of credit quality. While subsidiary Duke Energy Ohio (Cincinnati Gas Ik, Electric Co. 
(CG8rE)) has filed for an extension to  its rate stabilization plan, the regulatory environment in Ohio presents some 
uncertainty, as  there is currently no definitive plan for how CG&E will operate after 2008, when the current rate 
Stabilization plan ends. 

Duke Energy has moderated its overall business risk considerably, also benefiting liquidity, by selling Cinergy's 
energy trading and marketing business as well as by monetizing its ownership in real estate developer Crescent 
Resources LLC by selling .5 1 % of the company. The remaining ownership interest in Crescent will be accounted for 
as an equity investment, and Duke Energy will no longer be expected to provide any financial support. 

Standard &: Poor's Ratings Services ascribes higher business risk to Duke Energy's international operations, due to 

the uncertainty of the local regulatory environments, especially in Brazil. 

Duke Energy plans to separate the electric and natural gas operations effective Jan.  1, 2007, by spinning off the gas 
component. The new gas company will own all thc U.S. and Canadian gas assets, while international generation 
assets and the partial ownership of the real estate operations will remain with the electric business. 

Duke Energy's consolidated financial risk profile should remain adequate for the rating and outlook as well as 
consistent with recent financial performance, with adjusted funds from operations (FFO) interest coverage of a t  least 
4 . 2 ~  over the intermediate term, adjusted FFO to average total debt of a t  least LO%, and adjusted total debt that 
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does not exceed 45% of total capital. The  ratios account for about $240 million in merger-related savings that Duke 
Energy has agreed to share with ratepayers in North Carolina, South Carolina, Indiana, Ohio, and Kentucky over 
the next two years. 

Duke Energy's financial risk profile remains robust for the rating under Standard & Poor's sensitivity test, which 
accounts for the company's providing all the agreed-on savings to ratepayers while incurring all costs to achieve the 
merger and thereby receiving no cost-savings benefit. 

Liquidity 
Duke Energy's liquidity is adequate in light of expected annual debt maturities of about $1.4 billion to $1.8 billion 
until 2010. Total availability as of Sept. 30, 2006, undcr the combined Duke Energy and Cinergy credit facilities 
was about $4 billion, with $6.50 million a t  Duke Power (about $3.50 million unused capacity), $1.39 billion at  Duke 
Capital and subsidiaries ($1 billion unused capacity), and $2 billion at  Cinergy ($1 billion unused capacity). Duke 
Energy's liquidity is further enhanced by $820 million of cash on hand. 

The elimination of the trading and marketing operations is expected to significantly improve Duke Energy's liquidity 
adequacy ratio, which attempts to capture negative mark-to-market exposure while accounting for an adverse 
movement in power and gas prices. 

Cinergy has an accounts-receivable sale program ($400 million outstanding as of Sept. .30, 2006) that has a 
speculative-grade ratings trigger. 

Outlook 
The positive outlook on Duke Energy reflects the potential for improvement in credit quality and subsequently 
higher ratings resulting from recent efforts to mitigate business risk, the successful completion of the merger 
integration process with Cinergy, and expected cost savings. 

If the merger integration process does not proceed as expected, or if the company fails to realize expected cost 
savings, Standard Bc Poor's will consider revising rhe outlook to stable. Furthermore, while Duke Energy has 
announced plans to pursue construction of new generation facilities in the Carolinas and the Midwest, Standard & 
Poor's expects that such projects will be funded in a balanced manner and managed to be, a t  worst, neutral to credit 
quality. Without a severely adverse credit event, an outlook revision to negative is unlikely. 
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Research Update: 

Duke Energy Upgraded Two Notches To 'A-' 
Due To Reduced Business Risk 

Rationale 
On May 21, 2007, Standard & Poor's Ratings Services raised its Corporate 
credit rating on integrated electric company Duke Energy Corp. and a11 its 
subsidiaries to ' A - '  from ' E B B ' .  The outlook is stable. 

business risk that has taken place over the past year through the disposal o f  
various high-risk activities, such as trading and marketing operations, 
merchant generation, and real estate development ventures. The company's 
consolidated financial profi1.e also improved. The sale of the trading and 
marketing operations significantly reduces demands on available liquidity, 
while the monetization of the real estate operations eliminates the need to 
fund those capital spending needs. 

