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UNITED STATES SECURITIES AND EXCHANGE COMMISSION 

WASHINGTON, D.C 20549 

FORM IO-Q 
(Mark One) 

QUARTERLY REPORT PURSUANTTO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934 
For the quarterly period ended September 30, 2008 Or 

0 TRANSITION REPORT PURSUANTTO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934 
For the transition period from to 

Commission file number 1.. 1232 

DUKE ENERGY OHIO, INC. 
(Exact Name of Registrant as Specified in its Charter) 

Ohio 
(State or Other Jurisdiction of Incorporation) 

139 East Fourth Street 
Cincinnati, OH 

(Address of Principal Executive Offices) 

31-0240030 
(IRS Employer Identification No.) 

45202 
(Zip code) 

704-594-6200 
(Registrant's telephone number, including area code) 

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934 during the preceding 12 
months (or for such shorter period that the registrants were required to file such reports), and (2) has been subject to such filing requirements for the past 90 days Yes El No 

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting company. See the definitions of 
"large accelerated filer," "accelerated filer" and "smaller reporting company" in Rule 12k-2 of the Exchange Act (Check one): 

Large accelerated filer 
Non-accelerated filer 

(Do not check if a smaller reporting company) 

Accelerated filer 
Smaller reporting company 

Indicate by check mark whether the registrant is a shell company (as defined in Rule 1%-2 of the Securities Exchange Act of 1934) 
YesD NOM 

All of the registrant's common stock is indirectly owned by Duke Energy Corporation (File No 1-32853) which is a reporting company under the Securities Exchange Act of 
1934, as amended 

The registrant meets the conditions set forth in General Instructions H( l)(a) and (b) of Form 10-Q and is therefore filing this form with the reduced disclosure format specified in 
General Instructions H(2) of Form 10-0 

Source. Duke Energy Ohio, In, 10-Q, November 13, 2008 



Table of Contents 
INDEX 

DUKE ENERGY OHIO, INC 
FORM 10-Q FOR THE QUARTER ENDED 
SEPTEMBER 30,2008 

Item Page 

PART I. FINANCIAL INFORMATlON 

1 Financial Statements 
Unaudited Consolidated Statements of Operations for the Three and Nine Months Ended September 30. 2008 a m  
.- Unaudited Consolidated Balance Sheets as of September 30, 2008 and December 31, 2007 
_Unaudited Consol dated Statements of Cash Flows for the Nine Months Ended September 30, 2008 and 2007 
Unaudited Consol dated Statements of Comnion Stockholder'sEuultv and Comprehensive Income for !he Nine Months Ended 
SeDtember30. 2008 and 2007 
Unaudited Notes to the Consolidated Financial Statements 

2 

4 Controls and Procedures 

Manaaement's Discussion and Analvsis of Financial Condition and Results of Operations 

PART II. OTHER INFORMAWON 

1 Leaal Proceedinqs 

1A Risk Factors 

6 Exhlblts 

Stonatures 

CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING INFORMATION 

3 
3 
4 
6 

7 
8 

30 

32 

33 

33 

34 

35 

This document includes forward-looking statements within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 
1934 Forward-looking Statements are based on management's beliefs and assumptions. These forward-looking statements are identified by terms and phrases such as 
"anticipate," "believe," "intend," "estimate." "expect," "continue," "should," "could," "may," "plan," "project," "predict," "will," "potential," "forecast," "target," and similar expressions 
Forward-looking statements involve risks and uncertainties that may cause actual results to be materially different from the results predicted Factors that could cause actual 
results to differ materially from those indicated in any forward-looking statement include, but are not limited to: 

State and federal legislative and regulatory initiatives, including costs of compliance with existing and future environmental requirements; 

State and federal legislative and regulatory initiatives and rulings that affect cost and investment recovery or have an impact on rate structures; 

Costs and effects of legal and administrative proceedings, settlements, investigations and claims; 

Industrial, commercial and residential growth in Duke Energy Ohio, Inc 's (Duke Energy Ohio) service territories; 

Additional Competition in electric markets and continued industry consolidation; 

The influence of weather and other natural phenomena on Duke Energy Ohio's operations, including the economic, operational and other effects of storms, hurricanes, 
tornados, droughts and other natural phenomena; 

The timing and extent of changes in commodity prices and interest rates; 

Unscheduled generation outages, unusual maintenance or repairs and electric transmission system constraints; 

The performance of electric generation facilities; 

The results of financing efforts. including Duke Energy Ohio's ability to obtain financing on favorable terms, which can be affected by various factors. including Duke 
Energy Ohio's credit ratings and general economic conditions; 

Declines in the market prices of equity securities and resultant cash funding requirements of Duke Energy Ohio for Cinergy Corp 's  defined benefit pension plans; 

The level of creditworthiness of counterparties to Duke Energy Ohio's transactions; 

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

Growth in opportunities for Duke Energy Ohio's bLJSineSs units. including the timing and success of efforts to develop power and other projects; and 

The effect of accounting pronouncements issued periodically by accounting standard-setting bodies 
In light of these risks, uncertainties and assumptions. the events described in the forward-looking statements might not occur or might occur to a different extent or at a 

different time than Duke Energy Ohio has described Duke Energy Ohio undertakes no obligation to pubkly update or revise any forward-looking statements, whether as a 
result of new information, future events or otherwise 

Source Duke Energy Ohio, In, 1042, November 13,2008 
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PART I . FINANCIAL INFORMATION 

DUKE ENERGY OHIO, INC 
CONSOLIDATED STATEMENTS OF OPERATIONS 

(Unaudited) 
(In millions) 

Item 1. Financial Statements. 

Three Months Ended Nine Months Ended 
September 30, September 30, 

See Notes to Unaudited Consolidated Financial Statements 
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DUKE ENERGY OHIO, INC 
CONSOLIDATED BALANCE SHEETS 

(Unaudited) 
(In millions) 

__ - __ - - __ _ _ _  Lurrenx Assets 
l - - - C z h T k % q u i y a ! e n t s  I 6- 1 3411 $---I - 3 3  

Receivables (net of allowance for doubt61 accounts of $18 at September 30 2008 

See Notes to Unaudited Consolidated Financial Statements 
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PART I 

DUKE ENERGY OHIO, INC 
CONSOLIDATED BALANCE SHEETS-(Cantinued) 

(Unaudited) 
(In millions, except share and per-share amounts) 

September 30, December 3 1, 
2008 2007 

- - _  - _  - - l _ _ _ l  I It - 1- 1 - _ I t  LIABILITIES ANDCOMAON STOCKHOLDER'S EQUITY ____  I - 

$ 1 4001 @ -- -1 602 
492 189 

I 
current Liabilities -~ - - - - __ - - - - 

1 Accounts payable - - -  

i--Ti;.es=rued- - I_ _- - __- - - _- - - 3J 1- 7- 1 1 - T T 7 T 8  
Interest accrued- 22- , Curreni_matufitEe of!ong-term d e b r  - -- _- - -- ~ r -  I j 27 1 - j -1- -mq 

I ! ! 7 d l  1 -86: 
, other - _  - _ _ ~ _ _ _ _  _--- - _ _ _  

Long-term Debt "- I I i 1,856'l A I 1,810j 
Deferred Credits and Other Liabilities 

Notes PaYZble and c0mmerual E P L - -  ~ - - ____- - I ~ ~--~- 

Unrealized losses on mark-to-market and hedging transajions 1- - 76 24 

Total current liabilities 1,319 1,223 
~~ 

- -_ 
1 oeErrec&ccorne&KE- -- -- _- I ___ - __ - I -  - I I lL4;3i - I - 1  WL 

Investment tax credit 16 

28 25 

296 343 

Unrealized losses on mark-to-market and hedging transactions- 
Asset retirement obliga!ions_ _ _  - - - - - 
Other 

I I 2.1101 

1 1 2 4 l [  1 - 1  259- 

! 3 3 1  1 -31,l 

- _  ! Accruecipensfonmd other post-retirement be&t COSG - __ _ -  
- 1 -  ___ __I_ - -  

, I ~ 2,095 I i 1- 
Total deferred credits and other liabilities - 

Commitments and Contingencies 
- I i- I - - ___- ___- - - __ - - 

Common Stockholder's Equity I I 1 I1 
Common Stock, $8 50 par value, 120,000,000 shares authonzed, 89,663,086 shares outstanding at September 30 2008 

Additional paid-111 capital - I- __ 
Retained earnings ___ 
Accumulated other comprehenTZe loss - -- 

762 

463 227 
I 1 i (25) 

Total common stockholder's equity 6,784 6,534 
Total Liabilities and Common Stockholder's Equity I $ 12.054 I $ 111.677, 

- I 5,570 762$ I I 1- 75Tc~37 I- 
and-Dece-mber3L22oo7 __ ___ - - __ - -- - - __- ._ - - - - - 

- 
~ J ' (1'31 ----__ -"-..-..--.____ 

See Notes to Unaudited Consolidated Financial Statements 
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DUKE ENERGY OHIO, INC 
CONSOLIDATED STATEMENTS OF CASH FLOWS 

(Unaudited) 
(In millions) 

Nine Months Ended 
September 30, 

2008 2007 

$-- 236 $ 204 
kASH FLOWS FROM OPERATING ACnVITIES -~ _________ __ _ _  I -1  I I ____ I__LI. 

Net income 
Adjustments to reEoncKrA inco_meto n g c c a  % K f e G b ~ i i ~ s ~ p  __ L___! L- 1 ----I -m 

308 295- 

~ - 

l(46) 1 I 1-12] 
~ _ _ ~  Depreciation and amortization__ 

(Gains) losses on sales of other assets and other, net - - - _ _  
ImPaliment_cha_r9e3-_e_s__ _______ ~ 

Deferred income taxes ___ 
Accrued pension and other post-retirement benefit costs 
Contribution to_company-spons~~d-pe_n~onand,therpost-retirement benefit plans - _ _  1 - 1  I - -I 1 ]_(%)I 
(Increase) decrease in- 

82 

16 
I-- 11 L(%F_iL--r -j-j@ 

Net realized and unrealiz%d m a ~ ~ ~ a n d i ~ - ~ ~ i $ a ~ ~ ? E s  - _ I 1,~;) I i r 34-1 

Increase (decrease) in _ - - - _- __ _- - - - - 1 -  I I - _  I r -17 

_- _____ - 
28 ___ _._____ - - -- - - - 

~ --_-______---- ~ 

~ ~ _ _ _ -  
i I- 1(5!)-l r _Recelvab!es ___ _ _ _ _ ~ _ _ _  ________ 

Other current assets - - _ _ _  ~ _ _ _ _ _ _ _  -- C36) - (9 
(209) (56 )  

1 1 70 - 1  1 '(153) Taxes accrued _ -  _ -  
Other curren!liab$ies ~ _ _ .  __-___ (10)- (6) 

Regulatory asset/liability deferrals -____ _ _  __ -~ _________ - - -- - _ -  I 1- 1 (24) - 1- lr;Zo)i 
Other assets -- - __ 
Other liabilities 

_I-- 

I 7 - T  
Capital expenditures _ _  (381L--_ - (461) 

60- 
- I 1 2 1 '  

Sales of emission allowances - _ ___. - - - - 
Change in restricted funds held in trust - - - __ - _ ___- -_ _- _ _- - _- - ( 1 2  
Other 3 (1) 

7 --6- Issuance of long-term debt - ___ - - -- - -~ ---- - - - 1 3  
I I I -  

Redemption of long-term debt - _ . - - - _-__ - __ -- _ - - - - _  
Notes payable and commercial paper - - - - 

Dividends to parent _ -  

- I 250 1 I (31) 
(22) Net increase (decrease) in cash and %ash .guiva@_nts -_______ __ __ __ - -- - - - 308_- 

Cash and cash equivalents at beginning of period -__I- 33 -"-"--- 
Cash and cash equivalents at end of period $ 341 5 23 

- - - __ _- -- - ~ - -_- I Inventory 

Accounts payable - ____ - ____- - --- -- - 

21 141 

389 439 

__ 
- !  1 (46)1 I f  -- 

Net cash provided by operating activities 
1 1  CASH FLOWS FROM INVESTING ACTIVITIES - -- - __ - - 

Purchases of emission allowances __ I I - l(15) I -1 (E)' 

(331) I 1 ~- .-- Net cash used in investing activities 
CASH FLOWS FROM FINANCING ACTIVJTIE_S - - - - 

P;) ( 5 )  

I- 1(i2 
40 74 
_. 

_ _________I-__ _ _  _ -  Notes payable to affiliate, net 

Capital contribution from parent - 
. - __ -. "I --_I_ 

Net cash provided by (used in) financing activities 
.__ 

-T-' 1-45 

I I -. _ _  _ _  ~ ___ ___ - - -- 
Supplemental Disclosures - - _I __ I I _- - _ _  - - 
Significant non-cash transactions: _ -- _-___ --. - -- - - - --_ - 

$ - -  
Accrued capital expenditures $ 60 
Purchase accounting adjustments _ _  - - -- 

See Notes to Unaudited Consolidated Financial Statements 
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PART I 

DUKE ENERGY OHIO, INC. 
CONSOLIDATED STATEMENTS OF COMMON STOCKHOLDER’S EQUITY AND COMPREHENSIVE INCOME 

(Unaudited) 
(In millions) 

Accumulated Other Comprehensive 
Income (Loss) 

Pension and 
OPEB 

Net Gains Related 
Additional (Losses) on Adjustments 

Common Paid-in Retained Cash Flow to  
Stock Capital Earnings Hedges AOCl Total 

Balance at December 31,2006 - $ I 7 6 2  $ 5,601/1 5 I 5 q I  $ I (36) 1 $ 1 (2)’ $ 6,380 
Net income - -  204 - 204 

1 
Other comprehensive income I 1-7 - - l 7 f i r I I E l I 7  - - -IIlj-rl -- ’ -r-n 

__ Cash flow hedgeda)_ 
Pension and OPEB-related Adjusfi-6intsto A O d  --- --- ri-! - - - 1 -~ 1-q I 1 il----L--r I I 1 1 -  3-7-TlTi 

(5) 

Balance at September 30,2007 $ 762 $ 5,576 $ 167 $ (35) $ (3) $ 6,467 

Balance at December 31, 2007 $ 762 $ 5,570 $ 227 $ (32) $ 7 $ 6,534 
Net income I -  I - I _ - - ~ - - I _ L J ~ ~ ~ ~ I - _ L  I --._ I 41 1 J 236 
Other comprehensive income 

- - 3’; - I I ~135) 
provi s ion , -, --i 1 ( 4 6 ) , ~ , - ~ ~ ~ ~ l - ~ - - ~ ~ - - j  --7 ----, - -.- -- Dividend to parent -- 

l I I1  ~ I I I /  I I I /  1 - 1  I I 1 - 1  ‘ I  I 

- -  - r-i =TI - - i r i i  -~---vj ---I - -I -$I - _ _  i _ i  12 
1 -- 

2 2 - - Cash flow hedges@) 1 - -- ----- - Pension and OPEB-related Adjustments to AOCI(d) __ - 
~ 

Total comprehensive income - I - ---- -71- I I I /  I ni-/- 1 IT%-- 
Balance at September 30,2008 $ 762 $ 5,570 $ 463 $ (20 )  $ 9 $ 6,784 

(a) 

(b) 

(c) 

(d) 

Net of $ 1  tax expense in 2007 

Net of $2 tax benefit in 2007 

Net of $7 tax expense in 2ao8 

Net of insignificant tax expense in 2008 

See Notes to Unaudited Consolidated Financial Statements 
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PART I 

DUKE ENERGY OHIO, INC 
Notes To Unaudited Consolidated Financial Statements 

1. Basis of Presentation 
Nature of Operations and Basis of Consolidation. Duke Energy Ohio, Inc (Duke Energy Ohio), an Ohio corporation organized in 1837, is a wholly-owned subsidiary of 

Cinergy Corp (Cinergy) Cinergy is a wholly-owned subsidiary of Duke Energy Corporation (Duke Energy) Duke Energy Ohio is a combination electric and gas public utility 
company that provides service in the southwestern portion of Ohio and through its wholly-owned subsidiary, Duke Energy Kentucky, Inc (Duke Energy Kentucky), in nearby 
areas of Kentucky, as well as unregulated electric generation in parts of Ohio, Illinois, Indiana and Pennsylvania. Duke Energy Ohio's principal lines of business include 
generation, transmission and distribution of electricity. the sale of and/or transportation of natural gas, and energy marketing Duke Energy Kentucky's principal lines of 
business include generation, transmission and distribution of electricity as well as the sale of and/or transportation of natural gas. Except where separately noted, references to 
Duke Energy Ohio herein relate to the consolidated operations of Duke Energy Ohio, including Duke Energy Kentucky These Unaudited Consolidated Financial Statements 
include, after eliminating intercompany transactions and balances, the accounts of Duke Energy Ohio and all majority-owned subsidiaries where Duke Energy Ohio has control, 
as well as Duke Energy Ohio's proportionate share of certain generation and transmission facilities in Ohio, Kentucky and Indiana 

These Unaudited Consolidated Financial Statements have been prepared in accordance with generally accepted accounting principles (GAAP) in the United States of 
America (U S ) for interim financial information and with the instructions to Form 10-Q and Regulation S-X. Accordingly, these Unaudited Consolidated Financial Statements do 
not include all of the information and notes required by GAAP in the U S for annual financial statements Because the interim Unaudited Consolidated Financial Statements 
and Notes do not include all of the information and notes required by GAAP in the U S for annual financial statements, the Unaudited Consolidated Financial Statements and 
other information included in this quarterly report should be read in conjunction with the (Jnaudited Consolidated Financial Statements and Notes in Duke Energy Ohio's Form 
10-K for the year ended December 31, 2007 

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

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

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

Netting of Cash Collateral and Derivative Assets and Liabilities Under Master Netting Arrangements. On January 1, 2008, Duke Energy Ohio adopted FSP No. FIN 
39-1 In accordance with FSP No FIN 39-1. Duke Energy Ohio offsets fair value amounts (or amounts that approximate fair value) recognized on its Consolidated Balance 
Sheets related to cash collateral amounts receivable or payable against fair value amounts recognized for derivative instruments executed with the same counterparty under 
the same master netting agreement Prior to the adoption of FSP No FIN 39-1, Duke Energy Ohio offset the fair value amounts recognized for derivative instruments executed 
with the same counterparty under the same master netting agreement in accordance with FIN 39, "Offsetting ofAmounfs Related f o  Certain Contracts," but presented cash 
collateral on a gross basis within the Consolidated Balance Sheets At September 30, 2008 and December 31, 2007, Duke Energy Ohio had receivables related to the right to 
reclaim cash collateral of approximately $9 million and $5 million, respectively, and had payables related to obligations to return cash collateral of an insignificant amount at 
each balance sheet date that have been offset against net derivative positions in the Consolidated Balance Sheets Duke Energy Ohio had cash collateral receivables of 
approximately 564 million and $15 million under master netting arrangements that have not been offset against net derivative positions at September 30, 2008 and 
December 31, 2007 respectively. as these amounts primarily represent initial margin deposits related to NYMEX futures contracts Duke Energy Ohio had insignificant cash 
collateral payables under master netting arrangements that have not been offset against net derivative positions at September 30, 2008 and December 31, 2007 

llnbil led Revenue. Revenues on sales of electricity and gas are recognized when either the sewice is provided or the product is delivered Unbilled revenues are 
estimated by applying an average revenue per kilowatt-hour or per thousand cubic feet (Mcf) for all customer classes to the number of estimated kilowatt-hours or Md's 
delivered but not billed The amount of unbilled revenues can vary sig- 
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PART I 

DlJKE ENERGY OHIO, INC 
Notes To Unaudited Consolidated Financial Statements-(Continued) 

nificantly period to period as a result of factors including seasonality, weather. customer usage patterns and customer mix Unbilled revenues, which are included in 
Receivables on the Consolidated Balance Sheets. primarily relate to wholesale sales at Commercial Power and were approximately $36 million and $38 million at 
September 30, 2008 and December 31, 2007, respectively Additionally. receivables for unbilled revenues of approximately $105 million and $145 million at September 30, 
2008 and December 31, 2007, respectively. related to retail accounts receivable at Duke Energy Ohio and Duke Energy Kentucky are included in the sales of accounts 
receivable to Cinergy Receivables Company, LLC (Cinergy Receivables) Duke Energy Ohio and Duke Energy Kentucky sell, on a revolving basis, nearly all of their retail 
accounts receivable and related collections to Cinergy Receivables, a bankruptcy remote, special purpose entity that is a wholly-owned limited liability company of Cinergy. The 
securitization transaction was structured to meet the criteria for sale treatment under Statement of Financial Accounting Standards (SFAS) No 140, "Accounting for Transfers 
and Sewicing o f  Financtal Assets and Extingutshments of Liabilities-a replacement of FASB Statement No 125," and, accordingly, Cinergy does not consolidate Cinergy 
Receivables and the transfers of receivables are accounted for as sales 

Other Regulatory Assets and Deferred Debits. The state of Ohio passed comprehensive electric deregulation legislation in 1999, and in 2000, the Public Utilities 
Commission of Ohio (PUCO) approved a stipulation agreement relating to Duke Energy Ohio's transition plan creating a Regulatory Transition Charge (RTC) designed to 
recover Duke Energy Ohio's generation-related regulatory assets and transition costs over a ten-year period beginning January 1, 2001 and ending December 2010. 
Accordingly, application of SFAS No. 71, "Accounting for Certain Types of Regulation" (SFAS No 71). was discontinued for the generation portion of Duke Energy Ohio's 
business Duke Energy Ohio has a RTC related regulatory asset balance of approximately $162 million and $239 million as of September 30, 2008 and December 31, 2007, 
respectively, which is classified in Other within Regulatory Assets and Deferred Debits on the Consolidated Balance Sheets 

2. Business Segments 

an Enterprise and Related Information": Franchised Electric and Gas and Commercial Power Duke Energy Ohio's chief operating decision maker regularly reviews financial 
information about each of these business segments in deciding how to allocate resources and evaluate performance There is no aggregation within Duke Energy Ohio's 
reportable business segments. 

Franchised Electric and Gas, which conducts operations primarily through Duke Energy Ohio and its wholly-owned subsidiary Duke Energy Kentucky, generates, 
transmits, distributes and sells electricity in southwestern Ohio and northern Kentucky, as well as transports and sells natural gas in southwestern Ohio and northern Kentucky 

Commerdal Power owns, operates and manages non-regulated power plants and engages in the wholesale marketing and procurement of electric power, fuel and 
emission allowances related to these plants as well as other contractual positions Commercial Power's generation asset fleet consists of Duke Energy Ohio's non-regulated 
generation in Ohio and five Midwestern gas-fired non-regulated generation assets that were transferred from Duke Energy in connection with Duke Energy's merger with 
Cinergy in April 2006 Commercial Power's assets comprise approximately 7,600 megawatts of power generation primarily located in the Midwestern U S The asset portfolio 
has a diversified fuel mix with baseload and mid-merit coal-fired units as well as combined cycle and peaking natural gas-fired units Most of the generation asset output in Ohio 
has been contracted through the rate stabilization plan (RSP) (see Note 11) 

governance costs (see Note 9) 

segments are the same as those described in the Notes to the Consolidated Financial Statements in Duke Energy Ohio's Annual Report on Form 10-K for the year ended 
December 31, 2007 Management evaluates segment performance based on earnings before interest and taxes from continuing operations (EBIT) On a segment basis, EBIT 
excludes discontinued operations and represents all profits from continuing operations (both operating and non-operating and excluding corporate governance costs) before 
deducting interest and taxes 

Cash, cash equivalents, and short-term investments, if any, are managed centrally by Duke Energy, so the interest and dividend income on those balances are excluded 
from segment EBIT. Transactions between reportable segments, if any, are included in segment EBIT 

Duke Energy Ohio operates the following business segments, which are considered reportable business segments under SFAS No 131, "Disclosures about Segments of 

The remainder of Duke Energy Ohio's operations is presented as Other While it is not considered a business segment. Other primarily includes certain allocated 

Duke Energy Ohio's reportable segments offer different products and services and are managed separately as business units. Accounting policies for Duke Energy Ohio's 
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DUKE ENERGY OHIO. INC 
Notes To Unaudited Consolidated Financial Statements-(Continued) 

Business Segment Data 

! _I -2 hineMo$hs EndedSeptember 30,2008 I ! 
- --i -- -,2q FCa_nch_lsed Electric an_d_G;a_s_ __ _ _  $ 7,312 $ 

I 282 1 1.292 _""".._- 
I 1 -  1--2 

( 7 3  - __ _ _  - 
OtheL- - __ - 

- 1 18 I 1 1-: 
Interest expels2 
Interest income and other 
Total consolidated $ 2604 $ 377 $ 305 

$ 181 

_ 305 

197 
Commercial Power 

Total reportable segment 2,604 479 -_ -- - __ ___ ___ - - - - 
1 1 -  (4811 - - - 1- _ _  _ _  _. - - _ _  

-."_.-"- 

! - 
172 

Total reportable_segment 2,634 438 295 

I - 
- 

?%&Mo6fhsE<ded S&picmbixO, 2007 
Fp_n&ised Electric and Gas - __ $ 1,255 $ 183 $ 
Commercial Power ' I 1,379 I 255 ' ! - 1 123 

- 1 -  - I - - - =  
: 1 -- htEre2stxp3nse _ - - -_ 

-- 

- (58)1 
(73) 
21 

Other __ 

Interest income and other 
__ 

-I_-- 

- 
-_. ___ _______._ 

Total consolidated $ 2,634 $ 328 $ 295 

(a) There were no intersegment revenues for the three and nine months ended September 30, 2008 and 2007 
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DUKE ENERGY OHIO, INC 
Notes To Unaudited Consolidated Financial Statements-(Continued) 

Segment Assets 

3. Sales of Other Assets 
For the three months ended September 30, 2008, the sale of other assets resulted in approximately $4 million in proceeds and net pre-tax gains of an insignificant 

amount For the nine months ended September 30, 2008, the sale of other assets resulted in approximately $64 million in proceeds and net pre-tax gains of approximately $46 
million recorded in (Losses) Gains on Sales of Other Assets and Other, net on the Consolidated Statements of Operations These gains primarily relate to Commercial Power's 
sales of zero cost basis emission allowances 

For the three months ended September 30, 2007. the sale of other assets resulted in approximately $1 million in proceeds and net pre-tax losses of approximately $ 1  
million recorded in (Losses) Gains on Sales of Other Assets and Other, net on the Consolidated Statements of Operations For the nine months ended September 30, 2007, the 
sale of other assets resulted in approximately $25 million in proceeds and net pretax losses of approximately $12 million recorded in (Losses) Gains on Sales of Other Assets 
and Other, net on the Consolidated Statements of Operations These amounts primarily relate to Commercial Power's sales of emission allowances acquired in connection with 
Duke Energy's merger with Cinergy i n  April 2006, which were written up to fair value as pari of purchase accounting 

4. Inventory 
Inventory consists primarily of coal held for electric generation, materials and supplies, and natural gas held in storage for transmission and sales commitments Inventory 

is recorded primarily using the average cost method. 

September 30, 
2008 

December 31, 
2007 

(in millions) - - - - - - - - - - - .- - 
CGal held for electric generalion - $ I 85 77 
Materials and supplies 84 66 
Natural gas , 101 69 

, Tljtal inventory $ ' 270 $ 212 

5. Debt and Credit Facilities 
Available Credit Facilities and Capacity Utilized Under Available Credit Facilities. In March 2008, Duke Energy entered into an amendment to its $2 65 billion master 

credit facility whereby the borrowing capacity was increased by $550 million to $3 2 billion Duke Energy has the unilateral ability under the master credit facility to increase or 
decrease the borrowing sub limits of each borrower, subject to maximum cap limitation, at any time At September 30, 2008. Duke Energy Ohio and Duke Energy Kentucky had 
borrowing sub limits under Duke Energy's master credit facility of $700 million and $ 1  OD million, respectively In October 2008, Duke Energy reallocated the borrowing sub limits 
under the master credit facility, which resulted in the reduction of Duke Energy Ohio's borrowing sub limit by $50 million to $650 million Additionally. in October 2008, Duke 
Energy terminated the participation of one of the financial institutions supplying approximately $63 million of credit commitment under its master credit facility, which reduced 
the total credit facility capacity under Duke Energy's master credit facility lo approximately $3 14 billion This termination reduced Duke Energy Ohio's and Duke Energy 
Kentucky's borrowing sub limits by approximately $13 million and $2 million, respectively The amount available to Duke Energy Ohio and Duke Energy Kentucky under their 
sub limits to Duke Energy's master credit facility has been reduced by drawdowns of cash, borrowings through the money pool arrangement, and the use of the master credit 
facility to backstop issuances of letters of credit and pollution control bonds, as discussed below 
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In September 2008, Duke Energy and its wholly-owned subsidiaries, including Duke Energy Ohio and Duke Energy Kentucky. borrowed a total of approximately $ 1  billion 
under Duke Energy's master credit facility. Of the approximate $1 billion, Duke Energy Ohio's and Duke Energy Kentucky's portions are approximately $276 million and $73 
million, respectively The loan, which is a revolving credit loan, bears interest at the bank prime rate and is due in September 2009; however, Duke Energy Ohio and Duke 
Energy Kentucky have the ability under the master credit facility to renew the loan up through the date the master credit facility matures, which is in June 2012 As Duke Energy 
Kentucky has the intent and ability to refinance this obligation on a long-term basis, either through renewal of the terms of the loan through the master credit facility. which has 
non-cancelable terms in excess of one-year, or through issuance of long-term debt to replace the amounts drawn under the master credit facility, Duke Energy Kentucky's 
borrowing is reflected as Long-Term Debt on the Consolidated Balance Sheets at September 30. 2008 Since Duke Energy Ohio does not have the intent to refinance these 
obligations on a long-term basis, Duke Energy Ohio's borrowing is reflected in Current Liabilities within Notes Payable and Commercial Paper on the Consolidated Balance 
Sheets at September 30, 2008. These borrowings reduce Duke Energy Ohio's and Duke Energy Kentucky's available credit capacity under Duke Energy's Master Credit 
Facility, as discussed above 

Duke Energy Ohio and its wholly-owned subsidiary, Duke Energy Kentucky, receive support for their short-term borrowing needs through their participation with Duke 
Energy and other Duke Energy subsidiaries in a money pool arrangement. Under this arrangement, those companies with short-term funds may provide short-term loans to 
affiliates participating under this arrangement The money pool is structured such that Duke Energy Ohio and Duke Energy Kentucky separately manage their cash needs and 
working capital requirements. Accordingly, there is no net settlement of receivables and payables of Duke Energy Ohio and Duke Energy Kentucky, as each of these entities 
independently participate in the money pool As of September 30, 2008, Duke Energy Kentucky had net receivables of approximately $1 million, which are classified within 
Receivables in the accompanying Consolidated Balance Sheets, and Duke Energy Ohio had net borrowings of approximately $229 million, of which approximately $216 million 
is classified within Notes Payable and Commercial Paper, and approximately $13 million is classified as Long-Term Debt in the accompanying Consolidated Balance Sheets, as 
discussed below As of December 31, 2007, Duke Energy Ohio and Duke Energy Kentucky had combined net borrowings of approximately $189 million, which are classified 
within Notes Payable and Commercial Paper in the accompanying Consolidated Balance Sheets The $40 million and $74 million increases in the money pool borrowings 
during the nine months ended September 30, 2008 and 2007. respectively, are reflected in Notes Payable to Affiliate, net within Net cash provided by (used in) financing 
activities on the Consolidated Statements of Cash Flows The $1 million increase in the money pool receivables during the nine months ended September 30, 2008 is reflected 
in Other within Net cash used in investing activities on the Consolidated Statements of Cash Flows 

obligations by nature, are classified as Long-Term Debt on the Consolidated Balance Sheets due to Duke Energy Ohio's intent and ability to utilize such borrowings as 
long-term financing Duke Energy's credit facilities with non-cancelable terms in excess of one year as of the balance sheet date give Duke Energy Ohio the ability to refinance 
these short-term obligations on a long-term basis. Additionally, at September 30, 2008, approximately $13 million of borrowings via the money pool are classified as Long-Term 
Debt on the Consolidated Balance Sheets due to Duke Energy Ohio's intent and ability to utilize such borrowings as long-term financing Of the $84 million of pollution control 
bonds outstanding at September 30, 2008. approximately $72 million were backstopped by Duke Energy's master credit facility, with the remaining balance backstopped by 
other specific credit facilities separate from the master credit facility 

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

Restrictive Debt Covenants. Duke Energy's credit agreement contains various financial and other covenants, including, but not limited to. a covenant regarding the 
debt-to-total capitalization ratio at Duke Energy, Duke Energy Ohio and Duke Energy Kentucky to not exceed 65% Duke Energy Ohio's debt agreements also contain various 
financial and other covenants Failure to meet these covenants beyond applicable grace periods could result in accelerated due dates and/or termination of the agreements As 
of September 30. 2008, Duke Energy, Duke Energy Ohio and Duke Energy Kentucky were in compliance with all covenants that would impact Duke Energy Ohio's or Duke 
Energy Kentucky's ability to borrow funds under the debt and credit facilities In addition, some credit agreements may allow for 

At September 30, 2008 and December 31, 2007, approximately $84 million and $96 million, respectively, of certain pollution control bonds, which are short-term 
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acceleration of payments or termination of the agreements due to nonpayment, or the acceleration of other significant indebtedness of the borrower or some of its subsidiaries 
None of the debt or credit agreements contain material adverse change clauses 

6. Employee Benefit Obligations 

Cinergy, were as follows: 
Duke Energy Ohio participates in pension and other post-retirement benefit plans sponsored by Cinergy Duke Energy Ohio's net periodic benefit costs, as allocated by 

Three Months Ended Nine Months Ended 
September 30, September 30, 

2008 2007 2008 2007 
- - 

(a) These amounts exclude approximately $1 million and $(2) million for the three months ended September 30, 2008 and 2007, respectively, and approximately $3 million 
and $5 million for the nine months ended September 30, 2008 and 2007, respectively, of regulatory asset amortization resulting from purchase accounting. 