into a separate entity through a tax free transaction on Jan. 2, 2007. As a 
result, today Duke Energy consists of regulated electric operations in five 
states, including of Duke Energy Carolinas (formerly Duke Power C o . ) ,  Duke 
Energy Ohio (Cincinnati Gas & Electric Co.), Duke Energy Indiana (PSI Energy 
Inc.), and Duke Energy Kentucky (Union Light Heat & Power Co.). In addition, 
nuke Energy maintained ownership of i.ts international operations (which 
contribute about 10% of cash flow), with a presence mainly in central and 
south America, as well as a 49% equity ownership interest in Crescent 
Resources, its real estate development operations, which it previously owned 

The rating action reflects the company's significant reduction in 

Duke Energy spun off its gas transmission and distribution operations 

fully. 
Duke Energy's credit profile benefits further from a significant 

reduction in debt, a portion of which was ascribed to the newly created gas 
company. However, while Duke Energy reduced debt by about 40% through the 
spin-off of the gas company, its cash flows have reduced by about 2S%,  
providing support. to the consolidated credit profile. 

its operating subsidiaries. Duke Energy's business risk profile is scored as 
' 5 '  (satisfactory), and its financial profile risk is viewed as aggressive to 
intermediate. (IJtility business risk profiles are categorized from '1' 
(excellent) to '10' (vulnerable) . )  The company's business risk profile is 
supported by stable, regulated electric utility operations in five states that 
account for more than 60% of cash flow, regulatory environments that are 
generally supportive of credit quality, service territories with demographics 
that range from average to attractive, and rates that are competitive for the 
regions of operation. The business risk profile i s  further supported by 
management that is committed to credit quality and has consistently delivered 
on a timely basis in its efforts to reduce business risk. 

(about $9 bi1.1ion over the next three years) to address environmental, 

The ratings on Duke Energy reflect the consolidated credit profiles of 

These strengths are tempered by the need to spend significant capital 
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maintenance, and growth needs, almost all of which is for the regulated 
electric operations; residual exposure to international operations that 
contribute about 10% of operating margin; and some uncertainty as to how the 
regulatory environment will evolve in Ohio after 2 0 0 8  when the current rate 
stabilization plan ends. 

Standard & Poor's views the regulatory environment as generally 
supportive of credit quality in light of reasonable allowed returns, recovery 
of fuel and purchased-power costs, and recovery of various environmental 
rel.ated compliance costs. Given Duk,e Energy's plan to spend about $9 billion 
over the next three years, timely and adequate recovery of all prudent and 
approved costs will be important to support credit quality. The ratings 
anticipate that Duke Energy won't pursue any large or significant new 
generation unless it has the necessary regulatory approvals and certainty or 
comfort that any related costs will be recovered. Standard & Poor's also 
anticipates that Duke Energy will reach some arrangement in 0hi.o to address 
the pending termination of the utility's current rate stabilization plan (RSP) 
in 2 0 0 8 ,  likely through a longer-term extension, as well as a framework that 
will provide for the ability to buy or build new generation. Importantly, any 
successor to the RSP should continue to allow recovery o f  all costs, 
mitigating risks to the utility's financial profile. 

for the rating as well as consistent with recent financial performance over 
the intermediate term. While the company has a significant capital spending 
program, about two-thirds should be met with internally generated funds, 
necessitating only modest increases in debt leverage. Funds from operations 
(FFO) interest coverage is expected to average about 5 x  over the intermediate 
term, with adjusted FFO to total debt of at least 2 0 % ,  and adjusted total debt 
not significantly exceeding 40% of total capital. Duke Energy's financial 
profile remains robust because, after the separation of the gas assets, debt 
has declined by about 40%, while cash flow is expected to decline by only 
about- 25%. 

Duke Energy's consolidated financial risk profile should remain adequate 

Liquidity 
Duke Energy's liquidity is strong in light of expected annual debt maturities 
of about $1.1 billion in 2 0 0 7 ,  $ 1 . 8  billion in 2 0 0 8 ,  and about $633 million 
in 2009. Total availability as of March 31, 2007, under the combined Duke 
Energy and Cinergy credit facilities was about $2 .65  billion, with $400  
million at Duke Energy ( $ 2 8 5  million unused capacity), $750  million at Duke 
Energy Carolinas ( $ 4 2 5  million unused capacity), and $1.5 billion at Cinergy 
($1..1 billion unused capacity). Duke Energy's liquidity is further enhanced by 
$1.8 billion of cash on hand. 

The elimination of the trading and marketing operations significantly 
improved Duke Energy's liquidity adequacy ratio, which attempts to capture 
negative mark-to-market exposure while accounting f o r  an adverse movement in 
power and gas prices. 

www.standardandpoors.com/ratingsdirect 
Q Standard &Poor's All rights reserved NO teprinl ordisserninaliDn wilhuu! Standard & Poor's permission See Terms 01 Use/Disclaimer on the last page 



Cast NO, 2007-00477 
A I  tach. STAFF-DR-0 1-002 

Page 68 of 75 

Research Update: Duke Energy Upgraded Two Notcbes To 'A-' Due To Keduced Business Risk 

Outlool: 
The stable outlook on Duke Energy reflects the company's satisfactory business 
risk profile and expectations of credit protection measures over the 
intermediate term that supports the current rating. Given the company's 
increasing focus on regulated operations, Standard & Poor's anticipates that 
Duke Energy will be able to arrive at constructive regulatory decisions so as 
to avoid meaningful increases in business risk, thereby preserving its 
financial profile. Should business risk increase (eithex through a material, 
unfavorable regulatory outcome or the pursuit of unregulated operations) ar 
the financial profile weaken, the outlook will be revised to negative and 
ratings may be lowered. A higher rating is currently not contemplated, 
especially in light of Duke Energy's large capital spending program. 
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Duke Energy Kentucky Inc. 
Corp credit rating A-/Stable/-- 
Senior unsecured debt A- 

BBB/Positive/-- 
BBB 

Ratings Withdrawn 

Duke Energy Trading & Marketing LLC 
Corp credit rating NR BBB-/Stable/-- 

Complete ratings information is available to subscribers of RatingsDirect, the 
real-time Web-based source for Standard & Poor‘s credit ratings, research, and 
risk analysis, at www.ratingsdirect.com. All ratings affected by this rating 
action can be Eound on Standard & Poor’s public Web site at 
www.standardandpoors.com; under Credit Ratings in the left navigation bar, 
select Find a Rating, then Credit Ratings Search. 
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Bu I I et i n: 

Duke Energy Recent Asset Purchase Will Not 
1i-n in e d 1 at e 1 y Affect Ratings 
Primary Credit Analyst 
Dirnitri Nikas, New York (11 2 12-438-7807, dirnitri-nikasQ9standardandpoors corn 

NEW YORK (Standard & Poor's) May 3 0 ,  2007--Standard & Poor's Ratings Services 
s a i d  today that Duke Energy Corp.'s (A-/Stable/NR) purchase of wind developer 
Tierra Energy of Austin, Texas i s  not considered supportive of credit quality, 
unless properly structured to mitigate the associated increase in business 
risk. Nevertheless, the transaction will not immediately affect ratings. The 
purchase includes more than 1,000 MW of wind assets under development in the 
western and southwestern U.S. Duke Energy plans to spend up to $400 million 
over the next few years to complete three existing development projects in 
Texas. Duke Energy plans to sell the power produced through long-tesm 
contracts. 
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Bulletin: 

Duke Energy Carolinas' June 2007 Rate 
Settlement Does Not Immediately Affect 

Filing 
Ratings 

Primary Credit Analyst 
Dimitri Nikas. New York (11 212-438-7807: dimitri-nikasQstandardandpoors corn 

NEW YORK (Standard & Poor's) Oct. 10, 2007--Standard & Poor's Ratings Services 
said today that the ratings and outlook on Duke Energy Corp.'s subsidiary Duke 
Energy Carolinas LLC (A-/Stable/A-2) are not immediately affected by the 
settlement agreement among Duke Energy Carolinas, the North Carolina Utilit,y 
Commission (NCUC), the North Carolina Attorney General's office, and other 
interveners relating to the company's June 2007 rate filing. If approved by 
the NCTJC, the agreement will have the effect of reducing consolidated pre-tax 
cash flow by about $220 million annually or less than 5% of 2006 consolidated 
funds from operations after-tax. The settlement is not viewed as constructive 
for credit quality because the firm is entering a period of substantial 
capital spending dusing the next three to five years. During this period, 
mandated environmental-capital spending will be capitalized for later 
recovery, and the allowed ROE will be reduced to 11% from 12.5%. 
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KyPSC Staff First Set Data Requests 
Duke Energy Kentucky 