These amounts exclude insignificant amounts for the three months ended September 30, 2008 and 2007, respectively, and approximately $1 million and $2 million for the 
nine months ended September 30, 2008 and 2007, respectively, of regulatory asset amortization resulting from purchase accounting. 
During the third quarter of 2008, Duke Energy Ohio recorded pre-tax income of approximately $23 million related to the correction of errors related to the accounting for 

Duke Energy Ohio's other post-retirement benefit plans Of this amount, approximately $20 million relates to errors in actuarial valuations prior to 2008 that would have reduced 
amounts recorded as other post-retirement benefit expense recorded during those historical periods and approximately $3 million relates to an error reflected in other 
post-retirement benefit expense for the first six months of 2008 

participants. Duke Energy did not require Duke Energy Ohio to make contributions to the legacy Cinergy qualified or non-qualified pension plans during the three and nine 
months ended September 30. 2008 and Duke Energy does not antidpate requiring Duke Energy Ohio to make contributions to the legacy Cinergy qualified or non-qualified 
pension plans during the remainder of 2008 During the nine months ended September 30, 2007, approximately $350 million of qualified pension plan contributions were made 
to the legacy Cinergy qualified pension plans, of which approximately $83 million represents contributions made by Duke Energy Ohio. During the three and nine months ended 
September 30, 2007, approximately $32 million of other post-retirement plan contributions were made to the legacy Cinergy other post-retirement plans, of which approximately 
$9 million represents contributions made by Duke Energy Ohio. Additionally, Duke Energy Ohio participates in Cinergy sponsored employee savings plans that cover 
substantially all Duke Energy Ohio employees Duke Energy Ohio made its proportionate share of pre-tax employer matching contributions of approximately $2 million and $5 
million during the three and nine months ended September 30, 2008, respectively Duke Energy Ohio made its proportionate share of pre-tax employer matching contributions 
of approximately $1 million and $3 million during the three and nine months ended September 30, 2007, respectively 

7. Goodwill and Intangibles 
Carrying Amount of Goodwill 

Duke Energy Ohio evaluates the carrying amount of its recorded goodwill for impairment under the guidance of SFAS No 142, "Goodwll and Ofher lnfangible Assets" 
(SFAS No 142) At a minimum, SFAS No 142 requires a goodwill impairment test to be performed annually as of the same date each year Duke Energy Ohio performs its 
annual impairment testing of goodwill as of August 3 1 of each year, or more frequently if events or circumstances occur that would indicate the probability of impairment As the 
fair value of each of Duke Energy Ohio's reporting units exceeded their respective carrying values at August 31, 2008, Duke Energy Ohio did not record any impairment 
charges in the third quarter of 2008 as a result of its annual impairment test However, in light of recent market and economic events, management is reassessing the potential 
for any impairments to recorded goodwill balances. These assessments are in their early stages and management cannot yet predict the outcome, but it is possible that the 
current assessments could result in goodwill impairments being recorded at one or more reporting units 

(b) 

Duke Energy's policy is to fund amounts for its U S. qualified pension plans on an actuarial basis to provide assets sufficient to meet benefit payments to be paid to plan 
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The following table shows the components of goodwill by reportable business segment at September 30, 2008 and December 3 1. 2007: 

Balance Balance 
December 31, September 30, 

2007 Changes 2008 

Intangible Assets 
The carrying amount and accumulated amortization of intangible assets as of September 30, 2008 and December 31, 2007 are as follows: 

Emission allowances in the table above include emission allowances which were recorded at fair value on !he dale of Duke Energy's merger with Cinergy and emission 
allowances purchased by Duke Energy Ohio Additionally, Duke Energy Ohio is allocated certain zero cos! emission allowances on an annual basis The change in the gross 
carrying value of emission allowances during the nine months ended September 30, 2008 is as follows: 

(in-millions) 
Gross carrying value at January 1, 2008 & 365 

15 Purchases of emission allowances 

Imgynen t  of emission allowances(!- __ 
Qther changes 

- - - - - _ _  - ._ __ - - ___ - - - - - - - - - - - -_ -_ - 

_ _  - _ - _  
Sales and consumptin of em iss io~a l l o~ances (~ )~~)  (59) 

__ - (82) 
I 7 

- - - -- - - __ - ___ ____ - - 

,GLos-s-carrying value at September 30, 2008 $ 246 

(a) Carrying value of emission allowances are recognized via a charge to expense when consumed Carrying value of emission allowances sold or consumed during the three 
months ended September 30, 2008 and 2007 were $17 million and $34 million, respectively. Carrying value of emission allowances sold or consumed during the nine 
months ended September 30, 2008 and 2007 were $59 million and $134 million, respectively 

See Note 3 for a discussion of gains and losses on sales of emission allowances by Commercial Power during the three and nine months ended September 30, 2008 and 
2007 

(b) 

(c) See Note 8 for discussion of impairments of !he carrying value of emission allowances of approximately $82 million during the three months ended September 30, 2008 
Amortization expense for gas, coal and power contracts and other intangible assets for the three months ended September 30, 2008 and 2007 was approximately $6 

million and $13 million, respectively Amortization expense for gas, coal and power contracts and other intangible assets for the nine months ended September 30, 2008 and 
2007 was approximately $15 million and $38 million, respectively 
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Intangible Liabilities 

market based standard service offer (MBSSO) in Ohio, which is being recognized in earnings over the remaining regulatory period that ends on December 31, 2008 The 
carrying amount of this intangible liability was approximately $17 million and $67 million at September 30, 2008 and December 31, 2007, respectively. Duke Energy Ohio also 
recorded approximately $56 million of intangible liabilities associated with other power sale contracts in connection with the Duke Energy and Cinergy merger The carrying 
amount of this intangible liability was approximately $18 million and $22 million at September 30, 2008 and December 31, 2007, respectively. During the three and nine months 
ended September 30, 2008, Duke Energy Ohio amortized approximately $18 million and $54 million, respectively, to income related to these intangible liabilities During the 
three and nine months ended September 30, 2007, Duke Energy Ohio amortized approximately $15 million and $29 million, respectively, to income related to these intangible 
liabilities. Intangible liabilities are classified as Other within Deferred Credits and Other Liabilities on the Consolidated Balance Sheets. 

8. Im airment Charges 
&ission Allowances. On July 11 2008 the US. Court of Ap eals for the District of Columbia issued a decision vacating the Clean Air Interstate Rule (CAIR) See Note 

12 for further discussion of the, decision,which'resulted in sharp deches in market prices of sulfur dioxide (502) and nitro en oxide (NOx) allowances in the third qua?er of 
2008 due to uncertainty associated with future federal requirements to reduce emissions Accordingly pursuant to SFAS $0. 144, "Accounmg forthe impairment or Dls osal of 
Long-Lived Assets," Duke Energy Ohio evaluated the carrying value of emission allowances held by lis non-regulated btisinesses for impairment at September 30, 2 o o l  

In connection with the Duke Energy and Cinergy merger in April 2006, Duke Energy Ohio recorded an intangible liability of approximately $113 million associated with the 

recorded in Impairments and Other Charges within Operating Expenses on the Consolidated Statements 07 Operations 

necessary See Note 7 for further information regarding the carrying value of emission allowances 
Management will continue to assess the forecasted usage and carrying value of emission allowances going forward to determine if further impairment write-downs are 

9. Related Party Transactions 
Duke Energy Ohio engages in related party transactions, which are generally performed at cost and in accordance with the applicable state and federal commission 

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

September 30, December 31, 
2008 2007 

* I . A b  in millions) - 'F 
1 
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(a) Balances exclude assets or liabilities associated with accrued pension and other post-retirement benefits, Cinergy Receivables and money pool arrangements, all of which 
are discussed below 

Of the balance at September 30, 2008, approximately $26 million is classified as Receivables, and approximately $4 million is classified as Other within Current Assets on 
the Consolidated Balance Sheets. The balance at December 31, 2007 is classified as Receivables on the Consolidated Balance Sheets. 

Of the balance at September 30, 2008, approximately $( 125) million is classified as Accounts Payable, approximately $(70) million is classified as Taxes Accrued, and 
approximately $(2) million is classified as Unrealized Losses on Mark-to-Market and Hedging Transactions on the Consolidated Balance Sheets Of the balance at 
December 31, 2007, approximately $(256) million is classified as Accounts Payable and approximately $( 10) million is classified as Taxes Accrued on the Consolidated 
Balance Sheets. 

The balance at September 30, 2008 is classified as Unrealized Losses on Mark-to-Market and Hedging Transactions on the Consolidated Balance Sheets 

Of the balance at September 30, 2008, approximately $( 1,458) million is classified as Deferred Income Taxes, approximately $(14) million is classified as Investment Tax 
credit, and approximately $73 million is classified as Other within Current Assets on the Consolidated Balance Sheets Of the balance at December 31, 2007, 
approximately $( 1,409) million is classified as Deferred Income Taxes, approximately $( 16) million is classified as Investment Tax Credit, and approximately $24 million is 
classified as Other within Current Assets on the Consolidated Balance Sheets 
Duke Energy Ohio is allocated its proportionate share of corporate governance and other costs by a consolidated affiliate of Duke Energy and a consolidated affiliate of 

Cinergy. Corporate governance and other shared services costs are primarily allocations of corporate costs, such as human resources, legal and accounting fees, as well as 
other third party costs The expenses associated with certain allocated corporate governance and other service costs for Duke Energy Ohio, which are recorded in Operation, 
maintenance and other within Operating Expenses on the Consolidated Statements of Operations were approximately $83 million and $67 million for the three months ended 
September 30, 2008 and 2007, respectively, and approximately $203 million and $183 million for the nine months ended September 30, 2008 and 2007, respectively 

subsidiary These expenses, which are recorded in Operation, maintenance and other within Operating Expenses on the Consolidated Statements of Operations, were 
approximately $4 million and $3 million for the three months ended September 30, 2008 and 2007, respectively, and approximately $1 1 million and $17 million for the nine 
months ended September 30, 2008 and 2007, respectively. Additionally, Duke Energy Ohio records income associated with the rental of office space to a consolidated affiliate 
of Duke Energy. Rental income was approximately $2 million for each of the three months ended September 30, 2008 and 2007, respectively, and approximately $7 million for 
each of the nine months ended September 30, 2008 and 2007, respectively 

share of expenses associated with these plans (see Note 6). Additionally, Duke Energy Ohio has been allocated accrued pension and other post-retirement benefit obligations 
from Cinergy of approximately $252 million at September 30, 2008 and approximately $266 million at December 31, 2007 These amounts have been classified in the 
Consolidated Balance Sheets as follows: 

(b) 

(c) 

(d) 

(e) 

Duke Energy Ohio incurs expenses related to its property insurance coverage through Bison Insurance Company Limited, Duke Energy's wholly-owned captive insurance 

Duke Energy Ohio participates in Cinergy's qualified pension plan, non-qualified pension plan and other post-retirement benefit plans and is allocated its proportionate 

September 30, December 31, 
2008 2007 

fin millinns1 
I 

I - - -..- 
$ - - I  -5,' $ 1 5  

~- ..__--I_ --- - - 
OtheccurEnt liabilities __ ___ - -___ __ I 
Accrued pensionand-oi)er p_os_t-retirement benefit costs $ 24 2 255 
Other deferred credits and other liabilities - -2 $ 1 5  

As discussed N o i c f c e a a i  t)adereceiEbles have been sold bv Duke Enerav Ohio to Cinerav Receivables f h e  proceeds obtained from the sales of receivables are 
largely cash, but do include a subordinated note from Cinergy Receivablks for a port& of the purchask price This Subordinated note is classified as Receivables in the 
Consolidated Balance Sheets and was approximately $118 million and $189 million, as of September 30, 2008 and December 31, 2007, respectively The interest income 
associated with the subordinated note, which is recorded in Other Income and Expenses, net on the Consolidated Statements of Operations, was approximately $5 million and 
$6 million for three months ended September 30, 2008 and 2007, respectively, and approximately $17 million and $19 million for the nine months ended September 30, 2008 
and 2007, respectively 

During the nine months ended September 30, 2007, Duke Energy Ohio received a $29 million capital contribution from its parent, Cinergy Additionally, during the nine 
months ended September 30, 2007, Duke Energy Ohio paid dividends to its parent, Cinergy, of $135 million 

As discussed further in Note 5, Duke Energy Ohio participates in a money pool arrangement with Duke Energy and other Duke Energy subsidiaries The expenses 
associated with money pool activity, which are recorded in Interest Expense on the Consolidated Statements of Operations, were approximately $2 million and $4 million for the 
three months ended September 30, 2008 and 2007, respectively, and approximately $3 million and $7 million for the nine months ended September 30, 2008 and 2007, 
respectively 
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10. Risk Management instruments 
As discussed in Note 1, on January 1, 2008, Duke Energy Ohio adopted FSP No FIN 39-1. In accordance with FSP No. FIN 39-1, Duke Energy Ohio offsets fair value 

amounts (or amounts that approximate fair value) recognized on its Consolidated Balance Sheets related to cash collateral amounts receivable or payable against fair value 
amounts recognized for derivative instruments executed with the same counterparty under the same master netting agreement Amounts presented in the table below exdude 
cash collateral amounts which are disclosed separately in Note 1 

Net Derivative Portfolio Assets (Liabilities) reflected in the Consolidated Balance Sheets: 

The following table shows the carrying value of Duke Energy Ohio’s derivative portfolio as of September 30, 2008. and December 31, 2007 

The amounts in the table above represent the combination of assets and (liabilities) for unrealized gains and losses on mark-to-market and hedging transactions on Duke 

The $9 million change in the fair value of the hedging portfolio is due primarily to a gain on cash flow hedges at Commercial Power 
The $28 million increase in the tindesignated derivative portfolio fair value is due primarily to unrealized mark-to-market gains within Commercial Power, which primarily 

During the three and nine months ended September 30, 2008, Duke Energy Ohio included in earnings approximately $128 million of pre-tax losses and approximately $28 

Energy Ohio’s Consolidated Balance Sheets. 

consists of in-the-money contracts to purchase coal as a result of higher coal prices at September 30,2008 as compared to December 3 1, 2007 

million of pre-tax gains, respectively, related to mark-to-market adjustments on derivative contracts that do not qualify for hedge accounting Duke Energy Ohio included in 
earnings approximately $4 million of pre-tax gains and an insignificant amount during the three and nine months ended September 30, 2007, respectively. related to 
mark-tcmarket adjustments on derivative contracts that do not qualify for hedge accounting. These amounts, which relate to the balances included within undesignated in the 
above table, primarily represent the mark-to-market impacts of derivative contracts used in Duke Energy Ohio‘s hedging of a portion of the economic value of its generation 
assets in Commercial Power 

Commodity Cash Flow Hedges. As of September 30, 2008, approximately $30 million of the pre-tax unrealized net losses on derivative instruments related to 
commodity cash flow hedges included on the Consolidated Balance Sheet in Accumulated Other Comprehensive Loss are expected to be recognized in earnings during the 
next 12 months as the hedged transactions occur However, due to the volatility of the commodities markets, the corresponding values in Accumulated Other Comprehensive 
Loss will likely change prior to their reclassification into earnings 

No gains or losses due to hedge ineffectiveness were recorded during the three and nine months ended September 30,2008 and 2007, respectively. The amount 
recognized for transactions that no longer qualified as cash flow hedges was insignificant for the three and nine months ended September 30, 2008 and September 30, 2007, 
respectively 

See Note 13 for additional information related to the fair value of Duke Energy Ohio’s derivative instruments. 
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11. Regulatory Matters 
Regulatory Merger Approvals 

renamed Duke Energy Corporation) As a condition to the merger approval, the PUCO and the Kentucky Public Service Commission (KPSC) required that certain merger 
related savings be shared with consumers in Ohio and Kentucky, respectively The commissions also required Duke Energy Ohio and Duke Energy Kentucky to meet additional 
conditions Key elements of these conditions include: 

On April 3, 2006, the merger between Duke Energy and Cinergy was consummated to create a newly formed company, Duke Energy Holding Corp (subsequently 

The PUCO required that Duke Energy Ohio provide (i) a rate reduction of approximately $ i 5  million for one year to facilitate economic development in a time of 
increasing rates and market prices and (ii) a reduction of approximately $21 million to its gas and electric consumers in Ohio for one year, with both credits beginning 
January 1, 2006 During the first quarter of 2007, Duke Energy Ohio completed its merger related rate reductions and filed a report with the PUCO to terminate the 
merger credit riders Approximately $2 million of the rate reductions was passed through to customers during the nine months ended September 30, 2007 

The KPSC required that Duke Energy Kentucky provide $8 million in rate reductions to its customers over five years, ending when new rates are established in the 
next rate case after January 1 ,  2008 Less than $ i million and approximately $2 million of the rate reduction was passed through to customers during the three and 
nine months ended both September 30, 2008 and 2007, respectively 

The FERC approved the merger without conditions. - 
Restrictions on the Abi l i ty  o f  Duke Energy Ohio to Make Dividends, Advances and Loans to Duke Energy Corporation. As a condition of approving the merger of 

Duke Energy and Cinergy, the stale utility commissions imposed conditions (the Merger Conditions) on the ability of Duke Energy Ohio and Duke Energy Kentucky to transfer 
funds to Duke Energy through loans or advances, as well as restricted amounts available to pay dividends to Duke Energy Duke Energy Ohio will not declare and pay 
dividends out of capital or unearned surplus without the prior authorization of the PUCO. Duke Energy Kentucky is required to pay dividends solely out of retained earnings and 
lo maintain a minimum of 35% equity in its capital structure At September 30. 2008, Duke Energy Ohio had restricted net assets of approximately $6 3 billion that may not be 
transferred to Duke Energy without appropriate approval based on the aforementioned Merger Conditions. 

Franchised Electric and Gas 

prices for retail gas and electric service within the state of Ohio, except that non-regulated sellers of gas and electric generation also are allowed to operate in Ohio (see 
"Commercial Power" below). The FERC approves rates for electric sales to wholesale customers served under cost-based rates. 

Duke Energy Ohio Nectr ic Rate Filings. Duke Energy Ohio operates under a RSP, a MBSSO approved by the PUCO in November 2004. In March 2005, the Office of 
the Ohio Consumers' Counsel (OCC) appealed the PUCO's approval of the MBSSO to the Supreme Court of Ohio which issued its decision in November 2006 It upheld the 
MBSSO in virtually every respect but remanded to the PUCO on two issues. The Supreme Court of Ohio ordered the PUCO to support a certain portion of its order with 
reasoning and record evidence and to require Duke Energy Ohio to disclose certain confidential commercial agreements with other parties previously requested by the OCC 
Duke Energy Ohio has complied with the disclosure order 

In October 2007, the PUCO issued its ruling affirming the MBSSO, with certain modifications, and maintained the current price The ruling provided for continuation of the 
existing rate components, including the recovery of costs related to new pollution control equipment and capadty costs associated with power purchase contracts to meet 
customer demand, but provided customers an enhanced opportunity to avoid certain pricing components if they are served by a competitive supplier The ruling also attempted 
to modify the statutory requirement that Duke Energy Ohio transfer its generating assets to an exempt wholesale generator (EWG) and ordered Duke Energy Ohio to retain 
ownership for the remainder of the RSP period The ruling also incorrectly implied that Duke Energy Ohio's nonresidential RTC will terminate at the end of 2008 On 
November 23, 2007, Duke Energy Ohio filed an application for rehearing on the portions of the PUCOs ruling relating to whether certain pricing components may be avoided by 
customers, the right to transfer generating assets, and the terminalion date of the RTC On December 19, 2007, the PUCO issued its Entry on Rehearing granting in part and 

Rate Related Information. The KPSC approves rates for retail electric and gas services within the Commonwealth of Kentucky. The PUCO approves rates and market 
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denying in part Duke Energy Ohio's Application for Rehearing Among other things. the PUCO modified and clarified the applicability of various rate riders during customer 
shopping situations It also clarified that the residential RTC terminates at the end of 2008 and that the nonresidential RTC terminates at the end of 2010 and agreed to give 
further consideration to whether Duke Energy Ohio may transfer its generating assets to an EWG. 

Energy Ohio's RSP The October 2007 order permits non-residential customers to avoid certain charges associated with the costs of Duke Energy Ohio standing ready to serve 
such customers if they return after being served by another supplier Duke Energy Ohio believes the PUCO exceeded its authority in modifying the charges that may be 
avoided, resulting in Duke Energy Ohio having to subsidize Ohio's competitive electric market Duke Energy Ohio has asked the Ohio Supreme Court to reverse the PUCO 
ruling and require that non-residential customers pay the charges associated with Duke Energy Ohio standing ready to serve them should they return from a competitive 
supplier On March 28, 2008, Duke Energy Ohio voluntarily withdrew its appeal The OCC tiled a notice of appeal challenging the PUCOs October 2007 decision as unlawful 
and unreasonable The OCC and Ohio Partners for Affordable Energy (OPAE) also filed appeals from the PUCO's November 20, 2007 order approving Duke Energy Ohio's 
MBSSO riders Duke Energy Ohio has intervened in each appeal Pending the Ohio Supreme Court's consideration of its initial appeal, the DCC requested that the PUCO stay 
implementation of the Infrastructure Maintenance Fund charge to be collected from customers approved in the October 2007 order. The Commission denied the OCC's request 
and the OCC filed a similar request with the Ohio Supreme Court. On July 9. 2008, the court denied the OCC's request to stay implementation of the Infrastructure Maintenance 
Fund On April 30, 2008, the Ohio Supreme Court granted Duke Energy Ohio's motion to intervene in the OCC's appeal. At this time, Duke Energy Ohio cannot predict whether 
the Ohio Supreme Court will reverse the PUCOs October 2007 decision Additionally, Duke Energy Ohio cannot predict the outcome of the MBSSO rider appeal 

New legislation (SB 221) was passed on April 23, 2008 and signed by the Governor of Ohio on May 1, 2008. The new law codifies the PUCOs authority to approve an 
electric utility's standard service offer through an electric security plan (ESP), which would allow for pricing structures similar to the current MBSSO. Electric utilities are required 
to file an ESP and may also file an application for a market rate option (MRO) at the same time The MRO is a price determined through a competitive bidding process If a 
MRO price is approved, the utility would blend in the MBSSO or ESP price with the MRO price over a six- to ten-year period, subject to the PUCO's discretion. SB 221 provides 
for the PUCO to approve non-by-passable charges for new generation, including construction work-in-process from the outset of construction, as part of an ESP. The new law 
grants the PUCO discretion to approve single issue rate adjustments to distribution and transmission rates and establishes new alternative energy resources (including 
renewable energy) portfolio standards, such that the utility's portfolio must consist of at least 25% of these resources by 2025. SB 221 also provides a separate requirement for 
energy efficiency, which must reduce 22% of a utility's load by 2025 The utility's earnings under the ESP can be subject to an annual earnings test and the PUCO must order a 
refund if it finds that the utility's earnings significantly exceed the earnings of benchmark companies with similar business and financial risks. The earnings test acts as a cap to 
the ESP price SB 221 also limits the ability of a utility to transfer its designated generating assets to an EWG absent PUCO approval. 

On July 31, 2008, Duke Energy Ohio filed a new generation pricing formula to be effective January 1, 2009, when the current RSP is scheduled to expire. Among other 
things, the plan provides pricing mechanisms for compensation related to the advanced energy, renewables and energy efficiency portfolio standards established by SB 221 

On October 27, 2008, Duke Energy Ohio filed a Stipulation and Recommendation (Stipulation) for consideration by the PUCO regarding Duke Energy Ohio's July 31. 2008 
ESP filing The Stipulation reflects agreement on all but two issues in this proceeding and is filed with the support of most of the parties to this proceeding. In addition to the 
Stipulation. the ability for residential governmental aggregation customers to avoid certain charges and to receive a shopping credit will be presented to the PUCO for a ruling 
Parties to this proceeding who do not support the Stipulation may litigate any, or all, issues 

The Stipulation agrees to a net increase in base generation revenues of approximately $36 million, $74 million and $98 million in 2009, 2010 and 201 1, respectively. 
including termination of the residential and non-residential RTC Such amounts result in a residential net rate increase of 2% in 2009 and in 2010, and a non-residential net rate 
increase of 2% in 2009, 2010 and 2011 The Stipulation also allows the recovery of expenditures incurred to deploy SmartGrid infrastructure modernization technology on the 
distribution system The recovery of such expenditures, net of savings. is subject to an annual residential revenue cap Further, the Stipulation allows for the implementation of 
a new energy efficiency compensation model, referred to as Save-A-Watt, to achieve the energy efficiency mandate 

On February 15, 2008, Duke Energy Ohio filed a notice of appeal with the Ohio Supreme Court challenging a portion of the PUCOs decision on remand regarding Duke 
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pursuant to the recent electric energy legislation The criteria customers must meet to be exempt from Duke Energy Ohio's program will also be presented to the PUCO for a 
ruling in this case Also, under the Stipulation, Duke Energy Ohio may defer up to $50 million of certain operation and maintenance costs incurred at the W C Beckjord 
generating station and amortize such costs over a three-year period 

Ohio sought an increase of approximately $34 million in revenue, or approximately 5 7%,  to be effective in the spring of 2008 The application also requested approval to 
continue tracker recovery of costs associated with the accelerated gas main replacement program The staff of the PUCO issued a Staff Report in December 2007 
recommending an increase of approximately $14 million to $20 million in revenue The Staff Report also recommended approval for Duke Energy Ohio to continue tracker 
recovery of costs associated with the accelerated gas main replacement program On February 28. 2008. Duke Energy Ohio reached a settlement agreement with the PUCO 
Staff and all of the intervening parties on its request for an increase in natural gas base rates The settlement called for an annual revenue increase of approximately $18 million 
in base revenue, or 3% over current revenue, permitted continued recovery of costs through 2018 for Duke Energy Ohio's accelerated gas main replacement program and 
permitted recovery of carrying costs on gas stored underground via its monthly gas cost adjustment filing The settlement did not resolve a proposed rate design for residential 
customers, which involved moving more of the fixed charges of providing gas service. such as capital investment in pipes and regulating equipment, billing and meter reading, 
from the per unit charges to the monthly charge On May 28, 2008, the PUCO approved the settlement in its entirety and the proposed rate design. On June 28, 2008, the OCC 
and OPAE filed Applications for Rehearing opposing the rate design. On July 23. 2008. the Ohio Commission issued an Entry denying the rehearing requests of OCC and 
OPAE. On September 16 and 19, 2008 respectively. OCC and OPAE filed their notices of appeal to the Ohio Supreme Court opposing the residential rate design issue 

service of approximately $86 million, or 4 8% on total electric revenues, to be effective in the second quarter of 2009 Among other things, the rate request includes a proposal 
to increase the monthly residential customer charge from $4 50 to $10, with an offsetting reduction in the usage-based charge This change in rate design will make customer 
bills more even throughout the year Duke Energy Ohio also proposes a distribution modernization tracker that would allow smaller annual increases to reflect increased 
investment in the delivery system The rate case test period may be updated to reflect certain expenses, such as costs related to storm damage 

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

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

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

The PUCO will consider the Stipulation and hear evidence beginning on November 10, 2008 
Duke Energy Ohio Gas Rate Case. In July 2007, Duke Energy Ohio filed an application with the PUCO for an increase in its base rates for gas service Duke Energy 

Duke Energy Ohio Electric Distribution Rate Case. On June 25. 2008, Duke Energy Ohio filed notice with the PUCO that it will seek a rate increase for electric delivery 

Duke Energy Kentucky Gas Rate Cases. In 2002, the KPSC approved Duke Energy Kentucky's gas base rate case which included, among other things, recovery of 

In February 2005, Duke Energy Kentucky filed a gas base rate case with the KPSC requesting approval to continue the tracking mechanism and for a $14 million annual 
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Energy Efficiency. On July 11, 2007, the PlJCO approved Duke Energy Ohio's Demand Side ManagemenUEnergy Efficiency Program (DSM Program) A series of DSM 
Programs were first proposed in 2006 and were endorsed by the Duke Energy Community Partnership, which is a collaborative group made up of representatives of 
organizations interested in energy conservation, efficiency and assistance to low-income customers The program costs are recouped through a cost recovery mechanism that 
will be adjusted annually to reflect the previous year's activity Duke Energy Ohio is permitted to recover lost revenues, program costs and shared savings (once the programs 
reach 65% of the targeted savings level) through the cost recovery mechanism based upon impact studies to be provided to the Staff of the PUCO. Duke Energy Ohio filed the 
Save-A-Watt Energy Efficiency Plan as part of its ESP filed with the PlJCO on July 31, 2008 (discussed above) A Stipulation and Recommendation for consideration by the 
PUCO regarding Duke Energy Ohio's ESP filing, including implementation of Save-A-Watt, was filed on October 27, 2008. The ESP hearing occurred on November IO.  2008. A 
decision on the stipulation is expected by the end of the year" 

On November 15, 2007, Duke Energy Kentucky filed its annual application to continue existing energy efficiency programs, consisting of nine residential and two 
commercial and industrial programs, and to true-up its gas and electric tracking mechanism for recovery of lost revenues, program costs and shared savings On February 11. 
2008, Duke Energy Kentucky filed a motion to amend its energy efficiency programs and applied to reinstitute a low income Home Energy Assistance Program. The KPSC 
bifurcated the proposed Home Energy Assistance Program from the other energy efficiency programs On May 14, 2008, the KPSC approved the energy efficiency programs. 
On September 25, 2008, the KPSC approved Duke Energy Kentucky's Home Energy Assistance program, making it available for customers at or below 150% of the federal 
poverty level 

Other Matters 

investigation followed four explosions since 2000 caused by gas riser leaks, including an April 2000 explosion in Duke Energy Ohio's service area In November 
PUCO Staff released the expert report, which concluded that certain types of risers are prone to leaks under various conditions, including over-tightening during 
installation. The PUCO Staff recommended that natural gas companies continue to monitor the situation and study the cause of any further riser leaks to determine whether 
further remedial action is warranted Duke Energy Ohio has approximately 87,000 of these risers on its distribution system If the PUCO orders natural gas companies to 
replace all of these risers, Duke Energy Ohio estimates a replacement cost of approximately $40 million As part of the rate case filed in July 2007 (see "Duke Energy Ohio Gas 
Rate Case" above), Duke Energy Ohio requested approval from the PUCO to accelerate its riser replacement program The riser replacement program is contained in the 
settlement reached with all intervenors and will be completed at the end of 2012 

whether to adopt a statewide standard for implementing smart metering. After an investigation, the PUCO issued a March 2007 order requiring all electric utilities to offer tariffs 
to all customer classes which are differentiated. at a minimum, based on on-peak and off-peak wholesale price periods The PlJCO noted that time-of-use meters should be 
available for customers subscribing to these tariffs The order instructed PUCO Staff to conduct workshop meetings to study the costs/benefits of deploying smart metering. 
These workshop meetings are in progress At this time, Duke Energy Ohio cannot predict the outcome of this proceeding 

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

Midwest /SO'S Establishment of an Ancil lary Services Market. On February 25. 2008, the FERC conditionally accepted the Midwest I S 0  proposal to implement a 
day-ahead and real-time ancillary services market (ASM). including a scarcity pricing proposal By approving the ASM proposal, the FERC essentially approved the transfer and 
consolidation of Balancing Authority for the entire Midwest 

Ohio Riser Leak Investigation. In April 2005, the PUCO issued an order opening a statewide investigation into riser leaks in gas pipeline systems throughout Ohio. The 

Ohio Smart Metering Evaluation. In December 2005, the PUCO initiated an investigation into implementing certain provisions of the Energy Policy Act of 2005, including 
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I S 0  area. This will allow the Midwest IS0 to determine operating reserve requirements and procure operating reserves from all qualified resources from an organized market, in 
place of the current system of local management and procurement of reserves by the 24 Balancing Authorities The Midwest IS0 delayed the ASM launch date, previously 
scheduled for September 9. 2008 to January 6.  2009 At this time, Duke Energy Ohio does not believe the establishment of the Midwest ASM will have a material impact on its 
consolidated results of operations, cash flows or financial position 

Commercial Power 
Reported results for Commercial Power are subject to volatility due to the over- or under-collection of certain costs, including fuel and purchased power, since Commercial 

Power is not subject to regulatory accounting pursuant to SFAS No 7 1 In addition, Commercial Power could be impacted by certain of the regulatory matters discussed above, 
including the Duke Energy Ohio electric rate filings 

FERC 203Application. On April 23, 2008 (supplemented on May 6, 2008), Duke Energy Ohio and certain affiliates filed an application with the FERC requesting approval 
to transfer Duke Energy Ohio's electric generating facilities, some of which are designated to serve Ohio customers, to affiliate companies. The FERC filing, if approved, does 
not obligate Duke Energy to make the transfer of the electric generating facilities. and does not impact Duke Energy Ohio's current rates On October 10, 2008, Duke Energy 
Ohio and affiliates filed a notice with the FERC reporting that Duke Energy Ohio is in settlement discussions with all parties in the Ohio proceeding regarding Duke Energy 
Ohio's application to establish an ESP, as discussed above. Duke Energy Ohio advised the FERC that it believes that in light of those discussions good cause exists for the 
FERC to extend the time to consider Duke Energy Ohio's Section 203 application On October 17, 2008, the FERC issued an order extending the time for the FERC to act on 
the application by 180 additional days, and ordered Duke Energy Ohio to inform the FERC of the status of settlement discussions by November 16, 2008. The settlement in 
Ohio has been agreed to by most parties and was filed with the PUCO on October 27. 2008 Pursuant to the settlement, if approved by the PUCO. Duke Energy Ohio agrees to 
withdraw that portion of its application for approval related to the transfer of its generating facilities designated to serve Ohio customers Acceptance of the settlement by the 
PUCO would constitute its approval of the transfer for the remaining generating facilities 

power customers and load serving entities, known collectively as the RPM Buyers, filed a complaint at FERC The complaint asks FERC to find that the results of the three 
transitional base residual auctions conducted by PJM to procure capacity for its RPM capacity market during the years 2008-2011 are unjust and unreasonable because, 
allegedly, they have produced excessive capacity prices, have failed to prevent suppliers from exercising market power, and have not produced benefits commensurate with 
costs In their complaint, the RPM Buyers propose revised, administratively determined auction clearing prices Certain Duke Energy Ohio revenues during the years 
2008-2011 are at risk, as Duke Energy Ohio planned to supply capacity to this markel. On July 11, 2008, Duke Energy Ohio filed a response to the complaint with the FERC. 
On September 19, 2008, the FERC issued an Order denying the Buyer's complaint The FERC dismissed the RPM Buyers' complaint, finding that, for the transition auctions, 
no party violated PJM's tariff and the prices determined during the auctions were in accordance with the tariff provisions governing the auctions On October 20, 2008, the RPM 
buyers filed a Request for Rehearing with the FERC that raised the same issues as in the initial complaint that was denied by the FERC 

12. Commitments and Contingencies 
Environmental 

These regulations can be changed from time to time, imposing new obligations on Duke Energy Ohio 

that are part of ongoing Duke Energy Ohio operations, sites formerly owned or used by Duke Energy Ohio entities, and sites owned by third parties Remediation typically 
involves management of contaminated soils and may involve groundwater remediation Managed in conjunction with relevant federal, state and local agencies, activities vary 
with site conditions and locations. remedial requirements. complexity and sharing of responsibility If remediation activities involve statutory joint and several liability provisions, 
strict liability, or cost recovery or contribution actions, Duke Energy Ohio or its affiliates could potentially be held 

PJM lnterconnection Reliability Pricing Model (RPM) Buyers' Complaint. On May 30, 2008, a group of public utility commissions, state consumer counsels, industrial 

Duke Energy Ohio is subject to federal, state and local regulations regarding air and water quality, hazardous and solid waste disposal and other environmental matters 

Remedialion Activities. Duke Energy Ohio and its affiliates are responsible for environmental remediation at various contaminated sites These indude some properties 
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responsible for contamination caused by other parties In some instances, Duke Energy Ohio may share liability associated with contamination with other potentially responsible 
parties, and may also benefit from insurance policies or contractual indemnities that cover some or all cleanup costs All of these sites generally are managed in the normal 
course of business or affiliate operations Management, in the normal course of business, continually assesses the nature and extent of known or potential 
environmental-related contingencies and records liabilities when losses become probable and are reasonably estimable 

Clean Water Ac t  316(b). The US. Environmental Protection Agency (EPA) finalized its cooling water intake structures rule in July 2004 The rule established aquatic 
protection requirements for existing facilities that withdraw 50 million gallons or more of water per day from rivers, streams, lakes, reservoirs, estuaries, oceans, or other U S. 
waters for cooling purposes. Three of six coal-fired generating facilities in which Duke Energy Ohio is either a whole or partial owner are affected sources under that rule On 
January 25. 2007. the U S Court ofAppeals for the Second Circuit issued its opinion in Riverkeeper, lnc v. €PA. Nos 04-6692-ag(L) et al (2d Cir 2007) remanding most 
aspects of the EPA's rule back to the agency. The court effectively disallowed those portions of the rule most favorable to industry, and the decision creates a great deal of 
uncertainty regarding future requirements and their timing On April 14, 2008, the U S Supreme Court issued an order granting review of the case and briefs were filed on 
July 14, 2008. Oral argument is scheduled for December 2, 2008 A decision is not likely until 2009 If the Supreme Court upholds the lower court decision, it is expected that 
costs will increase as a result of the court's decision although Duke Energy Ohio is unable to estimate its costs to comply 

Clean Airlntersfate Rule,(CAlR . The EPAfiialized its CAlR in May 2005 The CAlR was to have limited total annual and summertjme NOx emissions a,nd annual SO2 
emissions from electric generatin facihes across the Eastern U.S through a two-phased cap-and-trade program. Phase 1 was to be in in 2009 for NOX and in 2010 for SOz 
Phase 2 was to be in in 2015 for%oth NOx and SOz. On March 25 2008 the U S. Court of Appealsfor the District of Columbia (D C tircuit) heard oral ar ument in a case 
involvin multiple c%allen es to the CAlR On July 11 2008 the D C. Cirduit issued its decision in North Carolina v. €PA No. 05-1244 vacating the CAlR Ti(, EPAfiled a 
r t i t ion?or rehearin on .?e tember 24 2006,with thg D C Circuit asking the cou$,to reconsider various parts of its rulin vacatin CAIR, A decision is pending on that petition 

ubsequent to the ding of tRe rehearing petitions,,the D C Circuit ordered all Petitioners (including Duke Energy) to file griefs on?he petition for rehearing. The D C. Circuit 
directed the parties to address whether any arty is seeking vacatur of CAlR and whether the Court should stay its mandate until the EPA promulgates a revised rule Duke 
Energy has responded to the request accordi)ngly. The D C. Circuit's decisioi creates uncertainty regarding future NOx and SO2 emission reductions requirements and their 
timing. Although as a result of the decision there may be a delay in the timing of federal requirements to reduce emissions it is expected that electric sector emission reductions 
at least as stringent as those im osed by CAlR will be required in the near future through new federal rules and/or individhal state requirements. CAlR remains in effect until 
the Court issues its mandate wi ich will not be before it decides whether to grant'rehearing. Duke Ener y Ohio's plan had been to spend ap roximatel $150 million between 
2008 and 2012 to comply with Phase 1 of CAIR. It has not been determined how the cou? s decision wP affect these lanned expenditures gut each orthe states in which Duke 
Ener 
with #ase 2 of CAIR. Duke Energy Ohio receives par8al recovery of depreuation and financing costs rela?ed to envbronmenpal compliance projects for 2005-2008 through its 
RSP (see Note 11) 

Duke Energy Ohio is unable to estimate the costs to comply with any new rule the EPA or states may issue as a result of this decision See Note 8 for a discussion of the 
impacts of the D C Circuit Court's decision to vacate CAlR on the carrying value of emission allowances 

Clean A i r  Mercury Rule (CAMR). The EPA finalized its CAMR in May 2005 The CAMR was to have limited total annual mercury emissions from coal-fired power plants 
across the U.S. through a two-phased capand-trade program beginning in 2010 On February 8.  2008. the D C Circuit issued its opinion in New Jersey v. €PA, No 05-1097 
vacating the CAMR. Requests for rehearing were denied. The U S EPA and the Utility Air Regulatory Group have requested that the U S Supreme Court review the D C 
Circuit's decision. The D C. Circuit's decision creates uncertainty regarding future mercury emission reduction requirements and their timing, but makes it fairly certain that there 
will be a delay in the implementation of federal mercury requirements for existing coal-fired power plants At this point, Duke Energy Ohio is unable to estimate the costs to 
comply with any future mercury regulations that might result from the D C Circuit's decision 

synthetic caps and liners at existing and new CCP landfills and to convert CCP handling systems from wet to dry systems 

Ohio operates is considering adopting slate re ulations to address th,e court's decision Duke Ener y Ohio difnot ex ect to incur any significant costs for complying 

Coal Combustion Product (CCP) Management. Duke Energy Ohio currently estimates that it will spend approximately $50 million over the period 2008-2012 to install 
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Comprehensive Environmental Response, Compensation, and Liabil ity Ac t  Matter. In August 2008, Duke Energy Ohio received a notice from the EPA that it has 
been identified as a potentially responsible party under the Comprehensive Environmental Response, Compensation, and Liability Act at the LWD, Inc , Superfund Site in 
Calvert City, Kentucky At this time, Duke Energy Ohio does not have any further information regarding the scope of potential liability associated with this matter 

Extended Environmental Activities and  Accruals Included in Other within Deferred Credits and Other Liabilities on the Consolidated Balance Sheets were total 
accruals related to extended environmental-related activities of approximately $8 million as of both September 30, 2008 and December 31, 2007 These accruals represent 
Duke Energy Ohio's provisions for costs associated with remediation activities at some of its current and former sites, as well as other relevant environmental contingent 
liabilities Management, in the normal course of business, continually assesses the nature and extent of known or potential environmental-related contingencies and records 
liabilities when losses become probable and are reasonably estimable 

In November 1999, the U S brought a lawsuit in the U.S Federal District Court for the Southern District of Indiana against Duke Energy Ohio alleging various violations of 
the CAA at Duke Energy Ohio's W C  Beckjord and Miami Fort Stations Three northeast states and two environmental groups have intervened in the case A jury trial 
commenced on May 5,  2008 and jury verdict was returned on May 22, 2008. The jury found in favor of Cinergy. Duke Energy Ohio and Duke Energy Indiana. Inc on all but 
three units at Wabash River Additionally. the plaintiffs had claimed that Duke Energy Ohio violated an Administrative Consent Order entered into in 1998 between the EPA and 
Cinergy relating to alleged violations of Ohio's State Implementation Plan (SIP) provisions governing particulate matter at Duke Energy Ohio's W C Beckjord Station The judge 
previously granted summary judgment against Duke Energy Ohio with respect to this allegation and it will be considered during the February 2009 remedy phase as well 

Duke Energy Ohio has been informed by Dayton Power and Light (DP&L) that in June 2000, the EPA issued a Notice of Violation (NOV) to DP&L for alleged violations of 
CAA requirements at a station operated by DP&L and jointly-owned by DP&L, Columbus Southern Power Company (CSP). and Duke Energy Ohio The NOV indicated the EPA 
may issue an order requiring compliance with the requirements of the Ohio SIP, or bring a civil action seeking injunctive relief and civil penalties of up to $27,500 per day for 
each violation In September 2004, Marilyn Wall and the Sierra Club brought a lawsuit against Duke Energy Ohio, DP&L and CSP for alleged violations of the CAA at this same 
generating station. The parties reached an agreement to settle this matter in the form of a consent decree which was submitted for comment to the EPA and ultimately 
approved and entered by the court on October 23, 2008 The consent decree will not have a material adverse effect on Duke Energy Ohio's consolidated results of operations, 
cash flows or financial position 

Section 126 Petitions. In March 2004, the state of North Carolina filed a petition under Section 126 of the CAA in which it alleges that sources in 13 upwind states, 
including Ohio, significantly contribute to North Carolina's non-attainment with certain ambient air quality standards In August 2005, the EPA issued a proposed response to the 
petition The EPA proposed to deny the ozone portion of the petition based upon a lack of contribution to air quality by the named states The EPA also proposed to deny the 
particulate matter portion of the petition based upon the CAlR Federal Implementation Plan (FIP), that would address the air quality concerns from neighboring states On 
April 28, 2006, the EPA denied North Carolina's petition based upon the final CAlR FIP described above North Carolina has filed a legal challenge to the EPAs denial Briefing 
in that case is under wa At this time Duke Ener y Ohio cannot predict the outcome of this roceedin 

Carbon Dioxide (802) Litigation In July 2804 the states of Connecticut New York. California, Fowa, New Jersey, Rhode Island, Vermont, Wisconsin and the City of 
New York brought a lawsuit in the U S bistrict Court tor the Southern District o iNew York 
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against Ciner y American Electric Power Company Inc American Electric Power Service Corporation The Southern Company Tennessee Valley Authority and Xcel Energy 
Inc. A similar pawsuit was filed in the U S  District Cdurt fdr the Southern District of New York against th6 same companies by 0 kn S ace Institute Inc. Open Space 
Conservancy Inc. and The Audubon Society of New Hampshire. These lawsuits allege that the defendants' emissions of COz l o r n  tge combustioh of fossil fuels at electric 
generatin fablitie's contribute to lobal warmin and amount to a public nuisance., The com laints also allege that the defendants could generate the same amount of electricity 
while emiling si nificantly less C8z. The plaintifs are seeking an injunction re w ing  each fefendant to cap its COz emissions and then reduce them by a specified percentage 
each year foratgeast a decade. In September 2005. the District Court rantedqhe defendants' motion to dismiss the lawsuit. The plainJiffs have appealed this ruling to the 
Second Circuit Court of Ap eals Oral argu,ments were held before thesecond Circuit Court ofAppeals on June 7 2006. It is not possible to predict with certainty whether Duke 
Energy Ohio will incur any lability or to estimate the damages, if any, that Duke Energy Ohio might incur in connettion with this matter 

Zimmer Generating Sfafion (Zimmer Stationj Lawsuit In November 2004, a citizen of the Village of Moscow, Ohio, the town adjacent to Duke Energy Ohio's Zimmer 
Station, brought a purported class action in the U S District Court for the Southern District of Ohio seeking monetary damages and injunctive relief against Duke Energy Ohio 
for alleged violations of the CAA, the Ohio SIP, and Ohio laws against nuisance and common law nuisance The plaintiffs have filed a number of additional notices of intent to 
sue and two lawsuits raising claims similar to those in the original claim One lawsuit was dismissed on procedural grounds, and the remaining two have been consolidated On 
December 28, 2006, the District Court certified this case as a class action Discovery in the case continues At this time, Duke Energy Ohio cannot predict whether the outcome 
of this matter will have a material impact on its consolidated results of operations, cash flows or financial position Duke Energy Ohio intends to defend this lawsuit vigorously in 
court. 

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

Ohio Antitrust Lawsuit. In January 2008, four plaintiffs, including individual, industrial and non-profit customers, filed a lawsuit against Duke Energy Ohio in federal court 
in the Southern District of Ohio Plaintiffs allege that Duke Energy Ohio (then The Cincinnati Gas & Electric Company (CG&E)). conspired to provide inequitable and unfair price 
advantages for certain large business consumers by entering into non-public option agreements with such consumers in exchange for their withdrawal of challenges to Duke 
Energy Ohio's (then CG&Es) pending RSP, which was implemented in early 2005 Duke Energy Ohio denies the allegations made in the lawsuit Following Duke Energy 
Ohio's filing of a motion to dismiss plaintiffs' claims, plaintiffs amended their complaint on May 30, 2008 Plaintiffs now contend that the contracts at issue were an illegal rebate 
which violate antitrust and Racketeer Influenced and Corrupt Organizations (RICO) statutes. Defendants have again moved to dismiss the claims It is not possible to predict 
with certainty whether Duke Energy Ohio will incur any liability or to estimate the damages, if any, that Duke Energy Ohio might incur in connection with this matter 

Asbestos-related lnjuries and Damages Claims Duke Energy Ohio has been named as a defendant or co-defendant in lawsuits related to asbestos at its electric 
generating stations The impact on Duke Energy Ohio's consolidated results of operations, cash flows or financial position of these cases to date has not been material Based 
on estimates under varying assumptions concerning uncertainties, such as, among others: (i) the number of contractors potentially exposed to asbestos during construction or 
maintenance of Duke Energy Ohio's generating plants; (ii) the possible incidence of various illnesses among exposed workers; and (iii) the potential settlement costs without 
federal or other legislation that addresses asbestos tort actions, Duke Energy Ohio estimates that the range of reasonably possible exposure in existing and future suits over 
the foreseeable future is not material This estimated range of exposure may change as additional settlements occur and claims are made and more case law is established 

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

Oiher Litigation and  Legal  Proceedings Duke Energy Ohio and its subsidiaries are involved in other legal, tax and regulatory proceedings arising in the ordinary course 
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Duke Energy Ohio has exposure to certain legal matters that are described herein. As of September 30, 2008 and December 31, 2007, Duke Energy Ohio has recorded 
insignificant reserves for these proceedings and exposures Duke Energy Ohio expenses legal costs related to the defense of loss contingencies as incurred 

Other Commitments and Contingencies 

that may or may not be recognized on the Consolidated Balance Sheets 
Genera/ Duke Energy Ohio enters into various fixed-price, non-cancelable commitments to purchase or sell power (tolling arrangements or power purchase contracts) 

13. Fair Value of Financial Assets and Liabilities 

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

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

Duke Energy Ohio determinesfair value of financial assets and liabilities based on the following fair value hierarchy, as prescribed by SFAS No. 157, which prioritizes the 
inputs to valuation techniques used to measure fair value into three levels: 

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

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

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

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

On January 1, 2008, Duke Energy Ohio adopted SFAS No 157, "Fair Value Measurements" (SFAS No 157) Duke Energy Ohio's adoption of SFAS No 157 is currently 

26 

Source. Duke Energy Ohio, In, 1042, November 13, 2008 



Table of Contents 
PART I 

DUKE ENERGY OHIO, INC 
Notes To llnaudited Consolidated Financial Statements-(Continued) 

The following table provides the fair value measurement amounts for assets and liabilities recorded in both current and non-current Unrealized gains on mark-to-market 
and hedging transactions and Unrealized losses on mark-to-market and hedging transactions on Duke Energy Ohio's Consolidated Balance Sheets at fair value at 
September 30, 2008 Amounts presented in the table below exdude cash collateral amounts which are disclosed separately in Note 1 

Total Fair Value 
Amounts at 

September 30,2008 Level 1 Level 2 Level 3 
____ _I_ 

I! millions)_ 
U! 
$ 123 

-\ 1 li- -A 1 ! I  
__- -_ -- - - ~ _ _ _ _  - ____ - - - - -  -_ 

--$-To $ - -  
p d p t i o n  -_-I _-I_ _-i __ -_L=:ll- 
Derlva~lve-assets - __ ___ ______ - $ 133 
b t i v e  liabilities -- -___ _- - __ - - P--_ iz-7~~~ - 2 ~ 7 ~ 5 1 ~  ---_ $--T ~t -- -~-rm 

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

Rollforward of Level 3 Measurements 

Derivatives (net) 

FaTance;? ~ p ~ b ~ 0 ~ 2 ~ 0 8  - _ $- - I_: 3 8  I 

I I 1 Pk-tax %muxsTnc ludam t& Consolidated Statements of Operations related to Level 3 I 
I 1 

$ (4) 
I 1 - measurements -- outstanding - - at SeEember 30, 2008 

' _I Fuelledln eIg@r~c generation and purchased powepEon-regulated i r  --I r- --E2 
- - - - - - - - - - - - - Revenue, ___-_ non-regulated ________ electric aEd-oPier __ 

. ~ . . .  ..... ~ .... 
R : SR ' 

~ . n ~ ~ i - . . ~ - _ -  ..... . .. . . .... .. . . . .. .. . . 

The valuation method of the primary fair value measurements disclosed above is as follows: 

spread), credit or non-performance risk (after reflecting credit enhancements such as collateral) and discounted to present value The primary difference between a Level 2 and 
a Level 3 measurement has to do with the level of activity in forward markets for the commodity If the market is relatively inactive, the measurement is deemed to be a Level 3 
measurement. Some commodity derivatives are NYMEX contracts, which Duke Energy Ohio classifies as Level 1 measurements 

Commodity derivatives: The pricing for commodity derivatives is primarily a calculated value which incorporates the forward price and is adjusted for liquidity (bid-ask 
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14. New Accounting Standards 

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

SFAS No 157 Refer to Note 13 for a discussion of Duke Energy Ohio's adoption of SFAS No 157 
SFAS No 159 Refer to Note 13 for a discussion of Duke Energy Ohio's adoption of SFAS No. 159. 
FSP No FIN 39- 1. Refer to Notes 1 and 10 for a discussion of Duke Energy Ohio's adoption of FSP No FIN 39-1 
The following new accounting standards have been issued, but have not yet been adopted by Duke Energy Ohio as of September 30, 2008: 
SFAS No 141 (revised 2007), "Business Combinations"(SFAS No 141R) In December 2007, the FASB issued SFAS No 141R. which replaces SFAS No 141, 

"Business Combinations" SFAS No. 141R retains the fundamental requirements in SFAS No 141 that the acquisition method of accounting be used for all business 
combinations and that an acquirer be identified for each business combination. This statement also establishes principles and requirements for how an acquirer recognizes and 
measures in its financial statements the identifiable assets acquired, the liabilities assumed, any noncontrolling (minority) interests in an acquiree, and any goodwill acquired in 
a business combination or gain recognized from a bargain purchase For Duke Energy Ohio, SFAS No. 141R must be applied prospectively to business combinations for which 
the acquisition date occurs on or after January 1 ,  2009. The impact to Duke Energy Ohio of applying SFAS No. 141R for periods subsequent to implementation will be 
dependent upon the nature of any transactions within the scope of SFAS No. 141R. SFAS No 141R changes the accounting for income taxes related to prior business 
combinations, such as Duke Energy's merger with Cinergy Subsequent to the effective date of SFAS No 141R, the resolution of tax contingencies relating to Cinergy that 
existed as of the date of the merqer will be required to be reflected in the Consolidated Statements of Operations instead of beinq reflected as an adiustment to the purchase 
price via an adjustment to gooddl .  

issued SFAS No 161, which amends and expands the disclosure requirements for derivative instruments and hedging activities prescribed by SFAS No. 133, "Accounting for 
Derivative Instrumenls and Hedging Activities " SFAS No 16 1 requires qualitative disclosures about objectives and strategies for using derivatives, quantitative disclosures 
about fair value amounts of and gains and losses on derivative instruments, and disclosures about credit-risk-related contingent features in derivative agreements Duke Energy 
Ohio will adopt SFAS No. 161 as of January 1. 2009 and SFAS No. 161 encourages, but does not require, comparative disclosure for eariier periods at initial adoption The 
adoption of SFAS No. 161 will not have any impact on Duke Energy Ohio's consolidated results of operations, cash flows or financial position 

15. Income Taxes and Other Taxes 

SFAS No 161, "Disclosures about DeHvative instruments and Hedging Act iv i t iesan amendment to FASB Statement No 133"(SFAS No 167) In March 2008, the FASB 

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

recognized, would affect the effective tax rate Additionally, at September 30, 2008, Duke Energy Ohio has approximately $7 million of unrecognized tax benefits related to 
pre-merger tax positions that. if recognized prior to the adoption of SFAS No 141 R. would affect goodwill It is reasonably possible that Duke Energy Ohio will reflect an 
approximate $35 million reduction in unrecognized tax benefits within the next twelve months due to expected settlements 

At September 30, 2008, Duke Energy Ohio has approximately $46 million recorded for unrecognized tax benefits and no portion of the total unrecognized tax benefits, if 

Duke Energy Ohio has the following tax years open: 

Jurisdiction Tax Years 
Federal 2000 and aHer 
State Closed through 2001, with the exception of any adjustments related to open federal years 
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The effective tax rate for the three months ended September 30, 2008 was approximately 28% as compared to the effective tax rate of approximately 37% for the same 
period in 2007 The decrease in the effective tax rate for the three months ended September 30, 2008 is due primarily to adjustments related to prior year tax returns The 
effective tax rate for the nine months ended September 30, 2008 was approximately 37% as compared to the effective tax rate of approximately 38% for the same period in 
2007 

As of September 30, 2008 and December 31, 2007, approximately $80 million and $27 million, respectively, of deferred income taxes were included in Other within 
Current Assets in the Consolidated Balance Sheets. At September 30, 2008, this balance exceeded 5% of total current assets. 

Excise Taxes. Certain excise taxes levied by state or local governments are collected by Duke Energy Ohio from its customers. These taxes, which are required to be 
paid regardless of Duke Energy Ohio's ability to collect from the customer, are accounted for on a gross basis. When Duke Energy Ohio acts as an agent, and the tax is not 
required to be remitted if it is not collected from the customer, the taxes are accounted for on a net basis Duke Energy Ohio's excise taxes accounted for on a gross basis and 
recorded as Operating Revenues in the accompanying Consolidated Statements of Operations were approximately $27 million for both the three months ended September 30, 
2008 and 2007, respectively, and approximately $95 million and $93 million for the nine months ended September 30, 2008 and 2007, respectively 

16. Comprehensive Income and Total Comprehensive Income 
Comprehensive Income Comprehensive income includes net income and all other non-owner changes in equity The table below provides the components of other 

comprehensive income and total comprehensive income for the three months ended September 30, 2008 and 2007. Components of other comprehensive income and total 
comprehensive income for the nine months ended September 30, 2008 and 2007 are presented in the Consolidated Statements of Common Stockholder's Equity and 
Comprehensive Income. 

Total Comprehensive (Loss) Income 

Three Months Ended 
September 30, 

(a) 

(b) 

17. Subsequent Events 

Cash flow hedges, net of $6 million tax expense and $4 million tax benefit for the three months ended September 30, 2008 and 2007, respectively 

Pension and OPEB-related Adjustments to AOCI. net of an insignificant tax expense for each of the three months ended September 30, 2008 and 2007 

For information on subsequent events related to debt and credit facilities, regulatory matters and commitments and contingencies, see Notes 5. 11 and 12, respectively 
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Item 2. Management's Discussion and Analysis of Financial Condition and Results of Operations. 

INTRODUCTION 
Management's Discussion and Anajysis should be read in conjunction with the Unaudited Consolidated Financial Statements 
Duke Energy Ohio, Inc (Duke Energy Ohio) is a wholly-owned subsidiary of Cinergy Corp. (Cinergy). Cinergy is a wholly-owned subsidiary of Duke Energy Corporation 

(Duke Energy) Duke Energy Ohio's principal lines of business include generation, transmission and distribution of electricity. the sale of andlor transportation of natural gas, 
and energy marketing 

BASIS OF PRESENTATION 

10-Q 

DUKE ENERGY OHIO 

The results of operations and variance discussion for Duke Energy Ohio is presented in a reduced disclosure format in accordance with General Instructions H(2) of Form 

Nine Months Ended 
September 30, 

Increase 
2008 2007 (Decrease) 

- -_ - - _ _ ~ _ _ _  
- - -- _ _ _  - - - ._ Operating revenues 

Operating ezpenses 2,224 2,243- (19) 

Operating income - - - ~ -~ 1 1 42@L-i L?ET-L__ '  47i 

Gains (losses) on sales of other as& and oiher, n e t  -1 I- I I 4 ~ 1 a : ~ 2 1  i x z ~  E 

Interest expense -_ -- I __ - - - - _-:_ 133-1 - r:-L :cDi 

- -  
- - _- -~ 

1 22 __ 23 
~ 

1?i7231 - - - 
Other income and expenses, net - __ . 

- -  
r - ~ ~ n ~ - :  -7 - 1- 3287 7 

I _ --z---&T2?6T---$ i m4 I_ - la--- - -32 

- - - ._______ -___- 
__ - - - _____-_ - - - - - _I 

Income before income taxes 
Income tax expense 1 4-1 124 

Net income 

- -  
- _- -- 

- - __ __ - - -  
The $32 million increase in Duke Energy Ohio's Net Income was pnmanly due to the following factors 

Operating Revenues The decrease was pnmanly due to 

* A $36 million decrease in volumes of coal sales due to expiration of contracts, 

- A $22 million decrease in retail electric revenues primarily due to lower retail pricing principally related to timing of collections on the Fuel and Purchased Power rider of 
the Rate Stabilization Plan (RSP), net of increased amortization of purchase accounting valuation liability of the RSP, 

A $2 1 million decrease due to milder weather in 2008 compared to 2007, and 

* A $19 million decrease in wholesale electric revenues due to lower generation volumes primarily resulting from higher plant outages and lower hedge realization in 
2008 compared to 2007 

Partially offsetting these decreases were: 

- A $23 million increase in regulated fuel revenues driven mainly by higher natural gas costs, 

* A $ 1  3 million increase due to implementation of new gas rates in Ohio, 

* A $9 million increase related to the Demand Side Management (DSM) rider implemented in the third quarter of 2007, and 

+ An $8 million increase in Ohio electric base transmission due to a change in the Transmission Cost Recovery rider 

Operating Expenses The decrease was primarily due to 

* A $52 million decrease due primarily to lower sulfur dioxide emission allowance expenses due to installation of flue gas desulphurization equipment and lower 
generation volumes resulting from increased plant outages in 2008 as compared to 2007. 

A $36 million decrease in expenses associated with coal sales due to expiration of contracts, * 
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A $27 million decrease in fuel expense due to mark-to-market gains on nonqualifying fuel hedge contracts of $73 million in 2008 compared to gains of $46 million in 
2007, 

A $20 million decrease in other post-employment benefits due to an adjustment to the liability recorded for these benefits, 

- A $13 million decrease in corporate governance and administrative costs, partially offset by higher plant maintenance expenses resulting from increased plant outages 
in 2008 as compared to 2007, 

- A $13 million decrease in short-term incentive costs, and 

- A $7 million decrease in retail fuel and purchased power expenses due to realized gains from the settlement of certain fuel contracts, partially offset by higher 
purchased power as a result of increased plant outages 

Partially offsetting these decreases were: 

An $82 million impairment of emission allowances due to the invalidation of the Clean Air Interstate Rule in July 2008, 

- A $34 million increase due to storm restoration work for damage caused by Hurricane Ike, 

- A $23 million increase in regulated fuel expense primarily due to higher natural gas costs, and 

- 
Gains (Losses) on Sales of OtherAssefs and Other, nef The increase is attributable to gains on sales of emission allowances in 2008 compared to losses on sales of 

A $12 million increase in regulatory amortization of the Ohio DSM costs and regulatory transition charge 

emission allowances in 2007 Gains in 2008 were primarily a result of sales of zero cost basis emission allowances Losses in 2007 were a result of sales of emission 
allowances acquired in connection with Duke Energy's merger with Cinergy in April 2006 which were written up to fair value as part of purchase accounting 

Income Tax Expense Income Tax Expense increased primarily as a result of higher pre-tax income. 

MATTERS IMPACTING FUTURE RESULTS AND OTHER MATTERS 

outstanding is 2 0 times one-month London Interbank Offered Rate (LIBOR). While Duke Energy Ohio intends to refund and refinance these tax exempt auction rate bonds, the 
timing of such refinancing transactions is uncertain and subject to market conditions 

Duke Energy Ohio has approximately $440 million of auction rate pollution control bonds outstanding. The maximum auction rate for these pollution control bonds 

Duke Energy Ohio evaluates the carrying amount of its recorded goodwill for impairment under the guidance of SFAS No 142, "Goodwill and Ofher lnfangible Assets". As 
the fair value of each of Duke Energy Ohio's reporting units exceeded their respective carrying values at August 31, 2008, Duke Energy Ohio did not record any impairment 
charges in the third quarter of 2008 as a result of its annual impairment test. However, in light of recent market and economic events, management is reassessing the potential 
for any impairments to recorded goodwill balances These assessments are in their early stages and management cannot yet predict the outcome, but it is possible that the 
current assessments could result in goodwill impairments being recorded at one or more reporting units 
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Item 4. Controls and Procedures. 

Disclosure Controls and Procedures 

reports it files or submits under the Securities Exchange Act of 1934 (Exchange Act) is recorded, processed, summarized, and reported. within the time periods specified by the 
Securities and Exchange Commission's (SEC) rules and forms 

disclosed by Duke Energy Ohio in the reports it files or submits under the Exchange Act is accumulated and communicated to management, including the Chief Executive 
Officer and Chief Financial Officer, as appropriate, to allow timely decisions regarding required disclosure 

effectiveness of its disclosure controls and procedures (as such term is defined in Rule 13a- 15(e) and 15d-l5(e) under the Exchange Act) as of September 30, 2008. and, 
based upon this evaluation. the Chief Executive Officer and Chief Financial Officer have concluded that these controls and procedures are effective in providing reasonable 
assurance of compliance 

Changes in Internal Control over Financial Reporting 
Under the supervision and with the participation of management, including the Chief Executive Officer and Chief Financial Officer, Duke Energy Ohio has evaluated 

changes in internal control over financial reporting (as such term is defined in Rules 13a-l5(f) and 15d-l5(f) under the Exchange Act) that occurred during the fiscal quarter 
ended September 30, 2008 and other than the third quarter financial system changes described below, have concluded that no change has materially affected, or is reasonably 
likely to materially affect, internal control over financial reporting 

During the third quarter of 2008, Duke Energy Ohio converted the general ledger and consolidation systems to those currently used by other Duke Energy operations. 
Additionally, Duke Energy Ohio implemented a new income tax system and upgraded the asset accounting system. These system changes are a result of an evaluation of 
previous systems and related processes to support evolving operational needs, and are not the result of any identified deficiencies in the previous systems. Duke Energy Ohio 
reviewed the implementation effort as well as the impact on Duke Energy Ohio's internal control over financial reporting and where appropriate. made changes to internal 
controls over financial reporting to address these system changes 

Disclosure controls and procedures are controls and other procedures that are designed to ensure that information required to be disclosed by Duke Energy Ohio in the 

Disclosure controls and procedures include, without limitation, controls and procedures designed to provide reasonable assurance that information required to be 

Under the supervision and with the participation of management. including the Chief Executive Officer and Chief Financial Officer, Duke Energy Ohio has evaluated the 
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Item 1. Legal Proceedings 

Consolidated Financial Statements, "Regulatory Matters" and Note 12 to the Consolidated Financial Statements, "Commitments and Contingencies." 
For information regarding legal proceedings that became reportable events or in which there were material developments in the third quarter of 2008, see Note 1 1  to the 

Item I A .  Risk Factors 
In addition to the other information set forth in this report. careful consideration should be given to the factors discussed in Part I, "Item 1A. Risk Factors" in Duke Energy 

Ohio's Annual Report on Form 10-K for the year ended December 31, 2007, which could materially affect Duke Energy Ohio's financial condition or future results. In addition to 
the risk factors included in Duke Energy Ohio's Annual Report on Form 10-K for the year ended December 31, 2007, Duke Energy Ohio has identified the following risk factor 
as of September 30,2008: 

Current Levels of Market Volatility are Unprecedented 
The capital and credit markets have been experiencing extreme volatility and disruption. In recent months, the volatility and disruption have reached unprecedented levels. 

In some cases, the markets have exerted downward pressure on stock prices and credit capacity for certain issuers If current levels of market disruption and volatility continue 
or worsen, Duke Energy Ohio may be forced to meet its other liquidity needs by further drawing upon contractually committed lending agreements primarily provided by global 
banks, although there is no assurance that the commitments made by lenders under Duke Energy's master credit facility will be available if needed due to the recent turmoil 
throughout the financial services industry This could require Duke Energy Ohio to seek other funding sources However, under such extreme market conditions, there can be 
no assurance other funding sources would be available or sufficient. 

Energy Ohio's financial condition andlor results of operations. 
Additional risks and uncertainties not currently known to Duke Energy Ohio or that Duke Energy Ohio currently deems to be immaterial also may adversely affect Duke 
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item 6. Exhibits 

(a) Exhibits 
Exhibits filed or furnished herewith are designated by an asterisk (') 

Exhibit 
Number 

'31.1 

*31.2 

*32 1 

'32.2 

Certification of the Chief Executive Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 

Certification of the Chief Financial Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 

Certification Pursuant to 18 U S C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 

Certification Pursuant to 18 U S  C Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 

The total amount of securities of the registrant or its subsidiaries authorized under any instrument with respect to long-term debt not filed as an exhibit does not exceed 
10% of the total assets of the registrant and its subsidiaries on a consolidated basis The registrant agrees, upon request of the Securities and Exchange Commission, to 
furnish copies of any or all of such instruments to it. 
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SIGNATURES 

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned 
thereunto duly authorized. 

Date: November 13, 2008 

DUKE ENERGY OHIO, INC 

Is/ DAVID L. HAUSER 

Date: November 13, 2008 

David L Hauser 
Group Executive and 
Chief Financial Office! 

1st STEVEN K YOUNG 

Steven K Young 
Senior Vice President and 

Controller 
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EXHIBIT 31.1 

CERTIFICATION OF THE CHIEF EXECUTIVE OFFICER 
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002 

I, James E Rogers, certify that: 

1)  

2) 

I have reviewed this quartetly report on Form 10-Q of Duke Energy Ohio, Inc ; 

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary l o  make the statements made, in 
light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report; 

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition, 
results of operations and cash flows of the registrant as of, and for, the periods presented in this report; 

The registrant's other certifying offcer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 
13a-l5(e) and 15d-I5(e)) and internal control over financial reporting (as defined in Exchange Acts Rules 13a-l5(f) and 15d-l5(f)) for the registrant and have: 

a) 

3) 

4) 

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that 
material information relating to the registrant, including its consolidated subsidiaries. is made known to us by others within those entities. particularly during the 
period in which this report is being prepared; 

Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide 
reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally 
accepted accounting principles; 

Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the 
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and 

Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most recent fiscal quarter (the 
registrant's fourth fiscal quarter in the case of an annual report) that has materially affected. or is reasonably likely to materially affect, the registrant's internal 
control over financial reporting; and 

b) 

c) 

d) 

5) The registrant's other certifying offcer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting. to the registrant's auditors 
and the audit committee of the registrant's board of directors (or persons performing the equivalent functions): 

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely 
affect the registrant's ability to record, process, summarize and report financial information: and 

Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal control over financial 
reporting 

b) 

Date: November 13,2008 

/s/ JAMES E. ROGERS 
James E Rogers 

Chief Executive Offcer 
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EXHIBIT 31.2 

CERTIFICATION OF THE CHIEF FINANCIAL OFFICER 
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002 

I, David L. Hauser, certify that: 

1) 

2) 

I have reviewed this quarterly report on Form la-Q of Duke Energy Ohio, Inc ; 

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in 
light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report; 

Based on my knowledge, the financial statements, and other financial information included in this report. fairly present in all material respects the financial condition. 
results of operations and cash flows of the registrant as of, and for, the periods presented in this report; 

The registrant's other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 
13a-l5(e) and 15d-I5(e)) and internal control over financial reporting (as defined in Exchange Acts Rules 13a-l5(f) and 15d-l5(f)) for the registrant and have: 

a) 

3) 

4) 

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that 
malerial information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities. particularly during the 
period in which this report is being prepared; 

Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide 
reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally 
accepted accounting principles; 

Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the 
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and 

Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most recent fiscal quarter (the 
registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant's internal 
control over financial reporting; and 

b) 

c) 

d) 

5)  The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting. to the registrant's auditors 
and the audit committee of the registrant's board of directors (or persons performing the equivalent functions): 

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely 
affect the registrant's ability to record, process, summarize and report financial information; and 

Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal control over financial 
reporting 

b) 

Date: November 13. 2008 

/ s /  DAVID L. HAUSER 
David L Hauser 

Group Executive and 
Chief Financial OMcer 

Source Duke Energy Ohio, In, 10-0, November 13, 2008 



EXHIBIT 32.1 

CERTIFICATION PURSUANT TO 
18 U.S.C. SECTION 1350, 

AS ADOPTED PURSUANT TO 
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

In connection with the Quarterly Report of Duke Energy Ohio, Inc ("Duke Energy Ohio") on Form 10-Q for the period ending September 30, 2008 as filed with the 
Securities and Exchange Commission on the date hereof (the "Report"). I, James E. Rogers, Chief Executive Offtcer of Duke Energy Ohio, certify, pursuant to 18 U S.C section 
1350, as adopted pursuant to section 906 of the Sarbanes-Oxley Act of 2002, that: 

( 1 )  

(2) 

The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and 

The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of Duke Energy Ohio 

lsl JAMES E. ROGERS 
James E. Rogers 

Chief Executive Offtcer 
November 13, 2008 

Source Duke Energy Ohio, In, lo-Q, November 13, 2008 



EXHIBIT 32.2 

CERTIFICATION PURSUANT TO 
18 U.S.C. SECTION 1350, 

AS ADOPTED PURSUANT TO 
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

In connection with the Quarterly Report of Duke Energy Ohio, lnc. ("Duke Energy Ohio") on Form 10-61 for the period ending September 30, 2008 as filed with the 
Securities and Exchange Commission on the date hereof (the "Report"), I, David L Hauser, Group Executive and Chief Financial Officer of Duke Energy Ohio. certify. pursuant 
to 18 U.S.C. section 1350, as adopted pursuant to section 906 of the Sarbanes-Oxley Act of 2002, that: 

(1) 

(2) 

The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and 

The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of Duke Energy Ohio 

Is/ DAVID L. HAUSER 
_I-_ 

David L Hauser 
Group Executive and Chief Financial Officer 

November 13,2008 

Created by 1 OICWizard wvav. 1 0KWizard.com 

Source Duke Energy Ohio, In, 10-Q, November 13, 2008 

http://0KWizard.com
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This document includes forward-looking statements within the meaning of 
Section 27A of the Securities Act of 1933 and Section 21E of the Securities 
Exchange Act of 19.34 Forward-looking statements are based on manage- 
ment's beliefs and assumptions These forward-looking statements are identified 
by terms and phrases such as "anticipate," "believe," "intend," "estimate," 
"expect," "continue," "should," "could," "may," "plan," "project," "predict," ''willl" 
"potential," "forecast," "target," and similar expressions Forward-looking state- 
ments involve risks and uncertainties that may cause actual results to be 
materially different from the results predicted Factors that could cause actual 
results to differ materially from those indicated in any forward-looking statement 
include, but are not limited to: 

State and federal legislative and regulatory initiatives, including costs of 
compliance with existing and future environmental requirements; 

State and federal legislative and regulatory initiatives and rulings that 
affect cost and investment recovery or have an impact on rate struc- 
tures; 

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

Industrial, commercial and residential growth in Duke Energy Ohio, Inc 's 
(Duke Energy Ohio) service territories; 

Additional competition in electric markets and continued industry con- 
solidation; 

The influence of weather and other natural phenomena on Duke Energy 
Ohio's operations, including the economic, operational and other effects 
of tornados, droughts and other natural phenomena; 

rates; 

electric transmission system constraints; 

The results of financing efforts, including Duke Energy Ohio's ability to 
obtain financing on favorable terms, which can be affected by various 
factors, including Duke Energy Ohio's credit ratings and general 
economic conditions; 

funding requirements of Duke Energy Ohio for Cinergy Corp 's defined 
benefit pension plans; 

The level of credit worthiness of counterparties to Duke Energy Ohio's 
transactions; 

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

* Growth in opportunities for Duke Energy Ohio's business units, including 
the timing and success of efforts to develop domestic power and other 
projects; and 

The effect of accounting pronouncements issued periodically by account- 
ing standard-setting bodies 

In light of these risks, uncertainties and assumptions, the events 
described in the forward4ooking statements might not occur or might occur to 
a different extent or at a different time than Duke Energy Ohio has described 
Duke Energy Ohio undertakes no obligation to publicly update or revise any 
forward-looking statements, whether as a result of new information, future 
events or otherwise 

The timing and extent of changes in commodity prices and interest 

Unscheduled generation outages, unusual maintenance or repairs and 

* The performance of electric generation facilities; 

Declines in the market prices of equity securities and resultant cash 



PART I I  FINANCIAL INFORMATION 

DUKE ENERGY OHIO, INC. 
CONSOLIDATED STATEMENTS OF OPERATIONS 

(Unaudited) 
(In millions) 

Item 1. Financial Statements. 