Case No. 2007-00477 
Date Received: November 20,2007 

Response Due Date: December 7,2007 

Ky PSC-DR-0 1-003 

REQIJEST: 

Provide copies of any internal reports or utility-commissioned studies on renewable 
capabilities in Kentucky, including capacity for development of integrated gasification 
combined cycle facilities. 

RESPONSE: 

Following a reasonable investigation by interviewing the persons most likely to have 
such information, Duke Energy Kentucky, Inc. (“DE-Kentucky”) could not locate any 
internal reports or utility-commissioned studies on renewable capabilities specific to 
Kentucky. The subject of renewables as a potential generating resource is discussed in 
the Company’s most recent Integrated Resource Plan, relevant sections of which are 
produced as Attachment STAFF-DR-01-011. The Company’s affiliate, Duke Energy 
Indiana, Inc., received approval from the Indiana TJtility Regulatory Commission to 
construct an integrated gasification combined cycle at Edwardsport, Indiana in Cause 
Nos. 43 1 14 and 43 1 14-S 1 .  While the Edwardsport related “studies and reports” are 
specific to the Indiana site location, experiences gained, both at the Wabash River 
Gasification Project in the mid 1990’s and the current Edwardsport IGCC Project, could 
be useful in developing a project located in Kentucky as well. 

WITNESS RESPONSIB1,E: John G. Rloemer / Robert D. Moreland 





KyPSC Staff First Set Data Requests 
Duke Energy Kentucky 

Case No. 2007-00477 
Date Received: November 20,2007 

Response Due Date: December 7,2007 

Ky PSC-DR-0 1-004 

REQUEST: 

Providea review of existing demand-side management programs, with description which 
includes, at a minimum, the rate classification of customers eligible for each program, the 
date each program commenced, the current number of customers on each program, the 
technology being deployed, whether any third-party vendors are involved, the 
measurement and verification protocols being utilized, and the estimated annual energy 
savings. 

RESPONSE: 

See Attachment STAFF-DR-0 1-004 and Attachment STAFF-DR-OI- 
004STJPPL,EMENTAL. W?J: the final two pages of Attachment STAFF-DR-01-004 
were not labeled, so these two pages are produced herein as STAFF-DR-01- 
004STJPPLEMENTAL.) 

Duke Energy Kentucky, Inc. currently offers the following programs: 

Residential Conservation and Energy Education 

Residential Home Energy House Call 

Residential Comprehensive Energy Education Program (NEED) 

Payment Plus formerly Home Energy Assistance Plus) 

Power Manager 

Energy Star Products 

Energy Efficiency Website 

Personal Energy Report (PER) 

C&I High Efficiency Incentive (for Businesses and Schools) 

Powershare 



[Jnder the current DSM Agreement and prior Commission Orders, all of these 

programs except Power Manager and PER, will end December 2009 unless an application 

is made to continue them. PER was implemented as a pilot program. On November 15, 

2007, an application was made to the Commission to continue the PER program 

The table attached to this response includes information on the applicable rate 

classifications, the date each program started, the historical participants in the programs, 

the use of third party vendors, and the estimated annual energy savings. Program 

descriptions, technologies deployed, and the measurement and verification protocols 

being utilized are discussed below for each program. 

Residential Conservation and Energy Education 

The Residential Conservation and Energy Education program is designed to help 

the Company’s income-qualified customers reduce their energy consumption and lower 

their energy cost. This program specifically focuses on LIHEAP customers that meet the 

income qualification level (i.e., income below 130% of the federal poverty level). This 

program uses the LIHEAP intake process as well as other community outreach to 

improve participation. The program provides direct installation of weatherization and 

energy-efficiency measures and educates Duke Energy Kentucky’s income-qualified 

customers about their energy usage and other opportunities to reduce energy consumption 

and lower their costs. 

The Company estimates that at least 6,000 customers (number of single family 

owner occupied households with income below $25,000) within Duke Energy 



Kentucky’s service area may qualify for services under this program. The program has 

provided weatherization services to 251 homes in 2000; 283 in 2001; 203 in 2002; 252 in 

2003; 252 in 2004; 130 in 2005,232 in 2006 and 106 in the first six months of 2007. 

Tier 1 

Tier 2 

The program is structured so that the homes needing the most work and having 

the highest energy use per square foot, receive the most funding. The program does this 

by placing each home into one of two “Tiers.” This allows the implementing agencies to 

Therm / square foot kWh use/ square foot Investment Allowed 

0 < 1 therm / ft2 

1 + therms / fi2 

0 < 7 kWh/ ft2 

7 + kWh / ft2 

u p  to $600 

All SIR 1.5 up to $4K 

spend the limited budgets where there is the most cost effective and significant potential 

for savings. For each home in Tier 2, the field auditor uses the National Energy Audit 

Tool (NEAT) to determine which specific measures are cost effective for that home. The 

specific services provided within each Tier are described below. 

SIR = Savings - Investment Ratio 

Tier One Services 

Tier 1 services are provided to customers by Duke Energy Kentucky, through its 

subcontractors. Customers are considered Tier 1, if they use less than 1 therm per square 

foot per year and less than 7 kWh per square foot per year based on the last year of usage 

(weather adjusted) of Company supplied fuels. Square footage of the dwelling is based 

on conditioned space only, whether occupied or unoccupied. It does not include 



unconditioned or semi-conditioned space (non-heated basements). The total program 

dollars allowed per home for Tier One services is $600.00 per home. 

Tier One services are as follows: 

0 Furnace Tune-up & Cleaning 

0 Furnace replacement if investment in repair over $500 (through Gas WX 

program) 

0 Venting check & repair 

0 Water Heater Wrap 

0 Pipe Wrap 

0 Waterbed mattress covers 

0 Cleaning of refrigerator coils 

0 Cleaning of dryer vents 

0 Compact Fluorescent Light (CFL,) Bulbs 

0 Low-flow shower heads and aerators 

0 Weather-stripping doors & windows 

0 

0 Energy Education 

Limited structural corrections that affect health, safety, and energy up to $100 

Tier Two Services 

Duke Energy Kentucky will provide Tier Two services to a customer, if they use 
at least 1 therm and/or 7 kWh per square foot per year based on the last year of usage 
of Duke Energy Kentucky supplied fuels. 

Tier Two services are as follows: 



0 Tier One services plus: 

0 Additional cost-effective measures (with SIR 2 1 S) based upon the results 

of the NEAT audit. Through the NEAT audit, the utility can determine if 

the cost of energy saving measures pay for themselves over the life of the 

measure as determined by a standard heat loss/economic calculation 

(NEAT audit) utilizing the cost of gas and electric as provided by Duke 

Energy Kentucky. Such items can include but are not limited to attic 

insulation, wall insulation, crawl space insulation, floor insulation and sill 

box insulation. Safety measures applying to the installed technologies can 

be included within the scope of work considered in the NEAT audit as 

long as the SIR is greater than 1.5 including the safety changes. 

Regardless of placement in a specific tier, Duke Energy Kentucky provides 

energy education to all customers in the program. 

To increase the cost-effectiveness of this program and to provide more savings 

and bill control for the customer, the Collaborative and Duke Energy Kentucky proposed 

in the September 27, 2002 filing in Case No. 2002-00358 and subsequently received 

approval to expand this program to include refrigerators as a qualified measure in owner- 

occupied homes. Refrigerators consume a very large amount of electricity within the 

home. Rased on an evaluation of the refrigerators replaced in 2006, customers can save 

an average of 1033 kWh per year. To determine replacement, the program 

weatherization provider performs a two-hour meter test of the existing refrigerator unit. 

If it is a high-energy consumer as determined by this test, the unit is replaced. The 



program replaces 43% of the units tested. Replacing with a new Energy Star qualified 

refrigerator, which uses approximately 400 kWh, results in an overall savings to the 

average customer of 1,280 kWh per year. Refrigerators tested and replaced: 

0 

0 

0 

0 

2003 = 116 tested and 47 replaced 

2004 = 163 tested and 73 replaced 

2005 = 115 tested and 39 replaced 

2006 = 116 tested and 52 replaced 

2007 = in first 6 months 60 tested and 32 replaced 

The existing refrigerator being replaced is removed from the home and destroyed in an 

environmentally appropriate manner to assure that the units are not used as a second 

refrigerator in the home or do not end up in the secondary appliance market. 