Three Months Six Months 
Ended Ended 

June 30, June 30, 
2008 2007 2008 2007 

Operating Revenues 
Nan-regulated electric and other $454 $422 $ 846 $ 768 
Regulated electric 228 2.33 470 464 
Regulated natural gas 113 108 470 447 

Total operating revenues 795 763 1,786 1,679 

Fuel used in electric generation and purchased power 170 260 347 485 
Cost of natural gas and coal sold 49 69 299 324 
Operation, maintenance and other 184 182 366 367 
Depreciation and amortization 100 95 199 188 
Property and other taxes 62 62 135 135 

Total operating expenses 565 668 1,346 1,499 

46 (11) 
Operating Income 263 95 486 169 
Other Income and Expenses, net 6 8  15 17 

Operating Expenses 

Gains (Losses) on Sales of Other Assets and Other, net 33 - 

Interest Expense 23 22 49 45 

Income Tax Expense 89 32 162 55 
Income Before Income Taxes 246 81 452 141 

Net Income $157 $ 49 $ 290 $ 86 

See Notes to Unaudited Consolidated Financial Statements 

3 



PART I 

DUKE ENERGY OHIO, INC. 
CONSOLIDATED BALANCE SHEETS 

(Unaudited) 
(In millions) 

June 30, December 31, 
2008 2007 

ASSETS 
Current Assets 

Cash and cash equivalents $ 32 $ 33 

and $3 at December 31,2007) 263 334 
Inventory 228 212 
Unrealized gains on mark-to-market and hedging transactions 152 22 
Other 56 94 

Total current assets 731 695 

Receivables (net of allowance for doubtful accounts of $4 at June 30, 2008 

Investments and Other Assets 
Restricted funds held in trust 60 62 
Goodwill 2,325 2,325 
Intangibles, net 514 551 
Unrealized gains on mark-to-market and hedging transactions 95 17 
Other 29 33 

Total investments and other assets 3,023 2,988 

cost 9,812 9,577 
Less accumulated depreciation and amortization 2,213 2,097 

Net property, plant and equipment 7,599 7,480 

Deferred debt expense 23 23 

Other 351 401 
Total regulatory assets and deferred debits 471 514 

Total Assets $11,824 $11,677 

Property, Plant and Equipment 

Regulatory Assets and Deferred Debits 

Regulatory assets related to income taxes 97 90 

See Notes to Unaudited Consolidated Financial Statements 
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PART I 

DUKE ENERGY OHIO, INC. 
CONSOLIDATED BALANCE SHEETS-(Continued) 

(Unaudited) 
(In millions, except share and per-share amounts) 

June 30, December 31, 
2008 2007 

LIABILITIES AND COMMON STOCKHOLDER'S EQUITY 
Current Liabilities 

Accounts payable $ 617 $ 602 

Taxes accrued 156 172 
interest accrued 23 24 
Current maturities of long-term debt 6 126 
Unrealized losses on mark-to-market and hedging transactions 109 24 
Other 94 86 

Total current liabilities 1,013 1,223 

Long-term Debt 1,807 1,810 

Deferred Credits and Other Liabilities 
Deferred income taxes 1,492 1,436 
Investment tax credits 15 16 
Accrued pension and other post-retirement benefit costs 291 259 
Unrealized losses on mark-to-market and hedging transactions 66 25 
Asset retirement obligations 33 31 
Other 282 343 

Total deferred credits and other liabilities 2,179 2,110 

Notes payable 8 189 

Commitments and Contingencies 

Common Stockholder's Equity 
Common stock, $8.50 par value; 120,000,000 shares authorized and 89,663,086 shares outstanding at 

June 30,2008 and December 31, 2007 762 762 
Additional paid-in capital 5,570 5,570 
Retained earnings 517 227 
Accumulated other comprehensive loss (24) (25) 

Total common stockholder's equity 6,825 6,534 

Total Liabilities and Common Stockholder's Equity $1 1,824 $11,677 

See Notes to Unaudited Consolidated Financial Statements 
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PART I 

DUKE ENERGY OHIO, INC. 
CONSOLIDATED STATEMENTS OF CASH FLOWS 

(Unaudited) 
(In millions) 

Six Months Ended 
June 30. 

2008 2007 
CASH FLOWS FROM OPERATING ACTIVITIES 

Net income 
Adjustments to reconcile net income to net cash provided by operating activities: 

Depreciation and amortization 
(Gains) losses on sales of other assets and other, net 
Deferred income taxes 
Regulatory asset/liability amortization 
Accrued pension and other postretirement benefit costs 
Contribution to company-sponsored pension and other postretirement benefit plans 
(Increase) decrease in: 

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

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

Regulatory asset/liability deferrals 
Other assets 

$290 

201 
(46) 
47 
11 
14 
__ 

(153) 
94 
(4) 
88 

37 
(23) 

7 
(14) 
34 

$ 86 

188 
11 

(18) 
13 
21 

(83) 

9 
92 
12 

Other liabilities (44) (4) 
Net cash provided by operating activities 539 308 

Capital expenditures (285) (302) 
Purchases of emission allowances (8) (14) 
Sales of emission allowances 56 24 
Change in restricted funds held in trust 3 15 
Other (1) - 

Net cash used in investing activities (235) (277) 

CASH FLOWS FROM INVESTING ACTIVITIES 

CASH FLOWS FROM FINANCING ACTIVITIES 
Redemption of long-term debt (124) (3) 
Notes payable to affiliate, net (181) 53 

(135) Dividends to parent __ 
29 Capital contribution from parent - 

Net cash used in financing activities (305) (56) 
Net decrease in cash and cash equivalents (1) (25) 
Cash and cash equivalents at beginning of period 33 45 
Cash and cash equivalents at end of period $ 32 $ 20 

Supplemental Disclosures 
Significant non-cash transactions: 

Purchase accounting adjustments $ - $ (8) 
Accrued capital expenditures $ 31 $ 26 

See Notes to Unaudited Consolidated Financial Statements 
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PART I 

DUKE ENERGY OHIO, INC. 
CONSOLIDATED STATEMENTS OF COMMON STOCKHOLDER'S EQUITY AND COMPREHENSIVE INCOME 

(Unaudited) 
(In millions) 

Accumulated Other Comprehensive 
Income (Loss) 

Net Gains 
Additional (Losses) on 

Common Paid-in Retained Cash Flow SFAS No. 158 
Stock Capital Earnings Hedges Adjustment Total 

Balance at December 31, 2006 $762 $5,601 $ 55 W 6 )  $6,380 

- 86 

8 

__ 86 __ __ Net income 
Other comprehensive income 

__ 8 Cash flow hedgesu __ - - 

Total comprehensive income 94 
29 Capital contribution from parent - 29 
(8) (8) Push-down accounting adjustments - 

Adoption of SFAS No. 158-measurement date 
__ (3)  __ (2) (5) provision __ 

__ (135) Dividend to parent 
Balance at June 30, 2007 $762 $5,576 $ 49 $(28) $(4) $6,355 

__ - - 
__ - __ 

- (46) (89) - 

Balance at December 31, 2007 $762 $5,570 $227 9 3 2 )  $ 7  $6,534 

Net income - _I 290 __ 290 
Other comprehensive income 

1 

Total comprehensive income 291 

Balance at June 30, 2008 $762 $5,570 $517 $(31) $ 7  $6,825 

(a) 
ib) 

_. 

- 1 Cash flow hedgescbl __ - - 

Net of $4 tax expense in 2007 
Net of $1 tax expense in 2008. 

See Notes to Unaudited Consolidated Financial Statements 
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PART I 

DUKE ENERGY OHIO, INC. 
Notes To Unaudited Consolidated Financial Statements 

1. Basis of Presentation 

1837, is a wholly-owned subsidiary of Cinergy Corp. (Cinergy). Cinergy is a wholly-owned subsidiary of Duke Energy Corporation (Duke 
Energy). Duke Energy Ohio is a combination electric and gas public utility company that provides service in the southwestern portion of 
Ohio and through its wholly-owned subsidiary, Duke Energy Kentucky, Inc. (Duke Energy Kentucky), in nearby areas of Kentucky, as well 
as unregulated electric generation in parts of Ohio, Illinois, Indiana and Pennsylvania. Duke Energy Ohio’s principal lines of business 
include generation, transmission and distribution of electricity, the sale of and/or transportation of natural gas, and energy marketing. 
Duke Energy Kentucky’s principal lines of business include generation, transmission and distribution of electricity as well as the sale of 
and/or transportation of natural gas. Except where separately noted, references to Duke Energy Ohio herein relate to the consolidated 
operations of Duke Energy Ohio, including its wholly-owned subsidiary Duke Energy Kentucky. These Unaudited Consolidated Financial 
Statements include, after eliminating intercompany transactions and balances, the accounts of Duke Energy Ohio and all majority-owned 
subsidiaries where Duke Energy Ohio has control, as well as Duke Energy Ohio’s proportionate share of certain generation and trans- 
mission facilities in Ohio, Kentucky and Indiana. 

[he United States of America (US.) for interim financial information and with the instructions to Form 10-Q and Regulation S-X. Accord- 
ingly, these Consolidated Financial Statements do not include all of the information and footnotes required by GAAP for annual financial 
statements. Because the interim Consolidated Financial Statements and Notes do not include all of the information and footnotes required 
by GAAP for annual financial statements, the Consolidated Financial Statements and other information included in this quarterly report 
should be read in conjunction with the Consolidated Financial Statements and Notes in Duke Energy Ohio’s Form 10-K for the year ended 
December 31,2007. 

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

llse of Estimates. To conform to GAAP in the US., management makes estimates and assumptions that affect the amounts 
: c y ( n t  led in the Consolidated Financial Statements and Notes. Although these estimates are based on management’s best available 
Ikriowledge at the time, actual results could differ. 

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

Duke Energy Ohio adopted FSP No. FIN 39-1. In accordance with FSP No. FIN 39-1, Duke Energy Ohio offsets fair value amounts (or 
amounts that approximate fair value) recognized on its Consolidated Balance Sheets related to cash collateral amounts receivable or 
payable against fair value amounts recognized for derivative instruments executed with the same counterparty under the same master 
netting agreement. Prior to the adoption of FSP No. FIN 39-1, Duke Energy Ohio offset the fair value amounts recognized for derivative 
instruments executed with the same counterparty under the same master netting agreement in accordance with FIN 39, “Offsetting of 
Amounts Related to Certain Contracts,” but presented cash collateral on a gross basis within the Consolidated Balance Sheets. At 
.June 30, 2008 and December 31, 2007, Duke Energy Ohio had receivables related to the right to reclaim cash collateral of approx- 
imately $16 million and $5 million, respectively, and had payables related to obligations to return cash collateral of approximately $82 
million and an insignificant amount, respectively, that have been offset against net derivative positions in the Consolidated Balance 
Sheets. Duke Energy Ohio had insignificant cash collateral receivables and payables under master netting arrangements that have not 
been offset against net derivative positions at June 30, 2008 or December 31, 2007. 

Unbilled Revenue. Revenues on sales of electricity and gas are recognized when either the service is provided or the product is 
delivered. Unbilled revenues are estimated by applying an average revenue per kilowatt hour or per thousand cubic feet (Mcf) for all cus- 
tomer classes to the number of estimated kilowatt hours or Mcf‘s delivered but not billed. The amount of unbilled revenues can vary sig- 

Nature of Operations and Basis of Consolidation. Duke Energy Ohio, Inc. (Duke Energy Ohio), an Ohio corporation organized in 

These Consolidated Financial Statements have been prepared in accordance with generally accepted accounting principles (GAAP) in 

Netting of Cash Collateral and Derivative Assets and Liabilities Under Master Netting Arrangements. On January 1, 2008, 
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PART I 

DUKE ENERGY OHIO, INC. 
Notes To Unaudited Consolidated Financial Statements-(Continued) 

nificantly period to period as a result of factors including seasonality, weather, customer usage patterns and customer mix. {Jnbilled rev- 
enues, which are included in Receivables on the Consolidated Balance Sheets, primarily relate to wholesale sales at Commercial Power 
and were approximately $57 million and $38 million at June 30, 2008 and December 31, 2007, respectively. Additionally, receivables for 
unbilled revenues of approximately $104 million and $145 million at June 30, 2008 and December 31, 2007, respectively, related to 
retail accounts receivable at Duke Energy Ohio and Duke Energy Kentucky are included in the sales of accounts receivable to Cinergy 
Receivables Company, LLC (Cinergy Receivables). Duke Energy Ohio and Duke Energy Kentucky sell, on a revolving basis, nearly all of 
their retail accounts receivable and related collections to Cinergy Receivables, a bankruptcy remote, special purpose entity that is a 
wholly-owned limited liability company of Cinergy. The securitization transaction was structured to meet the criteria for sale treatment 
under Statement of Financial Accounting Standards (SFAS) No. 140, “Accounting for Transfers and Servicing of Financial Assets and 
Extinguishments of Liabilities-a replacement of FASB Statement No. 125,” and, accordingly, Cinergy does not consolidate Cinergy Receiv- 
ables and the transfers of receivables are accounted for as sales. 

Other Regulatory Assets and Deferred Debits. The state of Ohio passed comprehensive electric deregulation legislation in 
1999, and in 2000, the Public Utilities Commission of Ohio (PUCO) approved a stipulation agreement relating to Duke Energy Ohio‘s tran- 
sition plan creating a Regulatory Transition Charge (RTC) designed to recover Duke Energy Ohio’s generation-related regulatory assets 
and transition costs over a ten-year period beginning January 1, 2001 and ending December 2010. Accordingly, application of SFAS 
No. 71, “Accounting for Certain Types of Regulation” (SFAS No. 711, was discontinued for the generation portion of Duke Energy Ohio‘s 
business. Duke Energy Ohio has a RTC related regulatory asset balance of approximately $191 million and $239 million as of June 30, 
2008 and December 31, 2007, respectively, which is classified in Other Regulatory Assets and Deferred Debits on the Consolidated 
Balance Sheets. 

2. Business Segments 

Duke Energy Ohio operates the following business segments, which are considered reportable business segments under SFAS 
No. 131, “Disclosures about Segments of an Enterprise and Related Information”: Franchised Electric and Gas and Commercial Power. 
Duke Energy Ohio’s chief operating decision maker regularly reviews financial information about each of these business segments in 
deciding how to allocate resources and evaluate performance. There is no aggregation within Duke Energy Ohio’s reportable business 
segments. 

Franchised Electric and Gas, which conducts operations primarily through Duke Energy Ohio and its wholly-owned subsidiary Duke 
Energy Kentucky, generates, transmits, distributes and sells electricity in southwestern Ohio and northern Kentucky, as well as transports 
and sells natural gas in southwestern Ohio and northern Kentucky. 

Commercial Power owns, operates and manages non-regulated power plants and engages in the wholesale marketing and procure- 
ment of electric power, fuel and emission allowances related to these plants as well as other contractual positions. Commercial Power’s 
generation asset fleet consists of Duke Energy Ohio’s non-regulated generation in Ohio and five Midwestern gas-fired non-regulated gen- 
eration assets that were transferred from Duke Energy in connection with Duke Energy’s merger with Cinergy in April 2006. Commercial 
Power‘s assets comprise approximately 7,600 megawatts of power generation primarily located in the Midwestern U S .  The asset portfo- 
lio has a diversified fuel mix with baseload and mid-merit coal-fired units as well as combined cycle and peaking natural gas-fired units. 
Most of the generation asset output in Ohio has been contracted through the rate stabilization plan (RSP) (see Note 10). 

The remainder of Duke Energy Ohio’s operations is presented as Other. While it is not considered a business segment, Other primar- 
ily includes certain allocated governance costs (see Note 8). 

Duke Energy Ohio’s reportable segments offer different products and services and are managed separately as business units. 
Accounting policies for Duke Energy Ohio’s segments are the same as those described in the Notes to the Consolidated Financial State- 
ments in Duke Energy Ohio’s Annual Report on Form 10-K for the year ended December 31, 2007. Management evaluates segment per- 
formance based on earnings before interest and taxes from continuing operations (EBIT). On a segment basis, EBIT excludes 
discontinued operations and represents all profits from continuing operations (both operating and non-operating and excluding corporate 
governance c.osts) before deducting interest and taxes. 

Cash, cash equivalents, and short-term investments, if any, are managed centrally by Duke Energy, so the interest and dividend 
income on those balances are excluded from segment EBIT. Transactions between reportable segments, if any, are included in segment 
EBIT. 
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PART I 

DUKE ENERGY OHIO, INC. 
Notes To Unaudited Consolidated Financial Statements-(Continued) 

Business Segment Data 

llnaff iliated 
Revenueslal 

Three Months Ended June 30, 2 0 0 8  
Franchised Electric and Gas $ 341 

Segment EBIT/ 
Consolidated Income Depreciation 

Before income and 
Taxes Amortization 

(in millions) 

$ 41 $ 58 
Commercial Power 454 242 42 

Total reportable segments 795 283 100 
- (19) 

(23) 
5 

Other - 
Interest expense __ 
Interest income and other __ 

__ 
__ 

Total consolidated $ 795 $246 $100 

Three Months Ended June 30, 2 0 0 7  
Franchised Electric and Gas $ 341 $ 50 $ 54 
Commercial Power 422 67 41 

Total reportable segment 763 117 95 
Other (21) 

(22) Interest expense - 
7 Interest income and other I 

- 
- 
- 

Total consolidated $ 763 $ 81 $ 95 

Six Months Ended June 30, 2008 
Franchised Electric and Gas $ 940 $1 38 $116 
Commercial Power 846 387 83 

Total reportable segment 1,786 525 199 
Other 
Interest expense __ 
Interest income and other __ 

Total consolidated $1,786 $452 $199 

__ (37) 
(49) 
13 

__ 
__ 
__ 

Six Months Ended June 30, 2007 
Franchised Electric and Gas $ 911 $129 $107 
Commercial Power 768 80 81 

Total reportable segment 1,679 209 188 
- (39) 

(45) 
16 

Other - 
Interest expense __ 
Interest income and other __ 

__ 
__ 

Total consolidated $1,679 $141 $188 

(a) There were no intersegment revenues for the three and six months ended June 30, 2008 and 2007 

Duke Energy Ohio’s chief operating decision maker does not regularly review any asset information at a business segment level in 
deciding how to allocate resources 
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PART I 

DlJKE ENERGY OHIO, INC. 
Notes To Unaudited Consolidated Financial Statements-(Continued) 

Segment Assets 

Franchised Electric and Gas 
Commercial Power 

Total reportable segments/consolidated assets 

June 30, December 31, 
2008 2007 

(in millions) 
$ 5,463 $ 5,530 

6,361 6,147 

$11,824 $11,677 

3. Sales of Other Assets 

For the three months ended June 30, 2008, the sale of other assets resulted in approximately $44 million in proceeds and net 
pre-tax gains of approximately $33 million recorded in Gains (Losses) on Sales of Other Assets and Other, net on the Consolidated State 
ments of Operations. For the six months ended June 30, 2008, the sale of other assets resulted in approximately $60 million in proceeds 
and net pre-tax gains of approximately $46 million recorded in Gains (Losses) on Sales of Other Assets and Other, net on the Con- 
solidated Statements of Operations. These amounts primarily relate to Commercial Power's sales of zero cost basis emission allowances. 

For the three months ended June 30, 2007, the sale of other assets resulted in approximately $2 million in proceeds and net pre-tax 
gains of an insignificant amount recorded in Gains (Losses) on Sales of Other Assets and Other, net on the Consolidated Statements of 
Operations. For the six months ended June 30, 2007, the sale of other assets resulted in approximately $24 million in proceeds and net 
pre-tax losses of approximately $1 1 million recorded in Gains (Losses) on Sales of Other Assets and Other, net on the Consolidated 
Statements of Operations. These amounts primarily relate to Commercial Power's sales of emission allowances acquired in connection 
with Duke Energy's merger with Cinergy in April 2006, which were written up to fair value as part of purchase accounting 

4. Inventory 

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

Coal held for electric generation 
Materials and supplies 
Natural gas 

Total inventory 

June 30, December 31, 

(in millions) 
$ 97 $ 77 

69 66 
62 69 

$228 $212 

2008 2007 

- - 

- - - ~ 

5. Debt and Credit Facilities 

Money Pool Arrangement. Duke Energy Ohio and its wholly-owned subsidiary, Duke Energy Kentucky, receive support for their 
short-term borrowing needs through their participation with Duke Energy and other Duke Energy subsidiaries in a money pool arrange- 
ment. Under this arrangement, those companies with short-term funds may provide short-term loans to affiliates participating under this 
arrangement. The money pool is structured such that Duke Energy Ohio and Duke Energy Kentucky separately manage their cash needs 
and working capital requirements. Accordingly, there is no net settlement of receivables and payables of Duke Energy Ohio and Duke 
Energy Kentucky, as each of these entities independently participate in the money pool. As of .June 30, 2008, Duke Energy Ohio had net 
receivables of approximately $6 million, which are classified within Receivables in the accompanying Consolidated Balance Sheets, and 
Duke Energy Kentucky had net borrowings of approximately $8 million, which are classified within Notes payable in the accompanying 
Consolidated Balance Sheets. As of December 31, 2007, Duke Energy Ohio and Duke Energy Kentucky had combined net borrowings of 
approximately $189 million, which are classified within Notes payable in the accompanying Consolidated Balance Sheets. During the six 
months ended June 30, 2008 and 2007, the $181 million decrease and $53 million increase in the money pool borrowings, respectively, 
are reflected in Notes payable to affiliate, net within Net cash used in financing activities on the Consolidated Statements of Cash Flows. 
During the six months ended June 30, 2008, the $6 million increase in the money pool receivables is reflected in Other within Net cash 
used in investing activities on the Consolidated Statements of Cash Flows. 
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At .June 30, 2008 and December 31, 2007, approximately $96 million of certain pollution control bonds, which are short-term obliga- 
tions by nature, are classified as Long-term Debt on the Consolidated Balance Sheets due to Duke Energy Ohio's intent and ability to uti- 
lize such borrowings as long-term financing. Duke Energy's credit facilities with non-cancelable terms in excess of one year as of the 
balance sheet date give Duke Energy Ohio the ability to refinance these short-term obligations on a long-term basis. 

Available Credit Facilities and Restrictive Debt Covenants. In March 2008, Duke Energy entered into an amendment to its 
$2.65 billion master credit facility whereby the borrowing capacity was increased by $550 million to $3.2 billion. Pursuant to the amend- 
ment, the additional credit capacity of $550 million specifically increased the borrowing sub limit for Duke Energy Ohio (excluding Duke 
Energy Kentucky) by $250 million to $750 million. In May 2008, Duke Energy reallocated the borrowing sub limits under the master credit 
facility and reduced Duke Energy Ohio's borrowing sub limit by $50 million to $700 million. The borrowing sub limit of Duke Energy Ken- 
tucky did not change. 

The amount available to Duke Energy Ohio and Duke Energy Kentucky under their sublimits to Duke Energy's master credit facility is 
reduced by borrowings through the money pool arrangement, issuances of letters of credit and other borrowings. 

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

6. Employee Benefit Obligations 

periodic benefit costs as allocated by Cinergy were as follows 
Duke Energy Ohio participates in pension and other post-retirement benefit plans sponsored by Cinergy Duke Energy Ohio's net 

Qualified Pension Benefit+) 
Other Post-retirement Benefits(b1 

Three Months Ended Six Months Ended 
June 30, June 30, 

2008 2007 2008 2007 
(in millions) 

_ _ _ - - ~  

$4 $3 $6 $7 
$2 $3 $5 $5 

(a) 

(b) 

These amounts exclude approximately $1 million and $4 million for the three months ended June 30, 2008 and 2007, respectively, and approximately $2 million 
and $7 million for the SIX months ended June 30, 2008 and 2007, respectively, of regulatory asset amortization resulting from purchase accounting. 
These amounts exclude approximately $1 million for each of the three months ended June 30, 2008 and 2007, respectively, and approximately $1 million and $2 
million for the six months ended June 30, 2008 and 2007, respectively, of regulatory asset amortization resulting from purchase accounting 

Duke Energy's policy is to fund amounts for its I JS .  qualified pension plans on an actuarial basis to provide assets sufficient to meet 
benefit payments to be paid to plan participants. Duke Energy did not require Duke Energy Ohio to make contributions to the legacy Cin- 
ergy qualified or non-qualified pension plans during the three and six months ended June 30, 2008 and Duke Energy does not anticipate 
requiring Duke Energy Ohio to make contributions to the legacy Cinergy qualified or non-qualified pension plans during the remainder of 
2008. During the six months ended .June 30, 2007, approximately S.350 million of qualified pension plan contributions were made to the 
legacy Cinergy qualified pension plans, of which approximately $83 million represents contributions made by Duke Energy Ohio. Addition- 
ally, Duke Energy Ohio participates in Cinergy sponsored employee savings plans that cover substantially all Duke Energy Ohio employ 
ees. Duke Energy Ohio made its proportionate share of pre-tax employer matching contributions of approximately $2 million and $3 
million during the three and six months ended June 30, 2008, respectively Duke Energy Ohio made its proportionate share of pre-tax 
employer matching contributions of approximately $1  million and $2 million during the three and six months ended June 30, 2007, 
respectively. 
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7. Goodwill and Intangibles 

Carrying Amount of Goodwill 

was reflected in the Commercial Power segment and $1,137 million was reflected in the Franchised Electric and Gas segment. 
The carrying amount of goodwill as of both June 30, 2008 and December 31, 2007 was $2,325 million, of which $1,188 million 

Intangible Assets 

The carrying amount and accumulated amortization of intangible assets as of June 30, 2008 and December 31, 2007 are as fol- 
lows: 

Emission allowances 
Gas, coal, and power contracts 
Other 

Total gross carrying amount 

Accumulated amortization-gas, coal, and power contracts 
Accumulated amortization-other 

Total accumulated amortization 

Total intangible assets, net 

June 30, December 31, 
2008 2007 

[in millions) 
$338 $365 

271 271 
9 9 

618 645 

(99) (89) 
(5) (5) 

(104) (94) 

$514  $551 

~ __ 

- - 

- - 

- __ 

- - - - 

Emission allowances in the table above include emission allowances which were recorded at fair value on the date of Duke Energy’s 
merger with Cinergy and emission allowances purchased by Duke Energy Ohio. Additionally, Duke Energy Ohio is allocated certain zero 
cost emission allowances on an annual basis. The carrying value of emission allowances sold or consumed during the three months 
ended June 30, 2008 and 2007 were $26 million and $33 million, respectively. The carrying value of emission allowances sold or con- 
sumed during the six months ended June 30, 2008 and 2007 were $42 million and $100 million, respectively See Note 3 for discussion 
of gains and losses on sales of emission allowances at Commercial Power during the three and six months ended June 30, 2008 and 
2007. 

Amortization expense for gas, coal and power contracts and other intangible assets for the three months ended June 30, 2008 and 
2007 was approximately $4 million and $13 million, respectively. Amortization expense for gas, coal and power contracts and other 
intangible assets for the six months ended June 30, 2008 and 2007 was approximately $10 million and $25 million, respectively. 

(CAIR). See Note 11 for a discussion of the decision. Duke Energy Ohio is currently evaluating the effect of the decision on the carrying 
value of emission allowances held by its non-regulated businesses. Based on current market prices for sulfur dioxide ( S O z )  allowances, 
and the uncertainty associated with future federal requirements to reduce emissions, management believes that it is possible that Duke 
Energy Ohio may incur an impairment of the carrying value of emission allowances held by Commercial Power of up to $100 million in the 
third quarter of 2008. This current estimate is based on total allowances held by Commercial Power as of June 30, 2008 compared to 
amounts projected to be utilized in operations through 2037. 

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

Intangible Liabilities 

In connection with the Duke Energy and Cinergy merger, Duke Energy Ohio recorded an intangible liability of approximately $1  13 
million associated with the market based standard service offer (MBSSO) in Ohio, which is being recognized in earnings over the remain- 
ing regulatory period that ends on December 31, 2008. The carrying amount of this intangible liability was approximately $34 million and 
$67 million at June 30, 2008 and December 31, 2007, respectively. Duke Energy Ohio also recorded approximately $56 million of 
intangible liabilities associated with other power sale contracts in connection with the merger. The carrying amount of this intangible 
liability was approximately $19 million and $22 million at .June 30, 2008 and December 31, 2007, respectively. During the three and six 
months ended June 30, 2008, Duke Energy Ohio amortized approximately $18 million and $36 million, respectively, to income related to 
these intangible liabilities. During the three and six months ended June 30, 2007, Duke Energy Ohio amortized approximately $10 million 
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and $14 million, respectively, to income related to these intangible liabilities. Intangible liabilities are classified as Other Deferred Credits 
and Other Liabilities on the Consolidated Balance Sheets. 

8. Related Party Transactions 

Duke Energy Ohio engages in related party transactions, which are generally performed at cost and in accordance with the appli- 
cable state and federal commission regulations. Balances due to or due from related parties included in the Consolidated Balance Sheets 
as of June 30, 2008 and December 31, 2007 are as follows: 

Current assets due from affiliated companies(al(b) 
Noncurrent assets due from affiliated companies(c) 
Current liabilities due to affiliated companies(aI(d1 
Net deferred tax liabilities to Duke Energy(aI(e1 

June 30, December 31, 
2008 2007 

(in millions) 
$ 44 $ 58 
$ 1  $ -  
$ (308) $ (266) 
$11,457) $(I ,401) 

(a1 

(bl 

(cl 

(dl 

(el 

Balances exclude assets or liabilities associated with accrued pension and other past-retirement benefits, Cinergy Receivables and money pool arrangements, all 
of which are discussed below. 
Of the balance at June 30, 2008, approximately $36 million is classified as Receivables, approximately $7 million is classified as Other within Current Assets, and 
approximately $1 million is classified as Unrealized gains on mark-tomarket and hedging transactions within Current Assets on the Consolidated Balance Sheets. 
The balance at December 31, 2007 is classified as Receivables on the Consolidated Balance Sheets. 
The balance at June 30, 2008 is classified as Unrealized gains on mark-to-market and hedging transactions within Investments and Other Assets on the Con- 
solidated Balance Sheets 
Of the balance at June 30, 2008, approximately $(297) million is classified as Accounts payable and approximately S(ll1 million is classified as Taxes accrued on 
the Consolidated Balance Sheets. Of the balance at December 31,2007, approximately $(2561 million is classified as Accounts payable and approximately $(IO) 
million is classified as Taxes accrued on the Consolidated Balance Sheets. 
Of the balance at June 30, 2008, approximately $(1,4651 million is classified as Deferred income taxes, approximately S(151 million is classified as Investment tax 
credits, and approximately $23 million is classified as Other within Current Assets on the Consolidated Balance Sheets. Of the balance at December 31, 2007, 
approximately $(1,409) million is classified as Deferred income taxes, approximately S(161 million is classified as Investment tax credits, and approximately $24 
million is classified as Other within Current Assets on the Consolidated Balance Sheets. 

Duke Energy Ohio is allocated its proportionate share of corporate governance and other costs by a consolidated affiliate of Duke 
Energy and a consolidated affiliate of Cinergy. Corporate governance and other shared services costs are primarily allocations of corpo- 
rate costs, such as human resources, legal and accounting fees, as well as other third party costs. The expenses associated with certain 
allocated corporate governance and other service costs for Duke Energy Ohio, which are recorded in Operation, maintenance and other 
within Operating Expenses on the Consolidated Statements of Operations were approximately $59 million and $60 million for the three 
months ended June 30, 2008 and 2007, respectively, and approximately $120 million and $1  16 million for the six months ended 
June 30, 2008 and 2007, respectively. 

Duke Energy Ohio incurs expenses related to its property insurance coverage through Bison Insurance Company Limited, Duke 
Energy's wholly-owned captive insurance subsidiary. These expenses, which are recorded in Operation, maintenance and other within 
Operating Expenses on the Consolidated Statements of Operations, were approximately $3 million and $10 million for the three months 
ended June 30, 2008 and 2007, respectively, and approximately $7  million and $14 million for the six months ended June 30, 2008 and 
2007, respectively. Additionally, Duke Energy Ohio records income associated with the rental of office space to a consolidated affiliate of 
Duke Energy. Rental income was approximately $3 million for each of the three months ended .June 30, 2008 and 2007, respectively, 
and approximately $5 million for each of the six months ended .June 30, 2008 and 2007, respectively. 

and is allocated its proportionate share of expenses associated with these plans (see Note 6). Additionally, Duke Energy Ohio has been 
allocated accrued pension and other post-retirement benefit obligations from Ciriergy of approximately $300 million at June 30, 2008 and 
approximately $266 million at December 31, 2007. These amounts have been classified in the Consolidated Balance Sheets as follows. 

Duke Energy Ohio participates in Cinergy's qualified pension plan, non-qualified pension plan and other post-retirement benefit plans 

June 30, December 31, 
2008 2007 

Other current liabilities 
Accrued pension and other post-retirement benefit costs 
Other deferred credits and other liabilities 

(in millions) 
$ 5  $ 5  
$291 $259 
$ 4  $ 2  
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As discussed in Note 1, certain trade receivables have been sold by Duke Energy Ohio to Cinergy Receivables. The proceeds 
obtained from the sales of receivables are largely cash, but do include a subordinated note from Cinergy Receivables for a portion of the 
purchase price. This subordinated note is classified as Receivables in the Consolidated Balance Sheets and was approximately $107 mil- 
lion and $189 million, as of June 30, 2008 and December 31, 2007, respectively. The interest income associated with the subordinated 
note, which is recorded in Other Income and Expenses, net on the Consolidated Statements of Operations, was approximately $4  million 
and $5 million for three months ended June 30, 2008 and 2007, respectively, and approximately $12 million and $13 million for the six 
months ended June 30, 2008 and 2007, respectively. 