Measurement and Evaluation Protocols: With respect to the 

weatherization and auditing portions of this program, Appendix A is the most recent 

impact evaluation study completed on this program. Appendix R is an evaluation impact 

study for the refrigerator component of this program. 

Residential Home Energy House Call 

The Home Energy House Call (HEHC) program, implemented by Duke Energy 

Kentucky subcontractor Enertouch Inc. (d/b/a Goodcents Solutions), provides a 

comprehensive walk through in-home analysis by a qualified home energy specialist to 

identify energy savings opportunities in homes. The energy specialist analyzes the total 

home energy usage, checks the home for air infiltration, examines insulation levels in 

different areas of the home, and checks appliances and heating/cooling systems. A 



comprehensive report specific to the customer’s home and energy usage is then 

completed and mailed back to the customer within ten business days. The report focuses 

on the building envelope improvements as well as low-cost and no-cost improvements to 

save energy. At the time of the home audit, the customer receives a kit containing several 

energy saving measures at no cost. The measures include a low-flow showerhead, two 

aerators, outlet gaskets, two compact fluorescent bulbs, shrink fit window kit and closed 

cell foam weatherstripping. The auditors install the measures if customers consistent so 

customers can begin realizing an immediate savings on their electric bill or the customer 

may choose to install the measures themselves. 

For the period of July 1, 2006 through June 30, 2007, a total of 697 audits were 

completed in Kentucky. From January 2007 through June 2007, Duke Energy distributed 

23,161 direct mail brochures and received 698 responses (3%). Nearly one-third of the 

responses are through our web enrollment process. Of those who responded, 417 

received audits through June of 2007. 

Customer satisfaction ratings for the program to-date remain high - 4.8 on a five- 

point scale ( 5  being most satisfied). This score is the result of survey cards completed 

and returned to Duke Energy Kentucky from customers who have received an audit. The 

survey asks them to rate five components of the program with comments. The survey 

card rate of return is approximately 40%. 

Since program year 2000, over 4198 customers have participated of which there 

were 485 in 2000; 500 in 2001; 513 in 2002; 507 in 2003; 569 in 2004; SO6 in 200.5; 701 

in 2006 and 4 17 through June of 2007. 



Measurement and Evaluation Protocols: Appendix C is the most recent impact 

evaluation study completed on this program. 

Residential Comprehensive Energy Education 

The Residential Comprehensive Energy Education program is operated under 

subcontract by Kentucky National Energy Education Development (NEED). NEED was 

launched in 1980 to promote student understanding of the scientific, economic, and 

environmental impacts of energy. The program is currently available in 46 states, the 

1J.S. Virgin Islands, and Guam. 

The program has provided unbiased educational information on all energy 

sources, with an emphasis on the efficient use of energy. Energy education materials, 

emphasizing cooperative learning, are provided to teachers. Leadership Training 

Workshops are structured to educate teachers and students to return to their schools, 

communities, and families to conduct similar training and to implement behavioral 

changes that reduce energy consumption. Educational materials and Leadership Training 

workshops are designed to address students of all aptitudes and have been provided for 

students and teachers in grades K through 12. 

The Kentucky NEED program follows national guidelines for materials used in 

teaching, but also offers additional services such as: hosting teachedstudent workshops, 

sponsoring teacher attendance at summer training conferences, sponsoring attendance at a 

National Youth Awards Conference for award-winning teachers and students, and 

providing curricula, free of charge, to teachers. 

Overall, the program has reached teachers and students in 57 schools in the six 

There are currently over 200 teachers counties served by Duke Energy Kentucky. 



enrolled in the program. At a minimum, these teachers have impacted over 5,000 

students. In addition, many of the teachers have multiple classes, so the number is 

potentially higher. Students who attend workshops are encouraged to mentor other 

students in their schools - further spreading the message of energy conservation. Teams 

of middle school and high school students serve as facilitators at workshops. Through this 

approach, all grade levels are either directly or indirectly presented the energy efficiency 

and conservation message. Several of the student teams have made presentations to 

community groups, sharing their knowledge of energy, prornoting energy conservation 

and demonstrating that the actions of each person impact energy efficiency. It is intended 

that these students will also share this information with their families and reduce 

consumption in their homes. 