During the second quarter of 2007, Duke Energy Ohio received a $29 million capital contribution from its parent, Cinergy. Addition- 
ally, during the second quarter of 2007, Duke Energy Ohio paid dividends to its parent, Cinergy, of $135 million. 

As discussed further in Note 5, Duke Energy Ohio participates in a money pool arrangement with Duke Energy and other Duke 
Energy subsidiaries. The expenses associated with money pool activity, which are recorded in Interest Expense on the Consolidated 
Statements of Operations, were an insignificant amount and approximately $1  million for the three months ended June 30, 2008 and 
2007, respectively, and approximately $1 million and $3  million for the six months ended June 30, 2008 and 2007, respectively. 

9. Risk Management Instruments 

Duke Energy Ohio offsets fair value amounts (or amounts that approximate fair value) recognized on its Consolidated Balance Sheets 
related to cash collateral amounts receivable or payable against fair value amounts recognized for derivative instruments executed with 
the same counterparty under the same master netting agreement. Amounts presented in the table below exclude cash collateral amounts 
which are disclosed separately in Note 1. 

The following table shows the carrying value of Duke Energy Ohio's derivative portfolio as of June 30, 2008, and December 31, 
2007. 

As discussed in Note 1, on January 1, 2008, Duke Energy Ohio adopted FSP No. FIN 39-1. In accordance with FSP No. FIN 39-1, 

Net Derivative Portfolio Assets (Liabilities) reflected in the Consolidated Balance Sheets: 

Hedging 
Undesignated 

Total 

June 30, December 31, 
2008 2007 

(in millions) 
$ (28) $(23) 

166 7 

$138 316) 
- - 

~ ~ __ ~ 

The amounts in the table above represent the combination of assets and (liabilities) for unrealized gains and losses on 

The $1 59 million increase in the undesignated derivative portfolio fair value is due primarily to unrealized mark-to-market gains within 

Commodity Cash Flow Hedges. As of June 30, 2008, approximately $45 million of the pre-tax unrealized net losses on derivative 

mark-to-market and hedging transactions on Duke Energy Ohio's Consolidated Balance Sheets. 

Commercial Power, primarily as a result of higher coal prices. 

instruments related to commodity cash flow hedges included on the Consolidated Balance Sheet in Accumulated Other Comprehensive 
Loss are expected to be recognized in earnings during the next 12 months as the hedged transactions occur. However, due to the vola- 
tility of the commodities markets, the corresponding values in Accumulated Other Comprehensive Loss will likely change prior to their 
reclassification into earnings. 

No gains or losses due to hedge ineffectiveness were recorded during the three and six months ended June 30, 2008 and 2007, 
respectively. The amount recognized for transactions that no longer qualified as cash flow hedges was insignificant for the three and six 
months ended June 30, 2008 and .June 30, 2007, respectively. 

See Note 12 for additional information related to the fair value of Duke Energy Ohio's derivative instruments 
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10. Regulatory Matters 

Regulatory Merger Approvals 

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

*The PUCO required that Duke Energy Ohio provide (i) a rate reduction of approximately $15 million for one year to facilitate eco- 
nomic development in a time of increasing rates and market prices and (ii) a reduction of approximately $21 million to its gas and 
electric consumers in Ohio for one year, with both credits beginning January 1, 2006. During the first quarter of 2007, Duke 
Energy Ohio completed its merger related rate reductions and filed a report with the PUCO to terminate the merger credit riders. 
Approximately $2 million of the rate reductions was passed through to customers during the six months ended June 30, 2007. 

The KPSC required that Duke Energy Kentucky provide $8  million in rate reductions to its customers over five years, ending when 
new rates are established in the next rate case after January 1, 2008. Approximately $1 million of the rate reduction was passed 
through to customers during the three and six months ended June 30, 2008, respectively. Approximately less than $1  million and 
$ 1  million of the rate reduction was passed through to customers during the three and six months ended .June 30, 2007, 
respectively. 

The FERC approved the merger without conditions. 

Franchised Electric and Gas 

Rate Related Information. The KPSC approves rates for retail electric and gas services within the Commonwealth of Kentucky. 
The PUCO approves rates and market prices for retail gas and electric service within the state of Ohio, except that non-regulated sellers 
of gas and electric generation also are allowed to operate in Ohio (see "Commercial Power" below). The FERC approves rates for electric 
sales to wholesale customers served under cost-based rates. 

Duke Energy Ohio Nectric Rate Filings. Duke Energy Ohio operates under a RSP, a MBSSO approved by the PUCO in November 
2004. In March 2005, the Office of the Ohio Consumers' Council (OCC) appealed the PUCO's approval of the MBSSO to the Supreme 
Court of Ohio which issued its decision in November 2006. It upheld the MBSSO in virtually every respect but remanded to the PUCO on 
two issues. The Supreme Court of Ohio ordered the PUCO to support a certain portion of its order with reasoning and record evidence 
and to require Duke Energy Ohio to disclose certain confidential commercial agreements with other parties previously requested by the 
OCC. Duke Energy Ohio has complied with the disclosure order. 

ruling provided for continuation of the existing rate components, including the recovery of costs related to new pollution control equip- 
ment and capacity costs associated with power purchase contracts to meet customer demand, but provided customers an enhanced 
opportunity to avoid certain pricing components if they are served by a competitive supplier. The ruling also attempted to modify the 
statutory requirement that Duke Energy Ohio transfer its generating assets to an exempt wholesale generator (EWG) and ordered Duke 
Energy Ohio to retain ownership for the remainder of the RSP period. The ruling also incorrectly implied that Duke Energy Ohio's non- 
residential RTC will terminate at the end of 2008. On November 23, 2007, Duke Energy Ohio filed an application for rehearing on the 
portions of the PUCO's ruling relating to whether certain pricing components may be avoided by customers, the right to transfer generat- 
ing assets, and the termination date of the RTC. On December 19, 2Q07, the PUCO issued its Entry OR Rehearing granting in part and 
denying in part Duke Energy Ohio's Application for Rehearing, Among other things, the PUCO modified and clarified the applicability of 
various rate riders during customer shopping situations. It also clarified that the residential RTC terminates at the end of 2008 and 
that the nonresidential RTC terminates at the end of 2010 and agreed to give further consideration to whether Duke Energy Ohio may 
transfer its generating assets to an EWG. 

decision on remand regarding Duke Energy Ohio's RSP. The October 2007 order permits non-residential customers to avoid certain 
charges associated with the costs of Duke Energy Ohio standing ready to serve such customers if they return after being served by 
another supplier. Duke Energy Ohio believes the PUCO exceeded its authority in modifying the charges that may be avoided, resulting in 

In October 2007, the PUCO issued its ruling affirming the MBSSO, with certain modifications, and maintaining the current price. The 

On February 15, 2008, Duke Energy Ohio filed a notice of appeal with the Ohio Supreme Court challenging a portion of the PUCO's 
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Duke Energy Ohio having to subsidize Ohio's competitive electric market. Duke Energy Ohio has asked the Ohio Supreme Court to 
reverse the PUCO ruling and require that non-residential customers pay the charges associated with Duke Energy Ohio standing ready to 
serve them should they return from a competitive supplier. On March 28, 2008, Duke Energy Ohio voluntarily withdrew its appeal. The 
OCC filed a notice of appeal challenging the PUCOs October 2007 decision as unlawful and unreasonable. The QCC and Ohio Partners for 
Affordable Energy (OPAE) also filed appeals from the PUCO's November 20, 2007 order approving Duke Energy Ohio's MBSSO riders. 
Duke Energy Ohio has intervened in each appeal. Pending the Ohio Supreme Court's consideration of its initial appeal, the OCC requested 
that the PUCO stay implementation of the Infrastructure Maintenance Fund charge to be collected from customers approved in the 
October 2007 order. The Commission denied the OCC's request and the OCC filed a similar request with the Ohio Supreme Court. On 
.July 9, 2008, the court denied the OCC's request to stay implementation of the Infrastructure Maintenance Fund. On April 30, 2008, the 
Ohio Supreme Court granted Duke Energy Ohio's motion to intervene in the OCC's appeal. At this time, Duke Energy Ohio cannot predict 
whether the Ohio Supreme Court will reverse the PUCO's decision. Additionally, Duke Energy Ohio cannot predict the outcome of the 
MBSSO rider appeal; however, Duke Energy Ohio does not anticipate the resolution of this matter will have a material impact on its results 
of operations, cash flows or financial position. 

New legislation (SB 221) was passed on April 23, 2008 and signed by the Governor of Ohio on May 1, 2008. The new law codifies 
the PUCO's authority to approve an electric utility's standard service offer through an electric security plan (ESP), which would allow for 
pricing structures similar to the current MBSSO. Electric utilities are required to file an ESP and may also file an application for a market 
rate option at the same time. The market rate option is a price determined through a competitive bidding process. If a market rate option 
price is approved, the utility would blend in the MBSSO or ESP price with the market rate option price over a six- to ten-year period, sub- 
ject to the PUCO's discretion. SB 221 provides for the PUCO to approve non-by-passable charges for new generation, including con- 
struction work-in-process from the outset of construction, as part of an ESP. The new law grants the PUCO discretion to approve single 
issue rate adjustments to distribution and transmission rates and establishes new alternative energy resources (including renewable 
energy) portfolio standards, such that the utility's portfolio must consist of at least 25% of these resources by 2025. SB 221 also pro- 
vides a separate requirement for energy efficiency, which must reduce 22% of the utility's load by 2025. The utility's earnings under the 
ESP can be subject to an annual earnings test and the PUCO must order a refund if it finds that the utility's earnings significantly exceed 
the earnings of benchmark companies with similar business and financial risks. The earnings test acts as a cap to the ESP price. SB 221 
also limits the ability of a utility to transfer its dedicated generating assets to an EWG absent PUCO approval. 

rent RSP is scheduled to expire. Among other things, the plan provides pricing mechanisms for compensation related to the advanced 
energy, including renewables and energy efficiency portfolio standards established by SB 221. At this time, Duke Energy Ohio cannot 
predict the outcome of this proceeding. 

Duke Energy Ohio Gas Rate Case. In .July 2007, Duke Energy Ohio filed an application with the PUCO for an increase in its base 
rates for gas service. Duke Energy Ohio sought an increase of approximately $34 million in revenue, or approximately 5.7%, to be effec- 
tive in the spring of 2008. The application also requested approval to continue tracker recovery of costs associated with the accelerated 
gas main replacement program. The staff of the PUCO issued a Staff Report in December 2007 recommending an increase of approx- 
imately $14 million to $20 million in revenue. The Staff Report also recommended approval for Duke Energy Ohio to continue tracker 
recovery of costs associated with the accelerated gas main replacement program. On February 28, 2008, Duke Energy Ohio reached a 
settlement agreement with the PUCO Staff and all of the intervening parties on its request for an increase in natural gas base rates. The 
settlement called for an annual revenue increase of approximately $18 million in base revenue, or 3% over current revenue, permitted 
continued recovery of costs through 2018 for Duke Energy Ohio's accelerated gas main replacement program and permitted recovery of 
carrying costs on gas stored underground via its monthly gas cost adjustment filing. The settlement did not resolve a proposed rate 
design for residential customers, which involved moving more of the fixed charges of providing gas service, such as capital investment in 
pipes and regulating equipment, billing and meter reading, from the per unit charges to the monthly charge. On May 28, 2008, the PUCO 
approved the settlement in its entirety and the proposed rate design. On June 28, 2008, the OCC and OPAE filed Applications for Rehear- 
ing opposing the rate design. On July 23, 2008, the Ohio Commission issued an Entry denying the rehearing requests of OCC and OPAE. 
Duke Energy Ohio does not anticipate the resolution of this matter will have a material impact on its results of operations, cash flows or 
financial position. 

On July 31, 2008, Duke Energy Ohio filed its ESP, a new generation pricing formula to be effective January 1, 2009, when the cur- 
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Duke Energy Ohio Electric Distribution Rate Case. On June 25, 2008, Duke Energy Ohio filed notice with the PUCO that it will 
seek a rate increase for electric delivery service of approximately $86 million, or 4.8% on total electric revenues, to be effective in the 
second quarter of 2009. Among other things, the rate request includes a proposal to increase the monthly residential customer charge 
from $4.50 to $10, with an offsetting reduction in the usagebased charge. This change in rate design will make customer bills more 
even throughout the year. Duke Energy Ohio also proposes a distribution modernization tracker that would allow smaller annual increases 
to reflect increased investment in the delivery system. It would also facilitate the move to a SmartGrid, which would create an interactive 
delivery system that provides enhanced system maintenance and automatic meter reading, eliminating the need for estimated meter read- 
ings and inside meter reading. SmartGrid technology will also provide customers with real-time usage information to help customers 
monitor and control their energy usage. 

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

In February 2005, Duke Energy Kentucky filed a gas base rate case with the KPSC requesting approval to continue the tracking 
mechanism and for a $14 million annual increase in base rates. A portion of the increase is attributable to recovery of the current cost of 
the accelerated gas main replacement program in base rates. In December 2005, the KPSC approved an annual rate increase of $8 mil- 
lion and reapproved the tracking mechanism through 2011. In February 2006, the Kentucky Attorney General appealed the KPSC's order 
to the Franklin Circuit Court, claiming that the order improperly allows Duke Energy Kentucky to increase its rates for gas main replace- 
ment costs in between general rate cases, and also claiming that the order improperly allows Duke Energy Kentucky to earn a return on 
investment for the costs recovered under the tracking mechanism which permits Duke Energy Kentucky to recover its gas main replace- 
ment costs. 

In August 2007, the Franklin Circuit Court consolidated all the pending appeals and ruled that the KPSC lacks legal authority to 
approve the gas main replacement tracking mechanism, and any other annual rate adjustments under the tracking mechanism. To date, 
Duke Energy Kentucky has collected approximately $9 million in annual rate adjustments under the tracking mechanism. Duke Energy 
Kentucky and the KPSC have appealed these cases to the Kentucky Court of Appeals and Duke Energy Kentucky continues to utilize track- 
ing mechanisms in its billed rates to customers. At this time, Duke Energy Kentucky cannot predict the outcome of these proceedings. 

Energy Efficiency. On July 11, 2007, the PUCO approved Duke Energy Ohio's Demand Side Managemenfinergy Efficiency Pro- 
gram (DSM Program). The DSM Program consists of ten residential and two commercial programs. Implementation of the programs has 
begun. The programs were first proposed in 2006 and were endorsed by the Duke Energy Community Partnership, which is a collaborative 
group made up of representatives of organizations interested in energy conservation, efficiency and assistance to low-income customers 
The programs' costs will be recouped through a cost recovery mechanism that will be adjusted annually to reflect the previous year's activ- 
ity. Duke Energy Ohio is permitted to recover lost revenues, program costs and shared savings (once the programs reach 65% of the tar- 
geted savings level) through the cost recovery mechanism based upon impact studies to be provided to the Staff of the PUCO. 

On November 15, 2007, Duke Energy Kentucky filed its annual application to continue existing energy efficiency programs, consist- 
ing of nine residential and two commercial and industrial programs, and to true-up its gas and electric tracking mechanism for recovery of 
lost revenues, program costs and shared savings. On February 11, 2008, Duke Energy Kentucky filed a motion to amend its energy effi- 
ciency programs and applied to reinstitute a low income Home Energy Assistance Program. The KPSC bifurcated the proposed Home 
Energy Assistance Program from the other energy efficiency programs. On May 14, 2008, the KPSC approved the energy efficiency 
programs. An order on the Home Energy Assistance Program is expected in the third quarter of 2008. 

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

Other Matters 

Ohio Riser Leak Investigation. In April 2005, the PUCO issued an order opening a statewide investigation into riser leaks in gas 
pipeline systems throughout Ohio. The investigation followed four explosions since 2000 caused by gas riser leaks, including an April 
2000 explosion in Duke Energy Ohio's service area. In November 2006, the PlJCO Staff released the expert report, which concluded that 
certain types of risers are prone to leaks under various conditions, including over-tightening during initial installation. The PUCO Staff 
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recommended that natural gas companies continue to monitor the situation and study the cause of any further riser leaks to determine 
whether further remedial action is warranted. Duke Energy Ohio has approximately 87,000 of these risers on its distribution system. If the 
PUCO orders natural gas companies to replace all of these risers, Duke Energy Ohio estimates a replacement cost of approximately $40 
million. As part of the rate case filed in July 2007 (see "Duke Energy Ohio Gas Rate Case" above), Duke Energy Ohio requested approval 
from the PUCO to accelerate its riser replacement program. The riser replacement program is contained in the settlement reached with 
all interveners and will be completed at the end of 2012. 

Ohio Smart Metering Evaluation. In December 2005, the PUCO initiated an investigation into implementing certain provisions of 
the Energy Policy Act of 2005, including whether to adopt a statewide standard for implementing smart metering. After an investigation, 
the PUCO issued a March 2007 order requiring all electric utilities to offer tariffs to all customer classes which are differentiated, at a 
minimum, based on on-peak and off-peak wholesale price periods. The PUCO noted that time-of-use meters should be available for 
customers subscribing to these tariffs. The order instructed PUCO Staff to conduct workshop meetings to study the costs/benefits of 
deploying smart metering. These workshop meetings are in progress. At this time, Duke Energy Ohio cannot predict the outcome of this 
proceeding. 

approval to transfer Duke Energy Ohio's electric generating facilities, some of which are designated to serve Ohio customers, to affiliate 
companies. The affiliate companies would be consolidated by Duke Energy, but may not be consolidated by Duke Energy Ohio. The FERC 
filing, if approved, does not obligate Duke Energy to make the transfer of the electric generating facilities, and management is in the 
process of evaluating the potential transfer. Management believes the proposed asset transfer could provide greater financial flexibility 
for the assets. The asset transfer complies with Duke Energy Ohio's Corporate Separation Plan that was amended by the PUCO in 2007. 
As previously discussed, SB 221 limits the ability of a utility to transfer its designated generating assets to an EWG absent PlJCO appro- 
val. The filing does not impact Duke Energy Ohio's current rates. 

Midwest Independent Transmission System Operator, Inc. (Midwest ISO) Resource Adequacy Filing. On December 28, 
2007, the Midwest IS0 filed its Electric Tariff Filing Regarding Resource Adequacy in compliance with the FERC's request of Midwest IS0 
to file Phase II of its long-term Resource Adequacy plan by December 2007. The proposal includes establishment of a resource adequacy 
requirement in the form of planning reserve margin. On March 26, 2008, the FERC ruled on the Midwest ISo's Resource Adequacy filing 
and ordered that the new Module E tariff be effective March 27, 2008. This action established a Midwest ISO-wide resource adequacy 
requirement for the first Planning Year, which begins . h e  2009. In the Order, the FERC, among other things, clarified that States have 
the authority to set their own Planning Reserve Margins, as long as they are not inconsistent with any reliability standard approved by the 
FERC. Duke Energy Ohio does not believe the resource adequacy requirement will have a material impact on its consolidated results of 
operations, cash flows or financial position. 

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

FERC 203 Application. On April 23, 2008, Duke Energy Ohio and certain affiliates filed an application with the FERC requesting 

Midwest ISO's Establishment of an Ancillary Services Market. On February 25, 2008, the FERC conditionally accepted the 

PJM Interconnection Reliability Pricing Model (RPM) Buyers' Complaint. On May 30, 2008, a group of public utility commis- 
sions, state consumer counsels, industrial power customers and load serving entities, known collectively as the RPM Buyers, filed a 
complaint at FERC. The complaint asks FERC to find that the results of the three transitional base residual auctions conducted by PJM to 
procure capacity for its RPM capacity market during the years 2008-201 1 are unjust and unreasonable because, allegedly, they have 
produced excessive capacity prices, have failed to prevent suppliers from exercising market power, and have not produced benefits 
commensurate with costs. In their complaint, the RPM Buyers propose revised, administratively determined auction clearing prices. Cer- 
tain Duke Energy Ohio revenues are at risk, as Duke Energy Ohio planned to supply capacity to this market. On July 11, 2008 Duke filed a 
response to the complaint with the FERC. At this time, Duke Energy Ohio cannot predict the outcome of this proceeding. 
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Commercial Power 

Reported results for Commercial Power are subject to volatility due to the over- or under-collection of certain costs, including fuel 
and purchased power, since Commercial Power is not subject to regulatory accounting pursuant to SFAS No. 71. In addition, Commercial 
Power could be impacted by certain of the regulatory matters discussed above, including the Duke Energy Ohio elec.tric rate filings. 

11. Commitments and Contingencies 

Environmental 

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

Remediation Activities. Duke Energy Ohio and its affiliates are responsible for environmental remediation at various contaminated 
sites. These include some properties that are part of ongoing Duke Energy Ohio operations, sites formerly owned or used by Duke 
Energy Ohio entities, and sites owned by third parties. Remediation typically involves management of contaminated soils and may involve 
groundwater remediation. Managed in conjunction with relevant federal, state and local agencies, activities vary with site conditions and 
locations, remedial requirements, complexity and sharing of responsibility. If remediation activities involve statutory joint and several 
liability provisions, strict liability, or cost recovery or contribution actions, Duke Energy Ohio or its affiliates could potentially be held 
responsible for contamination caused by other parties. In some instances, Duke Energy Ohio may share liability associated with con- 
tamination with other potentially responsible parties, and may also benefit from insurance policies or contractual indemnities that cover 
some or all cleanup costs. All of these sites generally are managed in the normal course of business or affiliate operations. Duke Energy 
Ohio believes that completion or resolution of these matters will have no material adverse effect on its consolidated results of operations, 
cash flows or financial position. 

Clean Water Act 316(bJ. The U.S. Environmental Protection Agency (EPA) finalized its cooling water intake structures rule in 
July 2004. The rule established aquatic protection requirements for existing facilities that withdraw 50 million gallons or more of water 
per day from rivers, streams, lakes, reservoirs, estuaries, oceans, or other US. waters for cooling purposes. Three of six coal-fired 
ynerating facilities in which Duke Energy Ohio is either a whole or partial owner are affected sources under that rule. On .January 25, 
21107, the U.S. Court of Appeals for the Second Circuit issued its opinion in Riverkeeper, Inc. v. €PA, Nos. 04-6692-ag(L) et. al. (2d Cir. 
2007) remanding most aspects of the EPA's rule back to the agency. The court effectively disallowed those portions of the rule most 
favorable to industry, and the decision creates a great deal of uncertainty regarding future requirements and their timing. On April 14, 
2008, the US. Supreme Court issued an order granting review of the case and briefs were filed on July 14, 2008. A decision is not likely 
until 2009. If the Supreme Court upholds the lower court decision, it is expected that costs will increase as a result of the court's deci- 
sion, although Duke Energy Ohio is unable to estimate its costs to comply. 

time nitrogen oxides (NO,) emissions and annual SO2 emissions from electric generating facilities across the Eastern US.  through a 
two-phased cap-and-trade program. Phase 1 was to begin in 2009 for NO, and in 2010 for SO,. Phase 2 was to begin in 2015 for both 
NO, and SO,. On March 25, 2008, the US. Court of Appeals for the District of Columbia (D.C. Circuit) heard oral argument in a case 
involving multiple challenges to the CAIR. Nearly all aspects of the rule were challenged, but Duke Energy challenged only the portions 
pertaining to SO, allowance allocations. On July 11, 2008, the D.C. Circuit issued its decision in North Carolina v. EPA No. 05-1244 vacat- 
ing the CAIR. The EPA has until August 25, 2008 to appeal the decision. The D.C. Circuit's decision creates uncertainty regarding future 
NO, and SO, emission reductions requirements and their timing. Although as a result of the decision there may be a delay in the timing of 
federal requirements to reduce emissions, it is expected that electric sector emission reductions at least as stringent as those imposed 
by CAlR will be required in the near future, through new federal rules and/or individual state requirements. CAlR remains in effect until the 
Court issues its mandate, which will not be before the period for petitions for rehearing runs. Duke Energy Ohio's plan had been to spend 
approximately $150 million between 2008 and 2012 to comply with Phase 1 of CAlR at plants that Duke Energy Ohio owns or partially 
owns but does not operate. It has not been determined how the courrs decision will affect these planned expenditures. Duke Energy Ohio 
did not expect to incur any significant costs for complying with Phase 2 of CAIR. Duke Energy Ohio receives partial recovery of deprecia- 
tion and financing costs related to environmental compliance projects for 2005-2008 through its RSP (see Note 10) 

Clean Air Interstate Rule (CAIRJ. The EPA finalized its CAlR in May 2005. The CAlR was to have limited total annual and summer- 
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Duke Energy Ohio is unable to estimate the costs to comply with any new rule EPA may issue as a result of this decision. See Note 7 

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

for a discussion of the potential impact of the D.C. Circuit Court's decision to vacate CAlR on the carrying value of emission allowances. 

emissions from coal-fired power plants across the U.S. through a two-phased cap-and-trade program beginning in 2010. On February 8, 
2008, the D.C. Circuit issued its opinion in New .jersey v. EPA, No. 05-1097 vacating the CAMR. Requests for rehearing were denied. 
Parties have until August 18, 2008 to request US. Supreme Court review of the D.C. Circuit's decision. The D.C. Circuit's decision cre- 
ates uncertainty regarding future mercury emission reduction requirements and their timing, but makes it fairly certain that there will be a 
delay in the implementation of federal mercury requirements for existing coal-fired power plants. At this point, Duke Energy Ohio is unable 
to estimate the costs to comply with any future mercury regulations that might result from the D.C. Circuit's decision. 

lion over the period 2008-2012 to install synthetic caps and liners at existing and new CCP landfills and to convert CCP handling systems 
from wet to dry systems. 

Zimmer Generating Station Clean Air Act Notice of Violationfiinding of Violation. On March 10, 2008, the EPA issued a 
Clean Air Act Notice of Violation/Finding of Violation (NOV/FOV) asserting noncompliance with SO2 emission limits, opacity standards, and 
permitting requirements at Duke Energy Ohio's Zimmer Generating Station. The NOV/FOV also asserts that a Prevention of Significant 
Deterioration (PSD) permit should have been obtained for the installation in 2004 of a pollution control project in order to comply with the 
EPA's regional cap-and-trade program for NO, emissions. Duke Energy Ohio disputes the legal and factual basis for the NOV/FOV. Duke 
Energy Ohio is unable to predict at this time what, if any, remedies or potential penalties may result from the NOV/FOV. 

Extended Environmental Activities and Accruals. Included in Other within Deferred Credits and Other Liabilities on the Con- 
solidated Balance Sheets were total accruals related to extended environmental-related activities of approximately $8  million as of both 
June 30, 2008 and December 31, 2007, respectively. These accruals represent Duke Energy Ohio's provisions for costs associated with 
remediation activities at some of its current and former sites, as well as other relevant environmental contingent liabilities. Duke Energy 
Ohio believes that completion or resolution of these matters will have no material impact on its consolidated results of operations, cash 
flows or financial position. 

Coal Combustion Product (CCP) Management. Duke Energy Ohio currently estimates that it will spend approximately $95 mil- 

Litigation 

New Source Review (NSR). In 1999-2000, the US.  Department of Justice, acting on behalf of the EPA and joined by various citi- 
zen groups and states, filed a number of complaints and notices of violation against multiple utilities across the country for alleged viola- 
tions of the NSR provisions of the Clean Air Act (CAA). Generally, the government alleges that projects performed at various coal-fired 
units were major modifications, as defined in the CAA, and that the utilities violated the CAA when they undertook those projects without 
obtaining permits and installing the best available emission controls for SO2, NO, and particulate matter. The complaints seek injunctive 
relief to require installation of pollution control technology on various allegedly violating generating units, and unspecified civil penalties in 
amounts of up to $32,500 per day for each violation. Two of Duke Energy Ohio's plants have been subject to these allegations. Duke 
Energy Ohio asserts that there were no CAA violations because the applicable regulations do not require permitting in cases where the 
projects undertaken are "routine" or otherwise do not result in a net increase in emissions. 

In November 1999, the U S .  brought a lawsuit in the US.  Federal District Court for the Southern District of Indiana against Duke 
Energy Ohio alleging various violations of the CAA at Duke Energy Ohio's W.C. Beckjord and Miami Fort Stations. Three northeast states 
and two environmental groups have intervened in the case. A jury trial commenced on May 5, 2008 and jury verdict was returned on 
May 22, 2008. The jury found in favor of Cinergy, Duke Energy Ohio and Duke Energy Indiana, Inc. on all but three units at Viabash River. 
The remedy phase of the case is expected to commence in December 2008. Based on previous rulings by the judge in this case, the 
Wabash River units are not subject to civil penalties; and therefore, the remedy phase will address only the appropriate injunctive relief. 
Additionally, the plaintiffs had claimed that Duke Energy Ohio violated an Administrative Consent Order entered into in 1998 between the 
EPA and Cinergy relating to alleged violations of Ohio's State Implementation Plan (SIP) provisions governing particulate matter at Duke 
Energy Ohio's W C Beckjord Station The judge previously granted summary judgment against Duke Energy Ohio with respect to this alle- 
gation and it will be considered during the December 2008 remedy phase as well. 

Duke Energy Ohio has been informed by Dayton Power and Light (DP&L) that in June 2000, the EPA issued a NOV to DP&L for 
alleged violations of CAA requirements at a station operated by DP&L and jointly-owned by DP&L, Columbus Southern Power Company 
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(CSP), and Duke Energy Ohio. The NOV indicated the EPA may issue an order requiring compliance with the requirements of the Ohio SIP, 
or bring a civil action seeking injunctive relief and civil penalties of up to $27,500 per day for each violation. In September 2004, Marilyn 
Wall and the Sierra Club brought a lawsuit against Duke Energy Ohio, DP&L and CSP for alleged violations of the CAA at this same gen- 
erating station. Trial of this case was originally scheduled to commence in August 2008, however, the parties have reached an agree- 
ment in principle to settle this matter, subject to the execution of a definitive agreement, which is currently being negotiated, and court 
approval. The proposed settlement will not have a material adverse effect on Duke Energy Ohio’s consolidated results of operations, cash 
flows or financial position. 

that sources in 13 upwind states, including Ohio, significantly contribute to North Carolina’s non-attainment with certain ambient air quality 
standards. In August 2005, the EPA issued a proposed response to the petition. The EPA proposed to deny the ozone portion of the peti- 
tion based upon a lack of contribution to air quality by the named states. The EPA also proposed to deny the particulate matter portion of 
the petition based upon the CAIR Federal Implementation Plan (FIP), that would address the air quality concerns from neighboring states. 
On April 28, 2006, the EPA denied North Carolina’s petition based upon the final CAIR FIP described above. North Carolina has filed a 
legal challenge to the EPA’s denial. At this time, Duke Energy Ohio cannot predict the outcome of this proceeding. 

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

Zimmer Generating Station (Zimmer Station) Lawsuit. In November 2004, a citizen of the Village of Moscow, Ohio, the town 
adjacent to Duke Energy Ohio’s Zimmer Station, brought a purported class action in the US. District Court for the Southern District of 
Ohio seeking monetary damages and injunctive relief against Duke Energy Ohio for alleged violations of the CAA, the Ohio SIP, and Ohio 
laws against nuisance and common law nuisance. The plaintiffs have filed a number of additional notices of intent to sue and two lawsuits 
raising claims similar to those in the original claim. One lawsuit was dismissed on procedural grounds, and the remaining two have been 
consolidated. On December 28, 2006, the District Court certified this case as a class action. Discovery in the case continues. At this 
time, Duke Energy Ohio cannot predict whether the outcome of this matter will have a material impact on its consolidated results of oper- 
ations, cash flows or financial position Duke Energy Ohio intends to defend this lawsuit vigorously in court. 

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

Ohio Antitrust Lawsuit. In January 2008, four plaintiffs, including individual, industrial and non-profit customers, filed a lawsuit 
against Duke Energy Ohio in federal court in the Southern District of Ohio. Plaintiffs allege that Duke Energy Ohio (then The Cincinnati 
Gas & Electric Company (CG&E)), conspired to provide inequitable and unfair price advantages for certain large business consumers by 
entering into non-public option agreements with such consumers in exchange for their withdrawal of challenges to Duke Energy Ohio’s 
(then CG&E’s) pending RSP, which was implemented in early 2005. Duke Energy Ohio denies the allegations made in the lawsuit. Follow- 
ing Duke Energy Ohio’s filing of a motion to dismiss plaintiffs’ claims, plaintiffs amended their complaint on May 30, 2008. Plaintiffs now 
contend that the contracts at issue were an illegal rebate which violate antitrust and RlCO statutes. Defendants have again moved to 

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

Carbon Dioxide (CO,) Litigation. In July 2004, the states of Connecticut, New York, California, Iowa, New Jersey, Rhode Island, 
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dismiss the claims. It is not possible to predict with certainty whether Duke Energy Ohio will incur any liability or to estimate the damages, 
if any, that Duke Energy Ohio might incur in connection with this matter. 

Asbestos-related Injuries and Damages Claims. Duke Energy Ohio has been named as a defendant or co-defendant in lawsuits 
related to asbestos at its electric generating stations. The impact on Duke Energy Ohio’s consolidated results of operations, cash flows 
or financial position of these cases to date has not been material. Based on estimates under varying assumptions concerning 
uncertainties, such as, among others: (i) the number of contractors potentially exposed to asbestos during construction or maintenance 
of Duke Energy Ohio’s generating plants; (ii) the possible incidence of various illnesses among exposed workers; and (iii) the potential set- 
tlement costs without federal or other legislation that addresses asbestos tort actions, Duke Energy Ohio estimates that the range of 
reasonably possible exposure in existing and future suits over the foreseeable future is not material. This estimated range of exposure 
may change as additional settlements occur and claims are made and more case law is established. 

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

Duke Energy Ohio has recorded insignificant reserves for these proceedings and exposures. Duke Energy Ohio expenses legal costs 
related to the defense of loss contingencies as incurred. 

Duke Energy Ohio has exposure to certain legal matters that are described herein. As of June 30, 2008 and December 31, 2007, 

Other Commitments and Contingencies 

ments or power purchase contracts) that may or may not be recognized on the Consolidated Balance Sheets. 
General. Duke Energy Ohio enters into various fixed-price, non-cancelable commitments to purchase or sell power (tolling arrange- 

12. Fair Value of Financial Assets and Liabilities 

On January 1, 2008, Duke Energy Ohio adopted SFAS No. 157, “Fair Value Measurements” (SFAS No. 157). Duke Energy Ohio’s 
adoption of SFAS No. 157 is currently limited to financial instruments and to non-financial derivatives as, in February 2008, the FASB 
issued FSP No. 157-2, which delayed the effective date of SFAS No. 157 for one year for non-financial assets and liabilities, except for 
items that are recognized or disclosed at fair value in the financial statements on a recurring basis. There was no cumulative effect 
adjustment to retained earnings for Duke Energy Ohio as a result of the adoption of SFAS No. 157. 

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

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

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

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

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

Level 1 inputs - unadjusted quoted prices in active markets for identical assets or liabilities that Duke Energy Ohio has the ability to 

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

Level 3 inputs - unobservable inputs for the assel or liability 
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In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and Financial Liabilities-including an 
amendment of FASB Statement No. I 1 5  (SFAS No. 1591, which permits entities to elect to measure many financial instruments and 
certain other items at fair value. For Duke Energy Ohio, SFAS No. 159 was effective as of January 1, 2008 and had no impact on 
amounts presented for periods prior to the effective date. Duke Energy Ohio does not currently have any financial assets or financial 
liabilities for which the provisions of SFAS No. 159 have been elected. However, in the future, Duke Energy Ohio may elect to measure 
certain financial instruments at fair value in accordance with this standard. 

The following table provides the fair value measurement amounts for assets and liabilities recorded in both current and non-current 
Unrealized gains on mark-to-market and hedging transactions and Unrealized losses on mark-to-market and hedging transactions on Duke 
Energy Ohio’s Consolidated Balance Sheets at fair value at June 30, 2008. Amounts presented in the table below exclude cash collateral 
amounts which are disclosed separately in Note 1. 

Total Fair Value 
Amounts at 

June 30, 2008 Level 1 Level 2 Level 3 
(in millions) 

- _ _ _ _ _ _  

Description 
Derivative assets 
Derivative liabilities 

$329 $111 $- $218 
$191 $ - $ 2 $189 

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

Rollforward of Level 3 Measurements 
Derivatives (net) 

(in millions) 

Three Months Ended June 30, 2008 
Balance at April 1, 2008 $(25) 

Revenue, non-regulated 68  
(6) 
(9) 
1 

Total pre-tax realized or unrealized gains included in earnings: 

Total pre-tax losses included in other comprehensive income 
Net purchases, sales, issuances and settlements 
Total gains included on balance sheet as regulatory asset or liability or as non-current liability __ 

Balance at June 30, 2008 

Six Months Ended June 30, 2008 
Balance at January 1, 2008 

Total pre-tax realized or unrealized gains included in earnings: 

Total pre-tax losses included in other comprehensive income 
Net purchases, sales, issuances and settlements 

Revenue, non-regulated 

S 29 - - Balance at June 30, 2008 

Pre-tax amounts included in the Consolidated Statements of Operations related to Level 3 
measurements outstanding at June 30, 2008. 

6 3 

S 63 
Revenue, non-regulated ~ 

- - Total 

The valuation method of the pr imary fair value measurements disclosed above is as follows: 

and is adjusted for liquidity (bid-ask spread), credit or non-performance risk (after reflecting credit enhancements such as collateral) and 
Commodity derivatives: The pricing for commodity derivatives is primarily a calculated value which incorporates the forward price 
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discounted to present value. The primary difference between a Level 2 and a Level 3 measurement has to do with the level of activity in 
forward markets for the commodity. If the market is relatively inactive, the measurement is deemed to be a Level 3 measurement. Some 
commodity derivatives are NYMEX contracts, which Duke Energy Ohio classifies as Level 1 measurements 

13. New Accounting Standards 

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

SFAS No. 157. Refer to Note 12 for a discussion of Duke Energy Ohio’s adoption of SFAS No. 157. 

SFAS No. 159. Refer to Note 12 for a discussion of Duke Energy Ohio‘s adoption of SFAS No. 159. 

FSP No. FIN 39-1. Refer to Note 1 for a discussion of Duke Energy Ohio’s adoption of FSP No. FIN 39-1. 

The following new accounting standards have been issued, but have not yet been adopted by Duke Energy Ohio as of June 30, 
2008: 

SFAS No. 141 (revised 2007/, “Business Combinations” (SFAS No. 141R). In December 2007, the FASB issued SFAS No. 141R, 
which replaces SFAS No. 141, “Business Combinations.” SFAS No. 141R retains the fundamental requirements in SFAS No. 141 that the 
acquisition method of accounting be used for all business combinations and that an acquirer be identified for each business combination. 
This statement also establishes principles and requirements for how an acquirer recognizes and measures in its financial statements the 
identifiable assets acquired, the liabilities assumed, any noncontrolling (minority) interests in an acquiree, and any goodwill acquired in a 
business combination or gain recognized from a bargain purchase. For Duke Energy Ohio, SFAS No. 141R must be applied prospectively 
to business combinations for which the acquisition date occurs on or after January 1, 2009. The impact to Duke Energy Ohio of applying 
SFAS No. 141R for periods subsequent to implementation will be dependent upon the nature of any transactions within the scope of SFAS 
No. 141R. SFAS No. 141R changes the accounting for income taxes related to prior business combinations, such as Duke Energy’s 
merger with Cinergy. Subsequent to the effective date of SFAS No. 141R, the resolution of tax contingencies relating to Cinergy that 
existed as of the date of the merger will be required to be reflected in the Consolidated Statements of Operations instead of being 
reflected as an adjustment to the purchase price via an adjustment to goodwill. 

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

14. Income Taxes and Other Taxes 

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

At June 30, 2008, Duke Energy Ohio has approximately $46 million recorded for unrecognized tax benefits and no portion of the 
total unrecognized tax benefits, if recognized, would affect the effective tax rate. Additionally, at .June 30, 2008, Duke Energy Ohio has 
approximately $7 million of unrecognized tax benefits related to pre-merger tax positions that, if recognized prior to the adoption of SFAS 
No. 141R, would affect goodwill. It is reasonably possible that Duke Energy Ohio will reflect an approximate $35 million reduction in 
unrecognized tax benefits within the next twelve months due to expected settlements. 

During the three and six months ended June 30, 2008, Duke Energy Ohio recognized net interest expense of approximately $1  mil- 
lion and $2 million, respectively, in the Consolidated Statements of Operations related to income taxes. At  June 30, 2008, Duke Energy 

The taxable income of Duke Energy Ohio is reflected in Duke Energy‘s U.S. federal and state income tax returns. Duke Energy Ohio 
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PART I 

DUKE ENERGY OHIO, INC. 
Notes To Unaudited Consolidated Financial Statements-(Continued) 

Ohio had approximately $8 million of interest payable, which reflects all interest related to income taxes, and no amount has been 
accrued for the payment of penalties in the Consolidated Balance Sheets. 

Duke Energy Ohio has the following tax years open: 

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

The effective tax rate for the three months ended June 30, 2008 was approximately 35.9% as compared to the effective tax rate of 
39.8% for the same period in 2007. The effective tax rate for the six months ended June 30, 2008 was approximately 35.8% as com- 
pared to the effective tax rate of 39.0% for the same period in 2007. The decrease in the effective tax rate for both the three and six 
months ended .June 30, 2008 is due primarily to less of an effect to the effective tax rate calculation from permanent items in 2008 as 
compared to 2007 as a result of significantly higher pre-tax income in 2008. 

Excise Taxes. Certain excise taxes levied by state or local governments are collected by Duke Energy Ohio from its customers. 
These taxes, which are required to be paid regardless of Duke Energy Ohio's ability to collect from the customer, are accounted for on a 
gross basis. When Duke Energy Ohio acts as an agent, and the tax is not required to be remitted if it is not collected from the customer, 
the taxes are accounted for on a net basis. Duke Energy Ohio's excise taxes accounted for on a gross basis and recorded as Operating 
Revenues in the accompanying Consolidated Statements of Operations for the three and six months ended June 30, 2008 and 2007 
were as follows: 

Excise Taxes 

Three Months Three Months Six Months Six Months 
Ended Ended Ended Ended 

June 30,2008 June 30,2007 June 30,2008 June 30,2007 
(in millions) 

$27 $68 $66 __ __ - - $29 __ __ - - 

15. Comprehensive Income and Total Comprehensive Income 

provides the components of other comprehensive income and total comprehensive income for the three months ended June 30, 2008 
and 2007. Components of other comprehensive income and total comprehensive income for the six months ended June 30, 2008 and 
2007 are presented in the Consolidated Statements of Common Stockholder's Equity and Comprehensive Income. 

Comprehensive Income. Comprehensive income includes net income and all other non-owner changes in equity. The table below 

Total Comprehensive Income (Loss) 

Net Income 

Other comprehensive (loss) income 

Other comprehensive (loss) income, net of tax 

Cash flow hedge91 

Total Comprehensive Income 

Three Months Ended 
June 30, 

2008 2007 
(in millions) 

$157 $49 

-~ 

- - 

(a) Cash flow hedges, net of an insignificant tax benefit and $2 million tax expense for the three months ended June 30, 2008 and 2007, respectively 

16. Subsequent Events 

see Notes 7, 10 and 11, respectively 
For information on subsequent events related to goodwill and intangibles, regulatory matters and commitments and contingencies, 

26 



PART I 

Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations. 

INTRODUCTION 

Management’s Discussion and Analysis should be read in conjunction with the Consolidated Financial Statements. 

Duke Energy Ohio, Inc. (Duke Energy Ohio) is a wholly-owned subsidiary of Cinergy Corp. (Cinergy). Cinergy is a wholly-owned sub- 
sidiary of Duke Energy Corporation (Duke Energy). Duke Energy Ohio’s principal lines of business include generation, transmission and 
distribution of electricity, the sale of and/or transportation of natural gas, and energy marketing. 

BASIS OF PRESENTATION 

The results of operations and variance discussion for Duke Energy Ohio is presented in a reduced disclosure format in accordance 
with General Instructions H(2) of Form 10-Q. 

DUKE ENERGY OHIO 

Operating revenues 
Operating expenses 
Gains (losses) on sales of other assets and other, net 

Operating income 
Other income and expenses, net 
Interest expense 

Income before income taxes 
Income tax expense 

Net income 

Six Months Ended 
June 30, 

-- 2008 2007 (Decrease) 
(in millions) 

$1,786 $1,679 $107 
1,346 1,499 (153) 

46 (11) 57 

486 169 31 7 
15 17 (2) 
49 45 4 

452 141 31 1 
162 55 107 

-- $ 290 $ 86 - $204 

Increase 

-~ - 

~- 

_ _ ~  __ 

-- - 

The $204 million increase in Duke Energy Ohio’s Net Income was primarily due to the following factors: 

Operating Revenues. The increase was primarily due to: 

* A $60 million increase in net mark-tomarket revenues on nonqualifying power and capacity hedge contracts, consisting of 

0 A $30 million increase in retail electric revenues primarily due to increased amortization of purchase accounting valuation liability of 

* A $16 million increase in regulated fuel revenues driven mainly by higher natural gas costs, 

*An $8 million increase due to higher P.JM capacity revenues in 2008 compared to 2007, partially offset by lower generation vol- 

0 An $8 million increase related to the Demand Side Management rider implemented in the third quarter of 2007, 

* A  $5 million increase in wholesale revenues due to higher generation volumes in 2008 compared to 2007, and 

* A $4 million increase due to implementation of new gas rates in Ohio 

mark-to-market gains of $1 1 million in 2008 compared to losses of $49 million in 2007, 

the rate stabilization plan, 

umes from the Midwest gas-fired generation assets, 

Partially offsetting these increases were: 

* A  $27 million decrease in volumes of coal sales due to expiration of contracts, and 

A $4 million decrease due to milder weather in 2008 compared to 2007. 

Operating Expenses. The decrease was primarily due to: 

* A  $100 million decrease in fuel expense due to mark-to-market gains on non-qualifying fuel hedge contracts of $145 million in 2008 
compared to gains of $45 million in 2007, 
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* A  $32 million decrease due primarily to lower sulfur dioxide emission allowance expenses due to installation of flue gas desulphnri- 

A $26 million decrease in expenses associated with coal sales due to expiration of contracts, 

* A  $13 million decrease in retail fuel and purchased power expenses due to realized gains from the settlement of certain fuel con- 

A $7 million decrease in fuel and operating expenses for the Midwest gas-fired generation assets primarily due to lower generation 

zation equipment, 

tracts, and 

volumes in 2008 compared to 2007. 

Partially offsetting these decreases were: 

*An $18 million increase in regulated fuel expense primarily due to higher natural gas costs, and 

A $5 million increase in amortization of the Ohio Demand Side Management costs. 

Gains (Lossesl on Sales of Other Assets and Other, net. Increase in 2008 compared to 2007 is attributable to gains on sales of 
emission allowances in 2008 compared to losses on sales of emission allowances in 2007. Gains in 2008 were a result of sales of zero 
cost basis emission allowances. Losses in 2007 were a result of sales of emission allowances acquired in connection with Duke Energy's 
merger with Cinergy in April 2006 which were written up to fair value as part of purchase accounting. 

the prior year. The increase is primarily the result of higher pretax income, partially offset by a lower effective tax rate for the six months 
ended .June 30, 2008 (36%) compared to the same period in 2007 (39%). The decrease in the effective tax rate is due primarily to less of 
an effect to the effective tax rate calculation from permanent items in 2008 as compared to 2007 as a result of significantly higher 
pre-tax income in 2008. 

Income Tax Expense. Income Tax Expense increased for the six months ended .June 30, 2008 as compared to the same period in 

MATTERS IMPACTING FUTURE RESULTS 

On July 11, 2008, the U S .  Court of Appeals for the District of Columbia issued a decision vacating the Clean Air Interstate Rule. See 
Note 11, "Commitments and Contingencies," to the Consolidated Financial Statements for a discussion of the decision. Duke Energy Ohio 
is currently evaluating the effect of the decision on the carrying value of emission allowances held by its non-regulated businesses. Based 
on current market prices for sulfur dioxide allowances, and the uncertainty associated with future federal requirements to reduce emis- 
sions, management believes that it is possible that Duke Energy Ohio may incur an impairment of the carrying value of emission allow- 
ances held by commercial Power of up to $100 million in the third quarter of 2008. This current estimate is based on total allowances 
held by Commercial Power as of .June 30, 2008 cornpared to amounts projected to be utilized in operations through 2037. 

OTHER MATTERS 

At June 30, 2008, Duke Energy Ohio had approximately $440 million of auction rate pollution control bonds outstanding. The max- 
imum auction rate for approximately $270 million of this debt is 1.75 times one-month London Interbank Offered Rate (LIBOR) and the 
maximum auction rate for the remaining balance of approximately $170 million is 2.0 times one-month LIBOR. While Duke Energy Ohio 
intends to refund and refinance these tax exempt auction rate bonds, the timing of such refinancing transactions is uncertain and subject 
to market conditions. 
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I tem 4. Controls and Procedures.  

Disclosure Controls and Procedures 

Disclosure controls and procedures are controls and other procedures that are designed to ensure that information required to be 
disclosed by Duke Energy Ohio in the reports it files or submits under the Securities Exchange Act of 1934 (Exchange Act) is recorded, 
processed, summarized, and reported, within the time periods specified by the Securities and Exchange Commission’s (SEC) rules and 
forms. 

Disclosure controls and procedures include, without limitation, controls and procedures designed to provide reasonable assurance 
that information required to be disclosed by Duke Energy Ohio in the reports it files or submits under the Exchange Act is accumulated 
and communicated to management, including the Chief Executive Officer and Chief Financial Officer, as appropriate, to allow timely deci- 
sions regarding required disclosure. 

Under the supervision and with the participation of management, including the Chief Executive Officer and Chief Financial Officer, 
Duke Energy Ohio has evaluated the effectiveness of its disclosure controls and procedures (as such term is defined in Rule 13a-l5(e) 
and 15d-l5(e) under the Exchange Act) as of June 30, 2008, and, based upon this evaluation, the Chief Executive Officer and Chief Finan. 
cia1 Officer have concluded that these controls and procedures are effective in providing reasonable assurance of compliance. 

Changes in Internal Control over Financial Reporting 

Duke Energy Ohio has evaluated changes in internal control over financial reporting (as such term is defined in Rules 13a-l5(f) and 
15d-l5(f) under the Exchange Act) that occurred during the fiscal quarter ended .June 30, 2008 and have concluded that no change has 
materially affected, or is reasonably likely to materially affect, internal control over financial reporting. 

Under the supervision and with the participation of management, including the Chief Executive Officer and Chief Financial Officer, 
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PART I / .  OTHER INFORMATION 

Item 1. Legal Proceedings 

second quarter of 2008, see Note 10 to the Consolidated Financial Statements, "Regulatory Matters" and Note 11 to the Consolidated 
Financial Statements, "Commitments and Contingencies." 

For information regarding legal proceedings that became reportable events or in which there were material developments in the 

Item 1A. Risk Factors 

"Item 1A. Risk Factors" in Duke Energy Ohio's Annual Report on Form 10-K for the year ended December 31, 2007, which could materi- 
ally affect Duke Energy Ohio's financial condition or future results. Additional risks and uncertainties not currently known to Duke Energy 
Ohio or that Duke Energy Ohio currently deems to be immaterial also may adversely affect Duke Energy Ohio's financial condition and/or 
results of operations. 

In addition to the other information set forth in this report, careful consideration should be given to the factors discussed in Part I, 
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Item 6 .  Exhibits 

(a) Exhibits 

Exhibits filed or furnished herewith are designated by an asterisk (*I" 

Exhibit 
Number 

*31.1 

*31.2 

'32.1 

*32.2 

Certification of the Chief Executive Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. 

Certification of the Chief Financial Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. 

Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002. 

Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002. 

The total amount of securities of the registrant or its subsidiaries authorized under any instrument with respect to long-term debt not 
filed as an exhibit does not exceed 10% of the total assets of the registrant and its subsidiaries on a consolidated basis. The registrant 
agrees, upon request of the Securities and Exchange Commission, to furnish copies of any or all of such instruments to it. 
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SIGNATURES 

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be 

signed on its behalf by the undersigned thereunto duly authorized. 

DUKE ENERGY OHIO, INC. 

Date: August 14, 2008 

Date: August 14, 2008 

/s/ DAVID L. HAUSER 
David L. Hauser 

Group Executive and 
Chief Financial Officer 

/s/ STEVEN K. YOUNG 
Steven K. Young 

Senior Vice President and 
Controller 
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EXHIBIT 31.1 

CERTIFICATION OF THE CHIEF EXECUTIVE OFFICER 
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002 

I, .James E. Rogers, cert i fy that: 

I have reviewed this quarterly report on Form 10-Q of Duke Energy Ohio, Inc.; 

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to 
make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the 
period covered by this report; 

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material 
respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report; 

The registrant's other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as 
defined in Exchange Act Rules 13a-15(e) and 15d-l5(e)) and internal control over financial reporting (as defined in Exchange Acts Rules 
13a-l5(f) and 15d-l5(f)) for the registrant and have: 

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our 
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us 
by others within those entities, particularly during the period in which this report is being prepared; 

Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under 
our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial 
statements for external purposes in accordance with generally accepted accounting principles; 

Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about 
the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such 
evaluation; and 

Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most 
recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably 
likely to materially affect, the registrant's internal control over financial reporting; and 

The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial 
reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the equivalent 
functions): 

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are 
reasonably likely to adversely affect the registrant's ability to record, process, summarize and report financial information; and 

Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal 
control over financial reporting. 

b) 

Date: August 14 ,  2008 

/s/ JAMES E. ROGERS 
James E. Rogers 

Chief Executive Officer 



EXHIBIT 31.2 

CERTIFICATION OF THE CHIEF FINANCIAL OFFICER 
PURSUANTTOSECTION 302OFTHESARBANES-OXLEYACTOF2002 

I, David L Hauser, cer t i f y  that. 

I have reviewed this quarterly report on Form 10-Q of Duke Energy Ohio, Inc., 

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to 
make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the 
period covered by this report; 

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material 
respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report; 

The registrant's other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as 
defined in Exchange Act Rules 13a-I5(e) and 15d-l5(e)) and internal control over financial reporting (as defined in Exchange Acts Rules 
13a-15(f) and 15d-l5(f)) for the registrant and have: 

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our 
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us 
by others within those entities, particularly during the period in which this report is being prepared; 

Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under 
our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial 
statements for external purposes in accordance with generally accepted accounting principles; 

Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about 
the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such 
evaluation; and 

Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most 
recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably 
likely to materially affect, the registrant's internal control over financial reporting; and 

b) 

c) 

d) 

The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial 
reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the equivalent 
functions): 

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are 
reasonably likely to adversely affect the registrant's ability to record, process, summarize and report financial information; and 

Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal 
control over financial reporting. 

b) 

Date: August 14 ,  2008 

/s/ DAVID L. HAUSER 
David L. Hauser 

Group Executive and 
Chief Financial Officer 



EXHIBIT 32.1 

CERTIFICATION PURSUANT TO 
18 U.S.C. SECTION 1350, 

ASADOPTEDPURSUANTTO 
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

In connection with the Quarterly Report of Duke Energy Ohio, Inc. ("Duke Energy Ohio") on Form 10-Q for the period ending .June 30, 2008 
as filed with the Securities and Exchange Commission on the date hereof (the "Report"), I ,  James E. Rogers, Chief Executive Officer of Duke 
Energy Ohio, certify, pursuant to 18 U.S.C. section 1350, as adopted pursuant to section 906 of the Sarbanes-Oxley Act of 2002, that: 

(1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and 

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of Duke 
Energy Ohio. 

/s/ JAMES E. ROGERS 
James E. Rogers 

Chief Executive Officer 
August 14, 2008 



EXHIBIT 32.2 

CERTIFICATION PURSUANT TO 
18 U.S.C. SECTION 1350, 

AS ADOPTED PURSUANT TO 
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

In connection with the Quarterly Report of Duke Energy Ohio, Inc. ("Duke Energy Ohio") on Form 10-Q for the period ending June 30, 2008 
as filed with the Securities and Exchange Commission on the date hereof (the "Report"), I, David L. Hauser, Group Executive and Chief Financial 
Officer of Duke Energy Ohio, certify, pursuant to 18 U.S.C. section 1350, as adopted pursuant to section 906 of the Sarbanes-Oxley Act of 
2002, that: 

(1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and 

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of Duke 
Energy Ohio. 

/s/ DAVID L. HA~JSER 
David L. Hauser 

Group Executive and Chief Financial Officer 
August 14, 2008 
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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING INFORMATION 

This document includes forward-looking statements within the meaning of Section 27Aof the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 
1934. Forward-looking statements are based on management's beliefs and assumptions. These forward-looking statements are identified by terms and phrases such as 
"anticipate." "believe," "intend," "estimate," "expect," "continue," "should," "could," "may," "plan," "project," "predict," "will," "potential," "forecast," "target." and similar expressions. 
Forward-looking statements involve risks and uncertainties that may cause actual results to be materially different from the results predicted. Factors that could cause actual 
results to differ materially from those indicated in any forward-looking statement include, but are not limited to: 

* State and federal legislative and regulatory initiatives, including costs of compliance with existing and future environmental requirements; 

* State and federal legislative and regulatory initiatives and rulings that affect cost and investment recovery or have an impact on rate structures: 

Costs and effects of legal and administrative proceedings, settlements, investigations and claims: 

* Industrial, commercial and residential growth in Duke Energy Ohio, Inc.'s (Duke Energy Ohio) service territories; 

- Additional competition in electric markets and continued industry consolidation; 

The influence of weather and other natural phenomena on Duke Energy Ohio operations, including the economic, operational and other effects of tornados, droughts 
and other natural phenomena: 

The timing and extent of changes in commodity prices and interest rates; - 
. Unscheduled generation outages, unusual maintenance or repairs and electric transmission system constraints; 

- The performance of electric generation facilities: 

- The results of financing efforts, including Duke Energy Ohio's ability to obtain financing on favorable terms, which can be affected by various factors, including Duke 
Energy Ohio's credit ratings and general economic conditions; 

Declines in the market prices of equity securities and resultant cash funding requirements of Duke Energy Ohio for Cinergy's defined benefit pension plans; - 
- The level of credit worthiness of counterparties to Duke Energy Ohio's transactions: 

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

- Growth in opportunities for Duke Energy Ohio's business units, including the timing and success of efforts to develop domestic power and other projects; and 

The effect of accounting pronouncements issued periodically by accounting standard-setting bodies. 
In light of these risks, uncertainties and assumptions, the events described in the forward-looking statements might not occur or might occur to a different extent or at a 

different time than Duke Energy Ohio has described Duke Energy Ohio undertakes no obligation to publicly update or revise any forward-looking statements, whether as a 
result of new information, future events or otherwise. 

Source: Duke Energy Ohio, In, 10-Q, May 15, 2008 
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DUKE ENERGY OHIO, INC. 
CONSOLIDATED STATEMENTS OF OPERATIONS 

(Unaudited) 
(In millions) 

Item 1. Financial Statements. 

Three Months 
Ended 

March 31, 

2008 2007 
.- :Operating Revenues 

Non-regulated electric and other 
rIEE@Ew electric _ ~ _ _ _ _ _  ~ _I-IzEL_iwl 

Regulated natural gas 357 339 
Total operating revenues I i Q  911 1 p Iq 

C P e i  used in eiectric generation and P ! ! s * ? r -  n m r E P 2 3  
1 Cost of natural gas ~~ -_ 1 P50/ L i z  5 

1 Property and other taxes I I I  7q 1 1 7 q  

balns (Losses) on Sales of Other Assets and Other, net I I /  1q 1 I( I I ) ]  

bther Income and Expenses, net __ I 1 1 9  - 114 

~ .- ~ ~. 
_ _ _ . _ _ . ~  __-_..__ ~. '$-I392 k /34d1 

. - ~ _ _ _ _ _ _ _ _ _  .._. Operating Expenses 

Operation, maintenance and other 182 185 

Depreciation and amortization 99 9 4 j  

Total operating expenses 781 831 

Operating Income 223 74 

7fi Interest E x n e n r  

See Notes to Unaudited Consolidated Financial Statements 

3 

Source: Duke Energy Ohio, In, IO-Q, May 15, 2008 
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DUKE ENERGY OHIO, INC. 
CONSOLIDATED BALANCE SHEETS 

(Unaudited) 
(In millions) 

March 31, December 31, 
2008 2007 

~ S S E T S  -. 

l E 3 s h  and cash equivalents .... 1-J Z3-3:::lEb~l3 ~ ~ 

Current Assets 

Receivables (net of allowance for doubtful accounts of $3 at March 31, 2008 

See Notes to Unaudited Consolidated Financial Statements 

4 

Source: Duke Energy Ohio, In, 10-Q, May 15, 2008 
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DUKE ENERGY OHIO, INC. 
CONSOLIDATED BALANCE SHEETS-(Continued) 

(Unaudited) 
(In millions, except share and per-share amounts) 

March 31, December 31, 
2008 2007 

FlABlLlTlES AND COMMON STOCKHOLDER'S EQUITY . _- I /  I . .~ 

Current Llabilltles -~ 

[ Taxes accrued _- 

!$ I a q - l T r - - m [ ]  
I 1 I 22811 -r-i-.172jl 

1 Other I I 8q/ 1- 
!Long-term Debt ! I I  1.808/ I I I 1,SlIlJ 

__ 
47 189 

24 28 

\ Accounts payable 
-. ___- Notes payable __ 

interest accrued 
-- 

-___ 
- 56 -___ 

Total current liabilities 1,029 1,223 

/ - - E l  1,450/ I/ - 
Deferred Credits and Other Llabilltles -. 

~ 

16 

31 

1 Deferred income taxes _.--___--. 
Investment tax credits ___.~___-~_____-________-- - - . - -__ L Accrued pension and other post-retirement benefit costs -?-rrTrr1--zg 
Unrealized losses on-mark-to-market and hedging transactions 

I Asset retirement obligations __ 1 ~ - ~ - ~ J - - - L - - ~ - ~  

Lommltments and Contingencies 

__ 
Other 290 343 

Total deferred credits and other liabilities I 1 /2,104/1 I 1 2,110/] 

&ommon Stockholder's E U i t K  ____ _ _ _  __ ____ - __ - - _ _  - -- _ _  I_ - 1  i i l  1 I J i  

1 - 1- - j:~q - -r 1 -1- 7T2L 
Common stock, $8 50 :ryalue, 120,000,000 shares authorized and 89,K63L0L6 _ _ _  - __ -- - - _  

r -..- 1 - shares outstanding at &arch 31, 2008 and Degember 33,3007 __ - - __ 

_ _ -  __ ___ - _ _  i _I__ I~_JOYI--L-I-C~LIJ 
(23) (25 

$ 11,610 $ 11,677 

I_Reta lnedamings- - -  - __ I _- _ _  _ -- 
Accumulated other comprehensive loss 

Total Liabilities and Common Stockholder's Equity 
I I I 1  I Total common stockholder's equity 6,666 I I 6.53 

See Notes to Unaudited Consolidated Financial Statements 

5 

Source: Duke Energy Ohio, In, 1 0 4 ,  May 15, 2008 
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DUKE ENERGY OHIO, INC. 
CONSOLIDATED STATEMENTS OF CASH FLOWS 

(Unaudited) 
(In millions) 

Three Months Ended 
March 31, 

2008 2007 
... I I I 1  

l--.l-qq--iiTn Depreciation and amortization ______-. 
n a i n s )  losses on sales of other assets and other, net 

Deferred income taxes .__- - 8 A20) 
R e  ulatory asseffliability a m o r t i z a k  ___ -i.=-TIl:3-zi__i-g 

L:: Receivables - 

Net income ____-- '$7'13?, $ 37 

(Increas; decrease in: __..........I_-___-__.----.. :_i___3:I-LI l..I..IIJ 
r--++---- i--mn 

r-- Other current ass%_ r - i _ r z ~ r ~ - ~ T z r n  

b n s H F L o w s  FROM O P E R A T W A C Q ! Y ? E L  __-__-__.__.___-.._.___.._.-......_...--______i- 

1 Adjustments to reconcile net income to net c a s i t i e s :  1 1 r ; i / - l - - l T J  
____.-__ 

___-_ 

Ac!rued ension and other post-retirement benefit costs 6 15 

38 25 

59 64 

._._--____-_ Net realized and un*zed markx--and hedging transaxions 

Inventory .______ ____-____-__I 

Increase (decrease) in: 
Accounts payable 
Taxes accrued 

_______ Other current liabilities I __-___- 
(4) 

Other liabilities (24) (3) 

Regulatory assetlliability deferrals 
i- Other assets I I 1 1 7 /  I I 1 4 q /  

i Net cash provided by operating activities I I 126q I I /333/1 
CASH FLOWS FROM INVESTING ACTIVITIES 

I Z K 1 E T 2 E r n  [ - C % $ i i - e w K - -  -~ ______---_--__- ~ 

1 Sales of emission allowances ________ ~ ~ l L L I 4 - l  
I I I i  I I 1111J 

Net cash used in investing activities (117) (128 
&!!BOWS FROM FINA-_kCYETE i-1 1 1 I ._ 

Redemption of long-term debt (2) (2 
1 Notes payable to affiliate, net f i i  142 22 

LCashar?acashe_4u!vaientsa_te _oLpelllod_ _ _  ... ... ~. ... . -. -. -. .. . . . ... ..-. . . I .  .. .. ._ h- l..2!ll 

_~-_.__________________ 

- Purchases of emission allowances .- 

Net proceeds from the sales of other assets 
Change in restricted funds held in trust 

- 4 
_ _ _ ~ ^ _ -  

L 

Net cash used in financing activities (144) (229 
I ________- Net increaseldecrease) in cash and cash equivalents . . .. . _i 1.LK.i LA12 

Cash and cash equivalents at  beginning of perlod 33 45 

&plemeEtal Disclosures ....................................................................................... J.ZIIl.-.- L L - J  KIISl 
Slgnlficant non-cash transactions: .- -. 
[- Purchase accounting adjustments ~ 1;: ___ ~ .3I l I - - IT_-.4! . !  

Accrued capital expenditures $ -39  $ 22 

______-___ __ 

__1 

See Notes to llnaudited Consolidated Financial Statements 

6 

Source: Duke Energy Ohia, In, 10-Q, May 15, 2008 
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DlJKE ENERGY OHIO, INC. 
CONSOLIDATED STATEMENTS OF COMMON STOCKHOLDERS EQUITY AND COMPREHENSIVE INCOME 

(Unaudited) 
(In millions) 

Accumulated Other Comprehenslve 
Income (Loss) 

Net Galns 
Additional (Losses) on 

Cash Flow Common Paid-In Retalned 
SFAS No. 

158 

I 
4 

[ Adoption of SFAS No,glB~-rneasurement date provision]- I 1 4 I 1 4 I I (41 I I 4  I I I i l  I I (41 
Balance at March 31,2007 $ 762 $ 5,605 $ 88 $ (32) (2) $ 6,421 
I I l l  I I I1 / I  I I 

_. 

Total comprehensive income I E l . I - L . _ - L . .  I 
4 Push-down accountin ad'ustments - - 

I _I_ Total comprehensive _ _ _ _ ~ _ _ - _ _ . _ _ ~ _ _ _ . _ _ _ _ _ _ - l  income -1 I_J~__L._I_.i__i_l_.~.L___1__L_ .... .1--1--._1---1___.. U L-l-?Ei 

palance at March 31.2008 I ! § I  762/ is ,57q !§ I 36q I is I (  34) I ! § I  711 Eb is ,6691 

See Notes to Unaudited Consolidated Financial Statements 

7 

Source: Duke Energy Ohio, In, 1042, May 15, 2008 
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DUKE ENERGY OHIO, INC 
Notes To Unaudited Consolidated Financial Statements 

1. Basis of Presentation 
Nature of Operations and Basis of Consolldation. Duke Energy Ohio, Inc. (Duke Energy Ohio), an Ohio corporation organized in 1837, is a wholly-owned subsidiary of 

Cinergy Corp. (Cinergy). Cinergy is a wholly-owned subsidiary of Duke Energy Corporation (Duke Energy) Duke Energy Ohio is a combination electric and gas public utility 
company that provides service in the southwestern portion of Ohio and through Duke Energy Kentucky, Inc (Duke Energy Kentucky) in nearby areas of Kentucky. Duke Energy 
Ohio's principal lines of business include generation, transmission and distribution of electricity, the sale of and/or transportation of natural gas, and energy marketing Duke 
Energy Ohio's principal subsidiary is Duke Energy Kentucky, a Kentucky corporation organized in 1901. Duke Energy Kentucky's principal lines of business include generation, 
transmission and distribution of electricity as well as the sale of and/or transportation of natural gas. References herein to Duke Energy Ohio includes Duke Energy Ohio and its 
subsidiaries. 

subsidiaries where Duke Energy Ohio has control. These Consolidated Financial Statements also reflect Duke Energy Ohio's proportionate share of certain generation and 
transmission facilities in Ohio and Kentucky. 

for interim financial infonation and with the instructions to Form 1 0 4  and Regulation S-X. Accordingly, these Consolidated Financial Statements do not include all of the 
information and footnotes required by GAAP for annual financial statements. Because the interim Consolidated Financial Statements and Notes do not include all of the 
information and footnotes required by GAAP for annual financial statements, the Consolidated Financial Statements and other information included in this quarterly report 
should be read in conjunction with the Consolidated Financial Statements and Notes in Duke Energy Ohio's Form IO-Kfor the year ended December 31, 2007. 

financial position and results of operations. Amounts reported in the interim Consolidated Statements of Operations are not necessarily indicative of amounts expected for the 
respective annual periods due to the effects of seasonal temperature variations on energy consumption, regulatory rulings, the timing of maintenance on electric generating 
units, changes in mark-to-market valuations, changing commodity prices, and other factors. 

Use o f  Estlmates. To conform to GAAP in the U.S., management makes estimates and assumptions that affect the amounts reported in the Consolidated Financial 
Statements and Notes. Although these estimates are based on management's best available knowledge at the time, actual results could differ. 

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

Nettlng of cash collateral and derivative assets and llabillties under master netting arrangements. On January 1, 2008. Duke Energy Ohio adopted FSP No. FIN 
39-1. In accordance with FSP No. FIN 39-1, Duke Energy Ohio offsets fair value amounts (or amounts that approximate fair value) recognized on its Consolidated Balance 
Sheets related to cash collateral amounts receivable or payable against fair value amounts recognized for derivative instruments executed with the same counterparty under 
the same master netting agreement. Prior to the adoption of FSP No FIN 39-1, Duke Energy Ohio offset the fair value amounts recognized for derivative instruments executed 
with the same counterparty under the same master netting agreement in accordance with FIN 39, "Offsetting ofAmounts Related to Certain Contracts," but presented cash 
collateral on a gross basis within the Consolidated Balance Sheets. At March 31, 2008 and December 31, 2007, Duke Energy Ohio had receivables related to the right to 
reclaim cash collateral of approximately $16 million and $5 million, respectively, and had payables related to obligations to return cash collateral of approximately $34 million 
and an immaterial amount, respectively, that have been offset against net derivative positions in the Consolidated Balance Sheets. Duke Energy Ohio had immaterial cash 
collateral receivables under master netting arrangements that have not been offset against net derivative positions at March 31, 2008 and December 31, 2007, respectively 
Duke Energy Ohio had an immaterial amount of cash collateral payables under master netting arrangements that have not been offset against net derivative positions at 
March 31,2008 and December 31,2007. 