Due to efforts of the Kentucky NEED program, the Governor’s Office of Energy 

Policy was awarded a Special Projects grant from the U.S. Department of Energy. This 

Rebuild Kentucky project, which began in January 2002, established a new partnership to 

implement an Energy Smart Schools program in six Northern Kentucky counties. 

Kentucky NEED is a cost share partner in this project. 

The program addresses: (1) building energy efficiency improvements through 

retrofits financed by use of energy saving performance contracts (ESPC) and improved 

new construction; (2) school transportation practices; (3) educational programs; (4) 

procurement practices; and ( 5 )  linkages between school facilities and activities within the 

surrounding community. Successful elements of the Energy Smart Schools program will 

be marketed to other schools statewide. (This program is now called Kentucky High 



Performance Sustainable Schools Program since Rebuild America is no longer a DOE 

program). 

To improve and better document the energy savings associated with the program, 

a change was made in 2004 adding a new survey instrument for use in the classroom and 

an energy savings “kit” as a teaching tool. New curriculum was developed around this 

kit and survey to allow teachers to have actual in-home measures assessed and 

implemented. The result of this change has demonstrated that measures are being 

installed in the home. These kits include CFL’s, low-flow shower heads, faucet aerators, 

water temperature gauge, outlet insulation pads and flow meter bag. 

The kits were tested in the spring of 2003 and began f i l l  application in the new 

school year beginning September 2003 when the science curriculum deals with these 

issues. The number of kits distributed from 2003-2005 totaled 985. During the 2006-07 

school year, 235 kits were distributed to students. Other activities in the 2006-07 school 

year included: six teachers from six schools in the service territory attended a five day 

training conference for the NEED summer teacher training workshop, 182 teachers 

received NEED materials; and two teachedstudent training workshops with 22 teachers 

and 110 students. A workshop was held in September, hosted by NEED at the request of 

Northern Kentucky T Jniversity, to provide training and materials for education majors. 

NEED promotes efficiency and conservation practices using lessons from the “‘Building 

Buddies” with kits, Monitoring & Mentoring with kit, Learning & ‘Conserving with kit, 

Energy House, Today in Energy, and the Energy Conservation Contract. Four schools 

also received assistance in designing and implementing an energy efficiency program for 

their schools. Kentucky NEED works with the Kentucky Office of Renewable Energy and 



Energy Efficiency to develop and facilitate the Kentucky Energy Smart Schools programs. 

NEED hosted the fifth annual High Performance Schools Workshop. Participants in the 

2006-07 Youth Awards Program included: M. Yealey Elementary-Florence, KY; Glenn 0. 

Swing Elementary-Covington, KY; Phillip A. Sharp Middle School-Butler, KY; and 

Twenhofel Middle School - Independence, KY. Students from Glenn 0. Swing attended 

the national conference in Washington, D.C. summer of 2007. 

During the summer of ’07, Kentucky NEED staff worked with Kenton County 

Schools to develop their Energy WISE Manual. Due to the success of the Twenhofel 

NEED Team, Kenton County implemented a voluntary program, encouraging all schools 

in the district to form student energy teams. Training for the teams was held in 

September. All 18 schools in the district will have energy teams this year. These teams 

will promote energy efficiency and conservation measures in the schools and will 

monitor energy consumption. 

In partnership with the Governor’s Office of Energy Policy, Kentucky NEED is 

promoting student participation in the Change a L4ight, Change the World campaign. 

Using NEED’S Change a Light (CAL) Teacher’s Guide, students are encouraged to 

facilitate CAL, activities in their schools and communities. KOEP and Kentucky NEED 

are offering $350 mini-grants to student groups facilitating Change a Light. Kentucky 

students ranked 23rd in overall pledges during the 2006-07 campaign, in which hundreds 

of organizations participated. 

Kentucky NEED is actively promoting the energy efficiency incentive program 

for schools, coordinating a presentation at the Northern KY Superintendents monthly 

meeting. 