Unbllled Revenue. Revenues on sales of electricity and gas are recognized when either the service is provided or the product is delivered Unbilled revenues are 
estimated by applying an average revenue per kilowatt hour or per thousand cubic feet (Mcf) for all cus- 

These Consolidated Financial Statements include, after eliminating intercompany transactions and balances, the accounts of Duke Energy Ohio and all majority-owned 

These Consolidated Financial Statements have been prepared in accordance with generally accepted accounting principles (GAAP) in the United States of America (US ) 

These Consolidated Financial Statements reflect all normal recurring adjustments that are, in the opinion of management, necessary to fairly present Duke Energy Ohio's 

8 

Source: Duke Energy Ohio, In, 10-Q, May 15, 2008 
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DIJKE ENERGY OHIO, INC. 
Notes To Unaudited Consolidated Financial Statements-(Continued) 

tomer classes to the number of estimated kilowatt hours or Mcf's delivered but not billed. The amount of unbilled revenues can vary significantly period to period as a result of 
factors including seasonality, weather, customer usage patterns and customer mix. Receivables for unbilled revenues of $121 million and $145 million at March 31, 2008 and 
December 31, 2007, respectively are included in the sales of accounts receivable to Cinergy Receivables Company, LLC (Cinergy Receivables), an unconsolidated entity 
formed by Cinergy. 

Other Regulatory Assets and Deferred Deblts. The state of Ohio passed comprehensive electric deregulation legislation in 1999, and in 2000, the Public Utilities 
Commission of Ohio (PUCO) approved a stipulation agreement relating to Duke Energy Ohio's transition plan creating a Regulatory Transition Charge (RTC) designed to 
recover Duke Energy Ohio's generation-related regulatory assets and transition costs over a ten-year period beginning January 1 I 2001 and ending December 2010. 
Accordingly, application of Statement of Financial Accounting Standards (SFAS) No. 71, "Accounting for Certain Types of Regulation." (SFAS No. 71) was discontinued for the 
generation portion of Duke Energy Ohio's business. Duke Energy Ohio has a RTC related regulatory asset balance of approximately $215 million and $239 million as of 
March 31 ~ 2008 and December 31, 2007, respectively, which is classified in Other Regulatory Assets and Deferred Debits on the Consolidated Balance Sheets 

2. Business Segments 
Duke Energy Ohio operates the following business units: Franchised Electric and Gas and Commercial Power. Duke Energy Ohio's chief operating decision maker 

regularly reviews financial information about each of these business units in deciding how to allocate resources and evaluate performance. Both of the business units are 
considered reportable segments under SFAS No 131, "Disclosures about Segments of an Enterprise and Related Information." There is no aggregation within Duke Energy 
Ohio's defined business segments. 

Franchised Electric and Gas generates, transmits, distributes and sells electricity in southwestem Ohio and northem Kentucky. Franchised Electric and Gas also 
transports and sells natural gas in southwestern Ohio and northern Kentucky. It conducts Operations primarily through Duke Energy Ohio and Duke Energy Kentucky 

Commercial Power owns, operates and manages non-regulated power plants and engages in the wholesale marketing and procurement of electric power, fuel and 
emission allowances related to these plants as well as other contractual positions. Commercial Power's generation asset fleet consists of Duke Energy Ohio's non-regulated 
generation in Ohio and the five Midwestem gas-fired non-regulated generation assets. Commercial Power's assets comprise approximately 7,600 megawatts of power 
generation primarily located in the Midwestem US.  The asset portfolio has a diversified fuel mix with baseload and mid-merit coal-fired units as well as combined cycle and 
peaking natural gas-fired units. Most of the generation asset output in Ohio has been contracted through the rate stabilization plan (RSP). 

The remainder of Duke Energy Ohio's operations are presented as Other. While it is not considered a business segment, Other primarily includes certain allocated 
governance costs (see Note 8). 

Duke Energy Ohio's reportable segments offer different products and services and are managed separately as business units. Accounting policies for Duke Energy Ohio's 
segments are the same as those described in the Notes to the Consolidated Financial Statements in Duke Energy Ohio's Annual Report on Form 10-K for the year ended 
December 31 ~ 2007. Management evaluates segment performance based on earnings before interest and taxes from continuing operations (EBIT). 

On a segment basis, EBIT excludes discontinued operations and represents all profits from continuing operations (both operating and non-operating and excluding 
corporate governance costs) before deducting interest and taxes. Cash, cash equivalents, and investments in marketable securities, if any, are managed centrally by Duke 
Energy, so the interest and dividend income on those balances are excluded from the segments' EBIT. 

Transactions between reportable segments are accounted for on the same basis as unaffiliated revenues and expenses in the accompanying Consolidated Financial 
Statements 

9 

Source: Duke Energy Ohia, In, 10-Q, May 15, 2008 
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DUKE ENERGY OHIO, INC. 
Notes To Unaudited Consolidated Financial Statements-(Continued) 

Business Segment Data 

Segment EBlTl 
Consolidated Income 

from Continuing Depreciation 
Unaffiliated Operations Before and 
Revenues(a) Income Taxes Amortization 

(in millions) 

I____ -- 

I 

I bommercial Power 145i I 

w e e  Months Ended March 31*2008L- 
Franchised Electric and Gas _- 

/nterest expense - 

~ __.___-_- L L $ ____ I -.599 _J ____._____ _I____ 

58 
I 411 

991 242 99 

97 $ -  

.~ 
_I 

~ TzI--L.-L1.-__.__ - Tz:.--:l..-_- i E I I I I z I - 3  - 

206 99 
- _ _ _ _ _ ~  _.___ 

jnterest income and other 
Total consolidated $ 991 $ 

(a) There were no intersegment revenues for the three months ended March 31, 2008 and 2007 

Segment Assets 

March 31, December 31, 

2008 2007 

~ ~ __ .- -- 
Uanchised Elect&and Gas -. __ _____._. 
Commercial Power 6,141 6,147 

3. Dispositions 

and net pre-tax gains (losses) of $12 million and $(11) million, respectively, recorded in Gains (losses) on Sales of Other Assets and Other, net on the Consolidated Statements 
of Operations. These amounts primarily relate to Commercial Power's sales of emission allowances. 

10 

For the three months ended March 31, 2008 and 2007, the sale of emission allowances resulted in approximately $12 million and $22 million, respectively, in proceeds 

Source: Duke Energy Ohio, In, 10-Q, May 15, 2008 
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DUKE ENERGY OHIO, INC. 
Notes To Unaudited Consolidated Financial Statements-(Continued) 

4. Inventory 

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

5. Debt and Credit Facilities 
Duke Energy Ohio receives support for its short-term borrowing needs through its participation with Duke Energy and other Duke Energy subsidiaries in a money pool 

arrangement, which allows Duke Energy Ohio to better manage its cash and working capital requirements. Under this arrangement, those companies with short-term funds may 
provide short-term loans to affiliates participating under this arrangement. As of March 31, 2008 and December 31, 2007, Duke Energy Ohio was in a payable position of 547 
million and 5189 million, respectively, classified within Notes payable in the accompanying Consolidated Balance Sheets. During the three months ended March 31, 2008 and 
2007, the 5142 million and 5227 million change in the money pool, respectively, is reflected as a cash outflow in Notes payable to affiliate, net within Net cash used in financing 
activities on the Consolidated Statements of Cash Flows. 

Available Credit Facilities and Restrictive Debt Covenants In March 2008, Duke Energy entered into an amendment to its $2.65 billion master credit facility whereby the 
borrowing capacity was increased by $550 million to $3.2 billion. Pursuant to the amendment, the additional credit capacity of 5550 million specifically increased the borrowing 
sub limit for Duke Energy Ohio (excluding Duke Energy Kentucky) by 5250 million to 5750 million. The borrowing sub limit of Duke Energy Kentucky did not change. In May 
2008, Duke Energy reallocated the borrowing sub limits under the master credit facility and reduced Duke Energy Ohio's borrowing sub limit by $50 million to 5700 million. 

Duke Energy, Duke Energy Ohio and Duke Energy Kentucky to not exceed 65%. Duke Energy Ohio's debt agreements also contain various financial and other covenants. 
Failure to meet these covenants beyond applicable grace periods could result in accelerated due dates and/or termination of the agreements. As of March 31, 2008, Duke 
Energy and Duke Energy Ohio were in compliance with those covenants. In addition, some credit agreements may allow for acceleration of payments or termination of the 
agreements due to nonpayment, or the acceleration of other significant indebtedness of the borrower or some of its subsidiaries. None of the debt or credit agreements contain 
material adverse change clauses. 

Long-term Debt on the Consolidated Balance Sheets due to Duke Energy Ohio's intent and ability to utilize such borrowings as long-term financing. Duke Energy's credit 
facilities with non-cancelable terms in excess of one year as of the balance sheet date give Duke Energy Ohio the ability to refinance these short-term obligations on a 
long-term basis 

The issuance of commercial paper, letters of credit and other borrowings reduces the amount available under the credit facility. 
Duke Energy's credit agreement contains various financial and other covenants, including, but not limited to, a covenant regarding the debt-to-total capitalization ratio at 

As of March 31, 2008 and December 31, 2007, approximately $96 million of certain pollution control bonds, which are short-term obligations by nature, are classified as 

11 
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Notes To Unaudited Consolidated Financial Statements-(Continued) 

6. Employee Benefit Obligations 

Cinergy were as follows: 
Duke Energy Ohio participates in pension and other post-retirement benefit plans sponsored by Cinergy Duke Energy Ohio’s net periodic benefit costs as allocated by 

Three Months 
Ended 

Three Months 
Ended 

March 31, March 31, 
2008 2007 

I 21 (In millions) -~ 
1 81 

$-I 3 $ 3 

~ _ _ _ _  
jQualified Pension Benefitsraj __ 
Other Post-retirement B e n e f i t s @ T -  

(a) These amounts exclude approximately $1 million and $3 million for the three months ended March 31, 2008 and 2007, respectively. of regulatory asset amortization 
resulting from purchase accounting. 

(b) The three months ended March 31, 2007 excludes approximately $1 million of regulatory asset amortization resulting from purchase accounting. 
Duke Energy’s policy is to fund amounts for its 1J S. qualified pension plans on an actuarial basis to provide assets sufficient to meet benefit payments to be paid to plan 

participants. Duke Energy did not make contributions to the legacy Cinergy qualified or non-qualified pension plans during the three months ended March 31, 2008 or 2007 
Duke Energy does not anticipate making contributions to the legacy Cinergy qualified or non-qualified pension plans during 2008. Duke Energy also sponsors employee 
savings plans that cover substantially all US. employees. Duke Energy Ohio expensed pre-tax employer matching contributions of approximately $1 million for each of the 
three months ended March 31,2008 and 2007. 

7. Goodwill and Intangibles 

Carrying Amount of Goodwill 

The following table shows goodwill by business segment at March 31. 2008 and December 31,2007: 

The carrying amount and accumulated amortization of intangible assets as of March 31, 2008 and December 31 ~ 2007 are as follows: 

March 31, December 31, 
2008 2007 

(W 
4 134q/ B mj __ 

271 271 
m s s i o n  allowances 
Gas, coal, and power contracts 

__ -- B L -  .- _-__ 

~ ____ 
FEumulated amortization-gas, coal, and power contracts T -1- 1 (9% -_1. 1 1L? 
Accumulated amortization-other (5) (5) 
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Emission allowances in the table above include emission allowances, which as part of the Duke Energy and Cinergy merger, were recorded at fair value on the date of the 
merger and emission allowances purchased by Duke Energy Ohio. Additionally, Duke Energy Ohio is allocated certain zero cost emission allowances on an annual basis. 
Carrying value of emission allowances sold or consumed during the three months ended March 31, 2008 and 2007 were $16 million and $67 million, respectively. See Note 3 
for discussion of gains and losses on sales of emission allowances at Commercial Power during the three months ended March 31, 2008 and 2007. 

Amortization expense for gas, coal and power contracts and other intangible assets for the three months ended March 31, 2008 and 2007 was approximately $6 million 
and $12 million, respectively, 

In connection with the Duke Energy and Cinergy merger, Duke Energy Ohio recorded an intangible liability of approximately $113 million associated with the market based 
standard service offer (MBSSO) in Ohio, which is being recognized in earnings over the remaining regulatory period that ends on December 31, 2008 During the three months 
ended March 31, 2008 and 2007, Duke Energy Ohio amortized approximately $17 million and less than $1 million, respectively, to income related to this intangible liability The 
carrying amount of this intangible liability was approximately $50 million and $67 million at March 31, 2008 and December 31, 2007, respectively. Duke Energy Ohio also 
recorded approximately $56 million of intangible liabilities associated with other power sale contracts in connection with the merger. The carrying amount of this intangible 
liability was approximately $21 million and $22 million at March 31, 2008 and December 31, 2007, respectively. During the three months ended March 31, 2008 and 2007, Duke 
Energy Ohio amortized approximately $1 million and $4 million, respectively, to income related to these power sale contracts. 

8. Related Party Transactions 
Duke Energy Ohio engages in related party transactions. These transactions are generally performed at cost and in accordance with the applicable state and federal 

commission regulations. Balances due to or due from related parties included in the Consolidated Balance Sheets as of March 31, 2008 and December 31, 2007 are as fotlows: 

March 31, December 31, 
2008 2007 

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

Of the balance at March 31, 2008, approximately ($38) million is classified as Receivables and ($1 1)  million is classified as Other Current Assets. The balance at 
December 31, 2007 is classified as Receivables on the Consolidated Balance Sheets. 

(c) Of the balance at March 31, 2008. approximately ($159) million is classified as Accounts payable and ($62) million is classified as Taxes accrued on the Consolidated 
Balance Sheets. Of the balance at December 31, 2007, approximately ($256) million is classified as Accounts payable and ($10) million is classified as Taxes accrued on 
the Consolidated Balance Sheets. 

(b) 

(d) The balance at March 31. 2008 is classified as Unrealized losses on mark4market and hedging transactions within Deferred Credits and Other Liabilities on the 
Consolidated Balance Sheets. 

(e) Of the balance at March 31, 2008, approximately ($1,423) million is classified as Deferred income taxes, ($16) million is classified as Investment tax credits and $23 
million is classified as Other within Current Assets on the Consolidated Balance Sheets Ofthe balance at December 31, 2007, approximately ($1,409) million is classified 
as Deferred income taxes, ($16) million is classified as Investment tax credits and $24 million is classified as Other within Current Assets on the Consolidated Balance 
Sheets 

Duke Energy Ohio is allocated its proportionate share of corporate governance and other costs by a consolidated affiliate of Duke Energy and a consolidated affiliate of 
Cinergy. Corporate governance and other shared services costs are primarily allocations of corporate costs, such as human resources, legal and accounting fees, as well as 
other third party costs The expenses associated with certain allocated corporate governance and other service costs for Duke Energy Ohio, which are recorded in Operation, 
maintenance and other within Operating Expenses on the Consolidated Statements of Operations were $61 million and $56 million for the three months ended March 31, 2008 
and 2007, respectively. 
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See Note 6 for detail on expense amounts allocated from Cinergy to Duke Energy Ohio related to Duke Energy Ohio's participation in Cinergy's qualified and non-qualified 
defined benefit pension plans and post-retirement health care and insurance benefits. Additionally, Duke Energy Ohio has been allocated accrued pension and other 
post-retirement benefit obligations from Cinergy of approximately $293 million at March 31, 2008 and approximately $266 million at December 31, 2007. These amounts have 
been classified in the Consolidated Balance Sheets as follows: 

March 31, December 31, 
2008 2007 

-. in millions) 
I a I Y (  a 1 4  s 259 

lother current liabilities __- ___ 
Accrued pension and other post-retirement benefit costs $ 285 ~- 
Pther deferred credks and other liabilities _ _ _ ~  _ _ ~  --3T-I 

Additionally, certain trade receivables have been sold by Duke Energy Ohio to Cinergy Receivables, an unconsolidated entity formed by Cinergy. The proceeds obtained 
from the sales of receivables are largely cash but do include a subordinated note from Cinergy Receivables for a portion of the purchase price. This subordinated note is 
classified by Duke Energy Ohio as Receivables in the Consolidated Balance Sheets and was approximately $175 million and $189 million as of March 31, 2008 and 
December 31, 2007, respectively. The interest income associated with Cinergy Receivables for Duke Energy Ohio, which is recorded in Other Income and Expenses, net on the 
Consolidated Statements of Operations. was approximately $8 million for the three months ended March 31, 2008 and 2007. 

was in a payable position of $47 million and $189 million, respectively, classified within Notes payable in the accompanying Consolidated Balance Sheets. The expenses 
associated with money pool activity for Duke Energy Ohio, which are recorded in Interest Expense on the Consolidated Statements of Operations for the three months ended 
March 31, 2008 and 2007 were $1 million and $2 million, respectively See Note 5 for further discussion of the money pool arrangement 

9. R i s k  Management Instruments 
As discussed in Note 1, on January 1 ,  2008, Duke Energy Ohio adopted FSP No. FIN 39-1. In accordance with FSP No. FIN 39-1, Duke Energy Ohio offsets fair value 

amounts (or amounts that approximate fair value) recognized on its Consolidated Balance Sheets related to cash collateral amounts receivable or payable against fair value 
amounts recognized for derivative instruments executed with the same counterparty under the same master netting agreement. Amounts presented in the table below exclude 
cash collateral amounts which are disclosed separately in Note 1. 

Net Derivative Portfolio Assets (Llabillties) reflected In the Consolldated Balance Sheets: (In millions) 

Duke Energy Ohio participates in a money pool with Duke Energy and other Duke Energy subsidiaries. As of March 31,2008 and December 31,2007, Duke Energy Ohio 

The following table shows the carrying value of Duke Energy Ohio's derivative portfolio as of March 31, 2008, and December 31, 2007. 

March 31, December 31, 
2008 2007 

I ~- 1 (231 s I (2a 
7 

wedging 
Undesignated 46 

The amounts in the table above represent the combination of assets and (liabilities) for unrealized gains and losses on mark-to-market and hedging transactions on Duke 

The $39 million increase in the undesignated derivative portfolio fair value is due primarily to unrealized mark-to-market gains within Commercial Power, primarily as a 
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Commodity Cash Flow Hedges. As of March 31, 2008, approximately $38 million of the pre-tax unrealized net losses on derivative instruments related to commodity 
cash flow hedges included on the Consolidated Balance Sheet in Accumulated Other Comprehensive Loss (AOCI) are expected to be recognized in earnings during the next 
12 months as the hedged transactions occur" However, due to the volatility of the commodities markets, the corresponding values in AOCI will likely change prior to its 
reclassification into earnings. 

No gains or losses due to hedge ineffectiveness were recorded during the three months ended March 31, 2008 or 2007. The amount recognized for transactions that no 
longer qualified as cash flow hedges was not material for either the three months ended March 31 ~ 2008 or March 31, 2007. 

See Note 12 for additional information related to the fair value of Duke Energy Ohio's derivative instruments. 

10. Regulatory Matters 
Regulatory Merger Approvals On April 3,2006, the merger between Duke Energy and Cinergy was consummated to create a newly formed company, Duke Energy 

Holding Corp. (subsequently renamed Duke Energy Corporation). As a condition to the merger approval, the PUCO, and the Kentucky Public Service Commission (KPSC) 
required that certain merger related savings be shared with consumers in Ohio and Kentucky, respectively. The commissions also required Duke Energy Ohio and Duke Energy 
Kentucky to meet additional conditions Key elements of these conditions include: 

- The PUCO required that Duke Energy Ohio provide (i) a rate reduction of approximately $15 million for one year to facilitate economic development in a time of 
increasing rates and market prices and (ii) a reduction of approximately $21 million to its gas and electric consumers in Ohio for one year, with both credits beginning 
January 1, 2006. During the first quarter of 2007, Duke Energy Ohio completed its merger related rate reductions and filed a report with the PUCO to terminate the 
merger credit riders. Approximately $2 million of the rate reductions was passed through to customers during the three months ended March 31, 2007 

The KPSC required that Duke Energy Kentucky provide $8 million in rate reductions to its customers over five years, ending when new rates are established in the 
next rate case afler January 1,2008. Approximately $ 1  million of the rate reduction was passed through to customers during each of the three months ended 
March 31, 2008 and 2007. 

* 

* 

Franchised Electric and Gas. Rate Related Information. The KPSC approves rates for retail electric and gas services within the Commonwealth of Kentucky. The PUCO 
approves rates and market prices for retail gas and electric service within the state of Ohio, except that non-regulated sellers of gas and electric generation also are allowed to 
operate in Ohio (see "Commercial Power" below). The FERC approves rates for electric sales to wholesale customers served under cost-based rates. 

Duke Energy Ohio Electric Rate Filings. Duke Energy Ohio operates under a RSP, a MBSSO approved by the PUCO in November 2004. In March 2005, the Office of the 
Ohio Consumers' Council (OCC) appealed the PUCQ's approval of the MBSSQ to the Supreme Court of Ohio and the Court issued its decision in November 2006. It upheld 
the MBSSO in virtually every respect but remanded to the PUCO on two issues. The Court ordered the PUCO to support a certain portion of its order with reasoning and record 
evidence and to require Duke Energy Ohio to disclose certain confidential commercial agreements with other parties previously requested by the OCC. Duke Energy Ohio has 
complied with the disclosure order. 

In October 2007, the PUCO issued its ruling affirming the MBSSO. with certain modifications, and maintaining the current price. The ruling provides for continuation of the 
existing rate components, including the recovery of costs related to new pollution control equipment and capacity costs associated with power purchase contracts to meet 
customer demand, but provided customers an enhanced opportunity to avoid certain pricing components if they are served by a competitive supplier. The ruling also attempted 
to modify the statutory requirement that Duke Energy Ohio transfer its generating assets to an exempt wholesale generator (EWG) and ordered Duke Energy Ohio to retain 
ownership for the remainder of the RSP period. The ruling also incorrectly implied that Duke Energy Ohio's nonresidential RTC will terminate at the end of 2008. On 
November 23, 2007, Duke Energy Ohio filed an application for rehearing on the portions of the PUCOs ruling relating to whether certain pricing components may be avoided by 
customers, the right to transfer generating assets, and the termination date of the RTC. On December 19, 2007, the PUCO issued its Entry on Rehearing granting in part and 
denying in part Duke Energy Ohio's Application for Rehearing. Among other things, the PUCO modified and clarified the applicability of various rate riders during customer 
shopping situations. It also clarified that the residential RTC terminates at the end of 2008 and that 

The FERC approved the merger without conditions 
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the nonresidential RTC terminates at the end of 2010 and agreed to give further consideration to whether Duke Energy Ohio may transfer its generating assets to an EWG. 

Energy Ohio's RSP" The October 2007 order permits non-residential customers to avoid certain charges associated with the costs of Duke Energy Ohio standing ready to serve 
such customers if they return after being served by another supplier. Duke Energy Ohio believes the PUCO exceeded its authority in modifying the charges that may be 
avoided, resulting in Duke Energy Ohio having to subsidize Ohio's competitive electric market. Duke Energy Ohio has asked the Supreme Court to reverse the PUCO ruling 
and require that non-residential customers pay the charges associated with Duke Energy Ohio standing ready to serve them should they return from a competitive supplier On 
March 28, 2008, Duke Energy Ohio voluntarily withdrew its appeal. The OCC filed a notice of appeal challenging the PUCOs October 2007 decision as unlawful and 
unreasonable. The OCC and Ohio Partners for Affordable Energy (OPAE) also filed appeals from the PUCO's November 20, 2007 order approving Duke Energy Ohio's 
MBSSO riders. Duke Energy Ohio has intervened in each appeal. Pending the Ohio Supreme Court's consideration of its initial appeal, the OCC has requested that the PUCO 
stay implementation of the Infrastructure Maintenance Fund charge to be collected from customers approved in the October 2007 order. On April 14, 2008, Duke Energy Ohio 
filed a motion to intervene in OCC's appeal and on April 30, 2008, the Ohio Supreme Court granted such motion to intervene At this time, Duke Energy Ohio cannot predict 
whether the Ohio Supreme Court will reverse the PUCO's decision or whether the PUCO will grant the OCC's request for a stay Additionally, Duke Energy Ohio cannot predict 
the outcome of the MBSSO rider appeal: however, Duke Energy Ohio does not anticipate the resolution of this matter will have a material impact on its results of operations, 
cash flows or financial position. 

In August 2006, Duke Energy Ohio filed an application with the PUCO to amend its MBSSO through 2010 The proposal provides for continued electric system reliability, a 
simplified market price structure and clear price signals for customers, while helping to maintain a stable revenue stream for Duke Energy Ohio On November 30, 2007, due to 
new legislation pending in the Ohio General Assembly regarding the pricing of competitive retail generation services, Duke Energy Ohio requested PUCO approval, which the 
PUCO granted, to withdraw the Duke Energy Ohio application to amend its MBSSO. New legislation (SB 221) was passed on April 23, 2008 and signed by the Governor of 
Ohio on May 1, 2008 The new law codifies the PUCOs authority to approve an electric utility's standard service offer through an electric security plan (ESP), which would allow 
for pricing structures similar to the current MBSSO. Electric utilities are required to file an ESP and may also file an application for a market rate option at the same time, The 
market rate option is a price determined through a competitive bidding process. If a market rate option price is approved, the utility would blend in the MBSSO or ESP price with 
the market rate option price over a two- to ten-year period, subject to the PUCO's discretion. SB 221 provides for the PUCO to approve non-by-passable charges for new 
generation, including construction work-in-process (CWlP) from the outset of construction, as part of an ESP The new law grants the PUCO discretion to approve single issue 
rate adjustments to distribution and transmission rates and establishes new alternative energy resources portfolio standards, such that the utility's portfolio must consist of at 
least 25% of these resources by 2025. SB 221 also provides a separate requirement for energy efficiency, which must reduce 22% of the utility's load by 2025. The utility's 
earnings under the ESP are subject to an annual earnings test and the PUCO must order a refund if it finds that the utility's earnings significantly exceed the earnings of 
benchmark companies with similar business and financial risks. The earnings test acts as a cap to the ESP price. SB 221 also limits the ability of a utility to transfer its 
dedicated generating assets to an EWG absent PUCO approval. Duke Energy Ohio plans to file a new generation pricing formula before the MBSSO expires. 

RSP is scheduled to expire. The plan will also provide for pricing for the advanced energy, renewables and energy efficiency portfolio standards that Duke Energy Ohio is 
required to meet under SB 221. Duke Energy Ohio expects to make the filing on or shortly after the effective date of the new legislation At this time, Duke Energy Ohio cannot 
predict the outcome of this proceeding. 

sought an increase of approximately $34 million in revenue, or approximately 5 7%, to be effective in the spring of 2008. The application also requests approval to continue 
tracker recovery of costs associated with an accelerated gas main replacement program. The PUCO accepted the application for filing in September 2007. The staff of the 
PUCO issued a Staff Report in December 2007 recommending an increase of approximately $14 million to $20 million in revenue. The Staff Report also recommended 
approval for Duke Energy Ohio to continue tracker recovery of costs associated with an accelerated gas main replacement program. On February 28, 2008, Duke Energy Ohio 
reached a settlement agreement with the PUCO Staff and all of the intervening parties on its 

On February 15, 2008, Duke Energy Ohio filed a notice of appeal with the Ohio Supreme Court challenging a portion of the PUCO's decision on remand regarding Duke 

Duke Energy Ohio is currently preparing an ESP filing under SB 221. This filing will address pricing for generation service beginning January 1. 2009, when the current 

Duke Energy Ohio Gas Rate Case. In July 2007, Duke Energy Ohio filed an application with the PUCO for an increase in its base rates for gas service Duke Energy Ohio 

16 

Source: Duke Energy Ohio, In, 10-Q, May 15, 2008 



Table of Contents 
PART I 

DUKE ENERGY OHIO, INC. 
Notes To Unaudited Consolidated Financial Statements-(Continued) 

request for an increase in natural gas base rates. The settlement calls for an annual revenue increase of approximately $18 million in base revenue, or 3 percent over cunent 
revenue, and permits continued recovery of costs through 2018 for Duke Energy Ohio's accelerated gas main replacement program and permits recovery of carrying costs on 
gas stored underground via its monthly gas cost adjustment filing. The settlement is subject to the review and approval of the PUCO An order is expected in the second quarter 
of 2008. 

Duke Energy Kentucky Gas Rate Cases In 2002, the KPSC approved Duke Energy Kentucky's gas base rate case which included, among other things, recovery of costs 
associated with an accelerated gas main replacement program. The approval authorized a tracking mechanism to recover certain costs including depreciation and a rate of 
return on the program's capital expenditures. The Kentucky Attorney General appealed to the Franklin Circuit Court the KPSC's approval of the tracking mechanism as well as 
the KPSC's subsequent approval of annual rate adjustments under this tracking mechanism" In 2005, both Duke Energy Kentucky and the KPSC requested that the court 
dismiss these cases. 

In February 2005, Duke Energy Kentucky filed a gas base rate case with the KPSC requesting approval to continue the tracking mechanism and for a $14 million annual 
increase in base rates. A portion of the increase is attributable to recovery of the current cost of the accelerated gas main replacement program in base rates. In December 
2005, the KPSC approved an annual rate increase of $8 million and re-approved the tracking mechanism through 2011 In February 2006, the Kentucky Attorney General 
appealed the KPSC's order to the Franklin Circuit Court, claiming that the order improperly allows Duke Energy Kentucky to increase its rates for gas main replacement costs in 
between general rate cases, and also claiming that the order improperly allows Duke Energy Kentucky to earn a return on investment for the costs recovered under the tracking 
mechanism which permits Duke Energy Kentucky to recover its gas main replacement costs. 

In August 2007, the Franklin Circuit Court consolidated all the pending appeals and ruled that the KPSC lacks legal authority to approve the gas main replacement 
tracking mechanism, and any other annual rate adjustments under the tracking mechanism. To date, Duke Energy Kentucky has collected approximately $9 million in annual 
rate adjustments under the tracking mechanism. Duke Energy Kentucky and the KPSC have appealed these cases to the Kentucky Court of Appeals and Duke Energy 
Kentucky continues to utilize tracking mechanisms in its billed rates to customers. At this time, Duke Energy Kentucky cannot predict the outcome of these proceedings. 

Energy Efficiency. On July 11, 2007, the PUCO approved Duke Energy Ohio's Demand Side Management/ Energy Efficiency Program (DSM Program). The DSM 
Program consists of ten residential and two commercial programs. Implementation of the programs has begun. The programs were first proposed in 2006 and were endorsed 
by the Duke Energy Community Partnership, which is a collaborative group made up of representatives of organizations interested in energy conservation, efficiency and 
assistance to low-income customers. The programs costs will be recouped through a cost recovery mechanism that will be adjusted annually to reflect the previous year's 
activity. Duke Energy Ohio is permitted to recover lost revenues, program costs and shared savings (once the programs reach 65% of the targeted savings level) through the 
cost recovery mechanism based upon impact studies to be provided to the Staff of the PUCO. 

On November 15, 2007, Duke Energy Kentucky filed its annual application to continue existing energy efficiency programs, consisting of nine residential and two 
commercial and industrial programs, and to true-up its gas and electric tracking mechanism for recovery of lost revenues, program costs and shared savings. On February 11, 
2008, Duke Energy Kentucky filed a motion to amend its energy efficiency programs and applied to reinstitute a low income Home Energy Assistance Program. An order on 
both applications is expected in the second quarter of 2008. 

Other, In April 2005, the PUCO issued an order opening a statewide investigation into riser leaks in gas pipeline systems throughout Ohio The investigation followed four 
explosions since 2000 caused by gas riser leaks, including an April 2000 explosion in Duke Energy Ohio's service area. In November 2006, the PUCO Staff released an expert 
report, which concluded that certain types of risers are prone to leaks under various conditions, including over-tightening during initial installation. The PUCO Staff 
recommended that natural gas companies continue to monitor the situation and study the cause of any further riser leaks to determine whether further remedial action is 
warranted. Duke Energy Ohio has approximately 87,000 of these risers on its distribution system. If the PUCO orders natural gas companies to replace all of these risers, Duke 
Energy Ohio estimates a replacement cost of approximately $40 million. As part of the rate case filed in July 2007 (see "Duke Energy Ohio Gas Rate Case" above), Duke 
Energy Ohio requested approval from the PUCO to accelerate its riser replacement program The riser replacement program is contained in the settlement reached with all 
interveners and will be completed at the end of 2012 
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standard for implementing smart metering. After an investigation, the PLJCO issued a March 2007 order requiring all electric utilities to offer tariffs to all customer classes which 
are differentiated, at a minimum, based on on-peak and off-peak wholesale price periods. The PUCO noted that time-of-use meters should be available for customers 
subscribing to these tariffs. The order instructed PUCO Staff to conduct workshop meetings to study the costslbenefits of deploying smart metering. These workshop meetings 
are in progress. At this time, Duke Energy Ohio cannot predict the outcome of this proceeding. 

FERC 203 Application On April 23, 2008, Duke Energy Ohio and certain affiliates filed an application with the FERC requesting approval to transfer Duke Energy Ohio's 
electric generating facilities, some of which are designated to serve Ohio customers, to affiliate companies. The transaction may also entail the transfer of certain liabilities and 
debt. The affiliate companies would be consolidated by Duke Energy, but may not be consolidated by Duke Energy Ohio. The FERC filing does not obligate Duke Energy to 
make the transfer of the electric generating facilities, and management is in the process of evaluating the potential transfer, Management believes the proposed asset transfer 
could provide greater financial flexibility for the assets. The asset transfer complies with Duke Energy Ohio's Corporate Separation Plan that was amended by the PUCO in 
2007. The PUCO has requested that FERC not rule on the matter until after January 1, 2008. As previously discussed, SB 221 limits the ability of a utility to transfer its 
designated generating assets to an EWG absent PUCO approval. The filing does not impact Duke Energy Ohio's current rates. 

Midwest lndependent Transmission System Operator, lnc. (Midwest /SO) Resource Adequacy Filing On December 28, 2007, the Midwest IS0  filed its "Electric Tariff 
Filing Regarding Resource Adequacy" in compliance with the FERC's request that Midwest IS0 file Phase II of its long-term Resource Adequacy plan by December 2007. The 
proposal establishes a resource adequacy requirement in the form of planning reserve margin. On March 26, 2008, the FERC ruled on the Midwest ISOs Resource Adequacy 
filing and ordered that the new tariff be effective March 27, 2008 This action established a Midwest ISO-wide resource adequacy requirement for the first Planning Year. In the 
Order, the FERC clarified that States have the authority to set their own planning reserve margins, as long as they are consistent with any FERC-approved reliability standard. 
The FERC also rejected the use of power purchase agreements or seller's choice contracts as capacity resources if the contracts do not specify resources. Duke Energy Ohio 
does not believe the Midwest IS0 resource adequacy requirement will have a material impact on its consolidated results of operations, cash flows, or financial position. 

day-ahead and real-time ancillary services market (ASM), including a scarcity pricing proposal. The FERC's conditional approval is based upon "cost benefits" verification. By 
approving the ASM proposal, the FERC essentially approved the transfer to, and consolidation of, balancing authority responsibility in the Midwest IS0 so that it will become the 
North American Electric Reliability Council-certified Balancing Authority for the entire Midwest IS0  area. This transfer will allow the Midwest IS0  to determine operating reserve 
requirements and procure operating reserves from all qualified resources from an organized market, in place of the current system of local management and procurement of 
reserves by the 24 balancing authorities On March 21, 2008, Midwest IS0 informed the FERC that it was delaying the ASM launch date until September 9. 2008. At this time, 
Duke Energy Ohio does not believe the establishment of the Midwest Ancillary Services Market will have a material impact on its consolidated results of operations, cash flows, 
or financial position. 

Commerclal Power. Reported results for Commercial Power are subject to volatility due to the over- or under-collection of certain costs, including fuel and purchased 
power, since Commercial Power is not subject to regulatory accounting pursuant to SFAS No. 71. In addition, Commercial Power could be impacted by certain of the regulatory 
matters discussed above, including the Duke Energy Ohio electric rate filings. 

11. Commitments and Contingencies 

Envlronrnental 

These regulations can be changed from time to time, imposing new obligations on Duke Energy Ohio. 

that are part of ongoing Duke Energy Ohio operations, sites formerly owned or used by Duke 

In December 2005, the PUCO ated an investigation into implementing certain provisions of the Energy Policy Act of 2005, including whether to adopt a statewide 

Midwest /SO3 Establishment of an Ancillary Services Market. On February 25. 2008, the FERC conditionally accepted the Midwest IS0  proposal to implement a 

Duke Energy Ohio is subject to federal, state and local regulations regarding air and water quality, hazardous and solid waste disposal and other environmental matters 

Remediation activities Duke Energy Ohio and its affiliates are responsible for environmental remediation at various contaminated sites. These include some properties 
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Energy Ohio entities, and sites owned by third parties Remediation typically involves management of contaminated soils and may involve groundwater remediation. Managed 
in conjunction with relevant federal, state and local agencies, activities vary with site conditions and locations, remedial requirements, complexity and sharing of responsibility. If 
remediation activities involve statutory joint and several liability provisions, strict liability, or cost recovery or contribution actions, Duke Energy Ohio or its affiliates could 
potentially be held responsible for contamination caused by other parties In some instances, Duke Energy Ohio may share liability associated with contamination with other 
potentially responsible parties. and may also benefit from insurance policies or contractual indemnities that cover some or all cleanup costs All of these sites generally are 
managed in the normal course of business or affiliate operations. Duke Energy Ohio believes that completion or resolution of these matters will have no material adverse effect 
on its consolidated results of operations, cash flows or financial position. 

Clean WaterAct 3161b). The US. Environmental Protection Agency (EPA) finalized its cooling water intake structures rule in July 2004. The rule established aquatic 
protection requirements for existing facilities that withdraw 50 million gallons or more of water per day from rivers, streams, lakes, reservoirs, estuaries, oceans, or other US. 
waters for cooling purposes. Three of six coal-fired generating facilities in which Duke Energy Ohio is either a whole or partial owner are affected sources under that nile. On 
January 25, 2007, the US.  Court of Appeals for the Second Circuit issued its opinion in Riverkeepec lnc v. EPA, Nos 04-6692-ag(L) et. al. (2d Cir. 2007) remanding most 
aspects of the EPA's rule back to the agency The court effectively disallowed those portions of the rule most favorable to industry, and the decision creates a great deal of 
uncertainty regarding future requirements and their timing. Duke Energy Ohio is still unable to estimate costs to comply with the EPA's rule, although it is expected that costs 
will increase as a result of !he court's decision. The magnitude of any such increase cannot be estimated at this time. On April 14. 2008. the U.S. Supreme Court issued an 

On March 25 2008 the U.S Court of A peals for the District of Columbia heard oral ar uments in a case involving,multiple challenges to the CAIR. Nearly all aspects of 
the rule were challknged' but Duke Ener y clallenged only the portions pertaining to SO2 al%wance allocations. A decision is expected in the summer of 2008 The outcome 
and any resulting consequences cannot %e estimated at this time. 

Clean Air Mercury Rule (CAMR). The EPA finalized its CAMR in May 2005 The CAMR was to have limited total annual mercury emissions from coal-fired power plants 
across the U.S. through a two-phased cap-and-trade program beginning in 2010. On February 8 ,  2008 the U S. Court of Appeals for the District of Columbia issued its opinion 
in New Jersey v. EPA, No. 05-1097, vacating the CAMR. The decision creates uncertainty regarding future mercury emission reduction requirements and their timing. The €PA 
and utilities have requested rehearing of the D.C. Circuit Court decision by the entire D.C Circuit panel (en banc review). The court has ordered briefing on whether it should 
accept the case for en banc review Thus, the matter remains unsettled until the court decides whether to rehear the case. Earring reversal of the decision if reheard, there will 
be a delay in the implementation of federal mercury requirements for existing coal-fired power plants while the EPA conducts a new rulemaking. Duke Energy Ohio is unable to 
estimate the costs to comply with a new EPA rule, although it is expected that costs will increase as a result of the court's decision. 

Coal Combustion Producf (CCP) Management Duke Energy Ohio currently estimates that it will spend approximately $95 million over the period 2008-201 2 to install 
synthetic caps and liners at existing and new CCP landfills and to convert CCP handling systems from wet to dry systems. 

Extended Environmental Activities and Accruals Included in Other within Deferred Credits and Other Liabilities on the Consolidated Balance Sheets were total accruals 
related to extended environmental-related activities of approximately $8 million as of March 31, 2008 and December 31, 2007, respectively. These accruals represent Duke 
Energy Ohio's provisions for costs associated with remediation 
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activities at some of its current and former sites, as well as other relevant environmental contingent liabilities. Duke Energy Ohio believes that completion or resolution of these 
matters will have no material impact on its consolidated results of operations, cash flows or financial position 

In November 1999. the US. brought a lawsuit in the US. Federal District Court for the Southern District of Indiana against Duke Energy Ohio alleging various violations of 
the CAA at Duke Energy Ohio's Beckjord and Miami Fort Stations. The lawsuit alleges that Duke Energy Ohio violated the CAA by not obtaining Prevention of Significant 
Deterioration, Non-Attainment New Source Review and Ohio's State Implementation Plan (SIP) permits. Additionally, the suit claims that Duke Energy Ohio violated an 
Administrative Consent Order entered into in 1998 between the EPAand Cinergy relating to alleged violations of Ohio's SIP provisions governing particulate matter at Duke 
Energy Ohio's Beckjord Station. Three northeast states and two environmental groups have intervened in the case In June 2007, the trial court ruled, as a matter of law, that 
certain of the projects do not qualify for the "routine" exception in the regulations. The court ruled further that the defendants had "fair notice" of the EPA's interpretation of the 
applicable regulations, Duke Energy Ohio is arguing at trial that all of the projects were not reasonably expected to cause an increase in annual emissions and that certain of 
the projects are also exempt from the statute because they were "routine." Ajury trial commenced on May 5, 2008 

CAA requirements at a station operated by DP&L and jointly-owned by DPBL, Columbus Soulhem Power Company (CSP), and Duke Energy Ohio. The NOV indicated the EPA 
may issue an order requiring compliance with the requirements of the Ohio SIPa or bring a civil action seeking injunctive relief and civil penalties of up to $27,500 per day for 
each violation. In September 2004, Marilyn Wall and the Sierra Club brought a lawsuit against Duke Energy Ohio, DP&L and CSP for alleged violations of the CAA at this same 
generating station. On December 14, 2007, the Court ordered a stay of the litigation pending settlement negotiations among the parties That stay is set to expire on May 15, 
2008. Trial is currently scheduled to commence in August 2008 

It is not possible to predict with certainty whether Duke Energy Ohio will incur any liability or to estimate the damages, if any, that Duke Energy Ohio might incur in 
connection with these matters. Ultimate resolution of these matters, even in settlement, could have a material adverse effect on Duke Energy Ohio's consolidated results of 
operations, cash flows or financial position. However, Duke Energy Ohio will pursue appropriate regulatory treatment for any costs incurred in connection with such resolution 

Section 126 Petitions In March 2004, the state of North Carolina filed a petition under Section 126 of the CAA in which it alleges that sources in 13 upwind states, 
including Ohio, significantly contribute to North Carolina's non-attainment with certain ambient air quality standards In August 2005, the EPA issued a proposed response to the 
petition. The EPA proposed to deny the ozone portion of the petition based upon a lack of contribution to air quality by the named states The EPA also proposed to deny the 
oarticulate matter Dortion of the oetition based w o n  the CAlR Federal ImDlementation Plan (FIP). that would address the air auality concerns from neiahborina states. On 

Duke Energy Ohio has been informed by Dayton Power and Light (DP&L) that in June 2000, the EPA issued a Notice of Violation (NOV) to DPLL for alleged violations of 
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lawsuits allege that the defendants' emissions of COz from the combustion of fossil fuels at electric generating facilities contribute to global warmin and amount to a public 
nuisance. The complaints also alle e that the defendants could enerate the same amount of electricity while emitting significantly less COz. The yaintiffs are seeking an 
injunction requiring each defendanyto cap, its,COz emissions an% then reduce them by a s ecified percentage each year for at least a decade. In {eptember 2005, the District 
Court granted,the, defendants' motion to dismiss the lawsuit. The plaintiffs have appealed $is ruling to the Second Circuit Cou? of Appeals. Oral argume,nts were held before. 
the Second Circuit Court of Appeals on June 7, 20p6. It ,is not possible to predict with certainty whether Duke Energy Ohio will incur any liability or to estimate the damages, if 
any, that Duke Energy Ohio might incur in connection with this matter. 

Zirnrner Genefafing Sfation (Zimrner Sfafion) Lawsuit In November 2004, a citizen of the Village of Moscow, Ohio, the town adjacent to Duke Energy Ohio's Zimmer 
Station, brought a purported class action in the U S  District Court for the Southem District of Ohio seeking monetary damages and injunctive relief against Duke Energy Ohio 
for alleged violations of the CAA, the Ohio SIP, and Ohio laws against nuisance and common law nuisance. The plaintiffs have filed a number of additional notices of intent to 
sue and two lawsuits raising claims similar to those in the original claim One lawsuit was dismissed on procedural grounds, and the remaining two have been consolidated. On 
December 28, 2006, the District Court certified this case as a class action Discovery in the case continues. At this time, Duke Energy Ohio cannot predict whether the outcome 
of this matter will have a material impact on its consolidated financial position, cash flows or resuns of operations. Duke Energy Ohio intends to defend this lawsuit vigorously in 
court. 

Hurricane Kafrina Lawsuit In April 2006, Cinergy was named in the third amended complaint of a purported class action lawsuit filed in the I J S .  District Court for the 
Southern District of Mississippi. Plaintiffs claim that Cinergy, along with numerous other utilities, oil companies, coal companies and chemical companies, are liable for 
damages relating to losses suffered by victims of Hurricane Katrina. Plaintiffs claim that defendants' greenhouse gas emissions contributed to the frequency and intensity of 
storms such as Hurricane Katrina. In October 2006, Cinergy was served with this lawsuit. On August 30, 2007, the court dismissed the case The plaintiffs have filed their 
appeal to the Fifth Circuit Court of Appeals. Briefing is ongoing in the Fifth Circuit. It is not possible to predict with certainty whether Duke Energy Ohio will incur any liability or to 
estimate the damages, if any, that Duke Energy Ohio might incur in connection with this matter. 

the Southern District of Ohio Plaintiffs allege that Duke Energy Ohio (then The Cincinnati Gas B Electric Company (CGBE)), conspired to provide inequitable and unfair price 
advantages for certain large business consumers by entering into non-public option agreements with such consumers in exchange for their withdrawal of challenges to Duke 
Energy Ohio's (then CGBEs) pending RSP, which was implemented in early 2005. Duke Energy Ohio strongly denies the allegations made in the lawsuit and on March 21. 
2008, Duke Energy Ohio filed a motion to dismiss plaintiffs' claims It is not possible to predict with certainty whether Duke Energy Ohio will incur any liability or to estimate the 
damages, if any, that Duke Energy Ohio might incur in connection with this matter. 

Asbestos-relafed Injuties and Damages Claims Duke Energy Ohio has been named as a defendant or co-defendant in lawsuits related to asbestos at its electric 
generating stations. The impact on Duke Energy Ohio's consolidated results of operations, cash flows, or financial position of these cases to date has not been material Based 
on estimates under varying assumptions concerning uncertainties, such as, among others: (i) the number of contractors potentially exposed to asbestos during construction or 
maintenance of Duke Energy Ohio's generating plants; (ii) the possible incidence of various illnesses among exposed workers, and (iii) the potential settlement costs without 
federal or other legislation that addresses asbestos tort actions, Duke Energy Ohio estimates that the range of reasonably possible exposure in existing and future suits over 
the foreseeable future is not material. This estimated range of exposure may change as additional settlements occur and claims are made and more case law is established 

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

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

Ohio Anfitrust Lawsuit In January 2008, four plaintiffs, including individual, industrial and non-profit customers, filed a lawsuit against Duke Energy Ohio in federal court in 
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-... ". --...........-... I".._ -- ...... 
On March 10 2008 the EPATs-&~> Clean Air Act Notice of Violation/Finding of Violation NOV/FOV) asserting noncom liance with SO2 emission limits opacity 

standards and ehi l t ing requirements at Duke Energy Ohio's Zimmer Generating Station ThehOVEOV also asserts that a FSD permit should have been obtained for the 
installation in 2804 of a pollution control project in order to comply with the EPAs re ional cap-and-trade program for NOx emissions Duke Energy Ohio disputes the legal and 
factual basis for the FOV/NOV Duke Energy Ohio is unable to predict at this time wiat  if any, remedies or potential penalties may result from the FOV/NOV 

Other. Duke Energy Ohio enters into various fixed-price, non-cancelable commitments to purchase or sell power (tolling arrangements or power purchase contracts) that 
may or may not be recognized on the Consolidated Balance Sheets. 

12. Fair Value of Financial Assets and Liabilities 

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

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

Duke Energy Ohio determines fair value of financial assets and liabilities based on the following fair value hierarchy, as prescribed by SFAS No. 157, which prioritizes the 
inputs to valuation techniques used to measure fair value into three levels: 

Level 1 Inputs - unadjusted quoted prices in active markets for identical assets or liabilities that Duke Energy Ohio has the ability to access. An active market for the 
asset or liability is one in which transactions for the asset or liability occur with sufficient frequency and volume to provide ongoing pricing information. Duke Energy Ohio does 
not adjust quoted market prices on Level 1 inputs for any blockage factor. 

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

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

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

On January 1, 2008, Duke Energy Ohio adopted SFAS No 157, "Fair Value Measurements" (SFAS No. 157). Duke Energy Ohio's adoption of SFAS No. 157 is currently 
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The following table provides the fair value measurement amounts for assets and liabilities recorded on Duke Energy Ohio's Consolidated Balance Sheets at fair value at 
March 31, 2008: 

Total Fair Value 
Amounts at 

March 31,2008 Level I 
___ 

Level 2 Level 3 - 
(In mllllons) 

I I I I I l l  
Derivative assets $ 126 $ 51 7 $ 75 
Description 

perivatlve liabilities I 1 104 p q m j  
The following table provides a reconciliation of beginning and ending balances of assets measured at fair value on a recurring basis where the determination of fair value 

includes significant unobservable inputs (Level 3): 

Rol l foward of Level 3 Measurements 

Derlvatlves (net) 

(in mlllions) 
PsLaEeaJanuary ' z008  ~ -___l__l_..___-_ I .---.A 1 lzz!ll 

The valuation method of the primary fair value measurements disclosed above are as follows: 
Commodlty derivatives: The pricing for commodity derivatives is primarily a calculated value which incorporates the forward price and is adjusted for liquidity (bid-ask 

spread), credit or non-performance risk (after reflecting credit enhancements such as collateral) and discounted to present value. The primary difference between a Level 2 and 
a Level 3 measurement has to do with the level of activity in forward markets for the commodity" If the market is relatively inactive, the measurement is deemed to be a Level 3 
measurement. Some commodity derivatives are NYMEX contracts, which Duke Energy Ohio classifies as Level 1 measurements. 

13. New Accounting Standards 

presented in the accompanying Consolidated Financial Statements: 
The following new accounting standards were adopted by Duke Energy Ohio subsequent to March 31, 2007 and the impact of such adoption, if applicable, has been 

SFAS No 157. Refer to Note 12 for a discussion of Duke Energy Ohio's adoption of SFAS No. 157. 
SFAS No. 159. Refer to Note 12 for a discussion of Duke Energy Ohio's adoption of SFAS No. 159. 
FSPNo FIN 39-1. Refer to Note 1 for a discussion of Duke Energy Ohio's adoption of FSP No. FIN 39-1. 
The following new accounting standards have been issued, but have not yet been adopted by Duke Energy Ohio as of March 31, 2008: 
SFAS No 147 (revised 2007), "Business Combinations"(SFAS No. 141R). In December 2007, the FASB issued SFAS No. 141R. which replaces SFAS No. 141, 

"Business Combinations." SFAS No. 141R retains the fundamental requirements in SFAS No. 141 that the acquisition method of accounting be used for all business 
combinations and that an acquirer be identified for each business combination. This statement also establishes principles and requirements for how an acquirer recognizes and 
measures in its financial statements the identifiable assets acquired, the liabilities assumed, any noncontrolling (minority) interests in an acquiree, and any goodwill acquired in 
a business combination or gain recognized from a bargain purchase For Duke Energy Ohio, SFAS No. 141R must be applied prospectively 
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to business combinations for which the acquisition date occurs on or afler January 1, 2009. The impact to Duke Energy Ohio of applying SFAS No. 141R for periods 
subsequent to implementation will be dependent upon the nature of any transactions within the scope of SFAS No. 141R. 

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

14. Income Taxes and Other Taxes 

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

recognized, would affect the effective tax rate. Additionally, at March 31, 2008, Duke Energy Ohio has approximately $7 million of unrecognized tax benefits related to 
pre-mergertax positions that, if recognized, would affect goodwill. It is reasonably possible that Duke Energy Ohio will reflect an approximate $35 million reduction in 
unrecognized tax benefits within the next twelve months due to expected settlements. 

During the three months ended March 31, 2008, Duke Energy Ohio recognized net interest expense of approximately $1 million in the Consolidated Statements of 
Operations related to income taxes. At March 31, 2008, Duke Energy Ohio had approximately $7 million of interest payable, which reflects all interest related to income taxes, 
and no amount has been accrued for the payment of penalties in the Consolidated Balance Sheets. 

Duke Energy Ohio has the following tax years open: 

The taxable income of Duke Energy Ohio is reflected in Duke Energy's US.  federal and state income tax returns. Duke Energy Ohio has a tax sharing agreement with 

At March 31, 2008, Duke Energy Ohio has approximately $46 million recorded for unrecognized tax benefits and no portion of the total unrecognized tax benefits that, if 

Jurlsslictlon D x Y e a E  
Federal 2000 and afler 
State Closed through 2001, with the exception of any adjustments related to open federal years 

Exclse Taxes. Certain excise taxes levied by state or local governments are collected by Duke Energy Ohio from its customers. These taxes, which are required to be 
paid regardless of Duke Energy Ohio's ability to collect from the customer, are accounted for on a gross basis. When Duke Energy Ohio acts as an agent, and the tax is not 
required to be remitted if it is not collected from the customer, the taxes are accounted for on a net basis. Duke Energy Ohio's excise taxes accounted for on a gross basis and 
recorded as Operating Revenues in the accompanying Consolidated Statements of Operations for the three months ended March 31, 2009 and 2007 were as follows: 

Three Months 
Ended 

March 31, 2008 

Three Months 
Ended 

March 31, 2007 

15. Subsequent Events 
For information on subsequent events related to debt and credit facilities, regulatory matters and commitments and contingencies, see Notes 5, 10 and 11, respectively 
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations. 

INTRODUCTION 

EXECUTIVE OVERVIEW 
Management’s Discussion and Analysis should be read in conjunction with the Consolidated Financial Statements. 
Duke Energy Ohio, Inc (Duke Energy Ohio), is a wholly-owned subsidiary of Duke Energy Corp. (Duke Energy). Duke Energy Ohio’s principal lines of business include 

generation. transmission and distribution of electricity, the sale of andlor transportation of natural gas, and energy marketing. 

BASIS OF PRESENTATION 

10-Q. 
The results of operations and variance discussion for Duke Energy Ohio is presented in a reduced disclosure format in accordance with General Instructions H(2) of Form 

RESULTS OF OPERATIONS 
Results of Operations and Variances 
Summary of Results (in millions) 

Three Months Ended 
March 31, 

Increase 
2008 2007 (Decrease) 
- _ I _  

.- ~ ...- ~ _____ . -_ 
PP3*9LE~s--. -. ~ __._____ I : = x 3 J L q E I r - D l  

70 1 831 -_ . .______- 

_ _ -  
- ~ 

r>*n2.h.= __--______ ~ 

Income tax expense - -  
@iTn%GiF’- - ll33j-- $ 1  3 m  B I IzdJ - -  - 

The $96 million increase In Duke Energy Ohio’s Net Income was primarily due to the following factors: 

The $75 million increase in operating revenues was driven primarily by: 

9 

Operating Revenues 

A $30 million increase in net mark-to-market revenues on non-qualifying power and capacity hedge contracts, consisting of mark-to-market losses of $14 million in 
2008 compared to losses of $44 million in 2007, 

An $18 million increase in retail demand resulting from favorable weather in 2008 compared to 2007, 

* A $17 million increase in revenues from the Midwest gas-fired generation assets due primarily to higher generation due to favorable weather in 2008 compared to 2007 
and higher PJM capacity revenues, 

A $15 million increase in regulated fuel revenues driven mainly by higher natural gas costs, and - 
* 

Partially offsetting these increases was: 

* 

An $11 million increase in retail electric revenues primarily due to increased amortization of purchase accounting valuation liability of rate stabilization plan. 

A $16 million decrease in volumes of coal sales due to expiration of contracts. 
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Operating Expenses 
The $50 million decrease in operating expenses was driven primarily by: 

- A $40 million decrease in fuel expense due to mark-to-market gains on non-qualifying fuel hedge contracts of $58 million in 2008 compared to gains of $18 million in 
2007, 

* An $18 million decrease due primarily to lower sulfur dioxide emission allowance expenses due to installation of flue gas desulphurization equipment, and 

- A $17 million decrease in expenses associated with coal sales due to expiration of contracts 

Partially offsetting these decreases were: 

- A $16 million increase in regulated fuel expense primarily due to higher natural gas costs, and 

A $7 million increase in fuel and operating expenses for the Midwest gas-fired generation assets primarily due to increased generation volumes in 2008 compared to 
2007. 

Gains (Losses) on Sales of OfherAssefs and Ofher; net 
The $24 million increase in gains (losses) on sales of other assets and other, net is attributable to gains on sales of emission allowances in 2008 compared to losses on 

sales of emission allowances in 2007. 

h o m e  Tax Expense 
The $50 million increase in Income Tax Expense was primarily due to an increase in pretax income 

At March 31, 2008, Duke Energy Ohio had approximately $440 million of auction rate pollution control bonds outstanding. The maximum auction rate for the majority of 
OTHER MATTERS 

this auction rate debt is 1.75 times one-month LIBOR. While Duke Energy Ohio has plans to refund and refinance these tax exempt auction rate bonds, the timing of such 
refinancing transactions is uncertain and subject to market conditions 
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Disclosure Controls and Procedures 
Disclosure controls and procedures are controls and other procedures that are designed to ensure that Information required to be disclosed by Duke Energy Ohio in the 

reports it files or submits under the Securities Exchange Act of 1934 (Exchange Act) is recorded, processed, summarized, and reported, within the time periods specified by the 
Securities and Exchange Commission's (SEC) rules and forms. 

Disclosure controls and procedures include, without limitation, controls and procedures designed to provide reasonable assurance that information required to be 
disclosed by Duke Energy Ohio in the reports it files or submits under the Exchange Act is accumulated and communicated to management, including the Chief Executive 
Officer and Chief Financial Officer, as appropriate, to allow timely decisions regarding required disclosure. 

Under the supervision and with the Participation of management, including the Chief Executive Officer and Chief Financial Officer, Duke Energy Ohio has evaluated the 
effectiveness of its disclosure controls and procedures (as such term is defined in Rule 13a-I5(e) and 15d-I5(e) under the Exchange Act) as of March 31, 2008. and, based 
upon this evaluation, the Chief Executive Officer and Chief Financial Officer have concluded that these controls and procedures are effective in providing reasonable assurance 
of compliance. 

Changes In Internal Control over Financial Reporting 
llnder the supervision and with the participation of management, Including the Chief Executive Officer and Chief Financial Officer, Duke Energy Ohio has evaluated 

changes in internal control over financial reporting (as such term is defined in Rules 13a-I5(f) and 15d-I5(f) under the Exchange Act) that occurred during the fiscal quarter 
ended March 31, 2008 and, other than the third party sourcing arrangement discussed below, found no change that has materially affected, or is reasonably likely to materially 
affect, internal control over financial reporting. 

During the first quarter of 2008, Duke Energy Ohio transferred payroll processing to the same third party provider currently used by other Duke Energy subsidiaries. Duke 
Energy Ohio reviewed the impact of this change on Duke Energy Ohio's internal control over financial reporting and made changes to internal control over financial reporting 
related to the data transmission to, and receipt from, the third party provider. 
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Item 1. Legal Proceedings 

Consolidated Financial Statements, "Regulatory Matters" and Note 11 to the Consolidated Financial Statements, "Commitments and Contingencies." 

item I A .  Risk Factors 

Ohio's Annual Report on Form 10-K for the year ended December 31, 2007, which could materially affect Duke Energy Ohio's financial condition or future results. Additional 
risks and uncertainties not currently known to Duke Energy Ohio or that Duke Energy Ohio currently deems to be immaterial also may adversely affect Duke Energy Ohio's 
financial condition and/or results of operations. 

For information regarding legal proceedings that became reportable events or in which there were material developments in the first quarter of 2008, see Note 10 to the 

In addition to the other information set forth in this report, careful consideration should be given to the factors discussed in Part I, "Item 1A. Risk Factors" in Duke Energy 
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(a) Exhlbits 
Exhibits filed or furnished herewith are designated by an asterisk (") 

Exhibit 
Number 

10.1 Amendment No. 1 to the Amended and Restated Credit Agreement (filed on Form 8-K of Duke Energy Ohio, Inc.. March 12. 2008, File No. 1-1232, as Exhibit 
10.1). 

'31.1 

'31.2 

'32.1 

'32.2 

certification of the Chief Executive Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 

Certification of the Chief Financial Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. 

Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 

Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxiey Act of 2002 

The total amount of securities of the registrant or its subsidiaries authorized under any instrument with respect to long-term debt not filed as an exhibit does not exceed 
10% of the total assets of the registrant and its subsidiaries on a consolidated basis. The registrant agrees, upon request of the Securities and Exchange Commission, to 
furnish copies of any or all of such instruments to it. 
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SIGNATURES 

Pursuant to the requirements of the Securlties Exchange Act of 1934, the reglstrant has duly caused thls report to be signed on Its behalf by the undersigned 
thereunto duly authorized. 

Date: May 15, 2008 

DUKE ENERGY OHIO, INC. 

Is1 DAVID L. HAUSER 

Date: May 15, 2008 
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David L. Hauser 
Group Executive and 
Chief Financial Officer 

Is/ STEVEN K. YOUNG 

Steven K. Young 
Senior Vice President and 

Controller 
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EXHIBIT 31.1 

CERTIFICATION OF THE CHIEF EXECUTIVE OFFICER 
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002 

I. James E. Rogers, certify that: 

1) 

2 )  

I have reviewed this quarterly report on Form 10-Q of Duke Energy Ohio, Inc.; 

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in 
light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report; 

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition, 
results of operations and cash flows of the registrant as of, and for, the periods presented in this report; 

The registrant's other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 
13a-I5(e) and 15d-l5(e)) and internal control over financial reporting (as defined in Exchange Acts Rules 13a-I5(f) and 15d-I5(f)) for the registrant and have: 

a) 

3) 

4) 

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that 
material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the 
period in which this report is being prepared; 

Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide 
reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally 
accepted accounting principles; 

Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the 
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and 

Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most recent fiscal quarter (the 
registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant's internal 
control over financial reporting; and 

b) 

c) 

d) 

5) The registrant's other certifying oRlcer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant's auditors 
and the audit committee of the registrant's board of directors (or persons performing the equivalent functions): 

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely 
affect the registrant's ability to record, process, summarize and report financial information; and 

Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal control over financial 
reporting. 

b) 

Date: May 15, 2008 

Is/ JAMES E. ROGERS 
James E. Rogers 

Chief Executive ORlcer 
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CERTIFICATION OF THE CHIEF FINANCIAL OFFICER 
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002 

I, David L. Hauser, certify that: 

1) 

2) 

I have reviewed this quarterly report on Form 10-0 of Duke Energy Ohio, Inc.; 

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in 
light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report; 

Based on my knowledge, the financial statements. and other financial information Included in this report, fairly present in all material respects the financial condition, 
resuns of operations and cash flows of the registrant as of, and for, the periods presented in this report; 

The registrant's other certifying officer(s) and 1 are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 
13a-I5(e) and 15d-I5(e)) and internal control over financial reporting (as defined in Exchange Acts Rules 13a-15(9 and 15d-15(9) for the registrant and have: 

a) 

3) 

4) 

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that 
material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities. particularly during the 
period in which this report is being prepared: 

Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide 
reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally 
accepted accounting principles; 

Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the 
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation: and 

Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most recent fiscal quarter (the 
registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant's internal 
control over financial reporting: and 

b) 

c) 

d) 

5) The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant's auditors 
and the audit committee of the registrant's board of directors (or persons performing the equivalent functions): 

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely 
affect the registrant's ability to record, process, summarize and report financial information; and 

Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal control over financial 
reporting. 

b) 

Date: May 15. 2008 

IS/ DAVIO L. HAUSER - - 
David L. Hauser 

Group Executive and 
Chief Financial Officer 
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CERTIFICATION PURSUANT TO 
18 U.S.C. SECTION 1350, 

AS ADOPTED PURSUANT TO 
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

In connection with the Quarterly Report of Duke Energy Ohio, Inc ("Duke Energy Ohio") on Form 10-Q for the period ending March 31, 2008 as filed with the Securities 
and Exchange Commission on the date hereof (the "Report"), I, James E. Rogers, Chief Executive Officer of Duke Energy Ohio, certify, pursuant to 18 U.S.C. section 1350, as 
adopted pursuant to section 906 of the Sarbanes-Qxley Act of 2002, that: 

(1) 

(2) 

The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and 

The information contained in the Report fairly presents, in all material respects. the financial condition and results of operations of Duke Energy Ohio 

/S/  JAMES E. ROGERS 
James E Rogers 

Chief Executive Officer 
May 15,2008 

/S/  JAMES E. ROGERS 
James E Rogers 

Chief Executive Officer 
May 15,2008 

Source: Duke Energy Ohio, In, 1 0 4 ,  May 15, 2008 



EXHIBIT 32.2 

CERTIFICATION PURSUANT TO 
18 U.S.C. SECTION 1350, 

AS ADOPTED PURSUANT TO 
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

In connection with the Quarterly Report of Duke Energy Ohio, Inc. ("Duke Energy Ohio") on Form IO-Q for the period ending March 31, 2008 as filed with the Securities 
and Exchange Commission on the date hereof (the "Report"), I, David L. Hauser, Group Executive and Chief Financial Officer of Duke Energy Ohio, certify, pursuant to 18 
U.S.C. section 1350, as adopted pursuant to section 906 of the Sarbanes-Dxley Act of 2002, that: 

(1) 

(2) 

The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and 

The information contained in the Report fairly presents, in all material respeds, the financial condition and results of operations of Duke Energy Ohio 

lsl DAVID L. HAUSER 
David L. Hauser 

Group Executive and Chief Financial Officer 
May 15,2008 

Created by 10KWizard w v .  1 OKWizard.com 

Source: Duke Energy Ohio, In, 10-Q, May 15, 2008 
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(Mark One) 

El QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934 
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Commission file number 1-1 232 
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(Exact Name of Registrant as Specified in its Charter) 

(State or Other 
Ohio 

Jurisdiction of Incorporation) 
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Cincinnati, OH 
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31-024003a 
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45202 
(Zip code) 

704-594-6200 
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months (or for such shorter period that the registrants were required to file such reports). and (2) has been subject to such filing requirements for the past 90 days. YesW NOD 
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1934, as amended. 

The registrant meets the conditions set forth in General Instructions H(l)(a) and (b) of Form 10-Q and is therefore filing this form with the reduced disclosure format specified in 
General Instructions H(2) of Form 10-Q 
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Iable of Contents 
INDEX 

DUKE ENERGY OHIO, INC. 
FORM 10-9 FOR THE QUARTER ENDED 
SEPTEMBER 30,2007 

Item - 
PART I. FINANCIAL INFORMATION 

1. 1. Financial Statements 
Unaudited Consolidated Statements of Operations for the Three Months Ended Seotember 30. 2007 and 2006: March 31,2006: the Six 
months ended September 30. 2006 and Nine months Ended September 30,2007 
Unaudited Consolidated Balance Sheets as of SeDtember 30. 2007 and December 31. 2006 
Unaudited Consolidated Statements of Cash Flows for the Nine Months Ended September 30. 2007: the Six Months Ended SeDtember 
30. 2006 and the Three Months Ended March 31. 2006 
Unaudited Consolidated Statements of Common Stockholder's Eauitv and Comprehensive Income forthe Nine Months Ended 
SeDtember 30.2007: the Six Months Ended September 30.2006 and the Three Months Ended March 31,2006 
Unaudited Notes to the Consolidated Financial Statements 

Financial Statements 
Unaudited Consolidated Statements of Operations for the Three Months Ended Seotember 30. 2007 and 2006: March 31,2006: the Six 
months ended September 30. 2006 and Nine months Ended September 30,2007 
Unaudited Consolidated Balance Sheets as of SeDtember 30. 2007 and December 31. 2006 
Unaudited Consolidated Statements of Cash Flows for the Nine Months Ended September 30. 2007: the Six Months Ended SeDtember 
30. 2006 and the Three Months Ended March 31. 2006 
Unaudited Consolidated Statements of Common Stockholder's Eauitv and Comprehensive Income forthe Nine Months Ended 
SeDtember 30.2007: the Six Months Ended September 30.2006 and the Three Months Ended March 31,2006 
Unaudited Notes to the Consolidated Financial Statements 

2. 

4" 

Manaoement's Discussion and An alvsis of Financial Condition and Results of ODerations 

Controls and Procedures 

PART II. OTHER INFORMATION 

1 Leaal Proceedinos 

1A Risk Factors 

6. -- Exhibits 

Sianatures 

CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING INFORMATION 

Page - 

3 

3 
4 

6 

7 
8 

30 

34 

35 

35 

36 

37 

This document includes forward-looking statements within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 
1934. Forward-looking statements are based on management's beliefs and assumptions. These forward-looking statements are identified by terms and phrases such as 
"anticipate," "believe," "intend," "estimate," "expect," "continue," "should," "could," "may," "plan," "project," "predict," "will," "potential," "forecast," and similar expressions. 
Forward-looking statements involve risks and uncertainties that may cause actual results to be materially different from the results predicted. Factors that could cause actual 
results to differ materially from those indicated in any forward-looking statement include, but are not limited to: 

State and federal legislative and regulatory initiatives, including costs of compliance with existing and future environmental requirements; 

. State and federal legislative and regulatory initiatives and rulings that affect cost and investment recovery or have an impact on rate structures: 

* Costs and effects of legal and administrative proceedings, settlements, investigations and claims: 

. Industrial, commercial and residential growth in Duke Energy Ohio, Inc.'s (Duke Energy Ohio) service territories: 

* Additional competition in electric markets and continued industry consolidation; 

The influence of weather and other natural phenomena on Duke Energy Ohio operations, including the economic, operational and other effects of tornados, droughts 
and other natural phenomena: 

The timing and extent of changes in commodity prices and interest rates: . 
* Unscheduled generation outages, unusual maintenance or repairs and electric transmission system constraints; 

. The performance of electric generation facilities; 

The results of financing efforts, including Duke Energy Ohio's ability to obtain financing on favorable terms, which can be affected by various factors, including Duke 
Energy Ohio's credit ratings and general economic conditions; 

Declines in the market prices of equity securities and resultant cash funding requirements of Duke Energy Ohio for Cinergy's defined benefit pension plans; * 

- The level of credit worthiness of counterparties to Duke Energy Ohio's transactions; 

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

Growth in opportunities for Duke Energy Ohio's business units, including the timing and success of efforts to develop domestic power and other projects; and 

* The effect of accounting pronouncements issued periodically by accounting standard-setting bodies. 

Source: Duke Energy Ohio, In, 1 0 4 ,  November 14, 2007 



In light of these risks, uncertainties and assumptions. the events described in the forward-looking statements might not occur or might occur to a different extent or at a 
different time than Duke Energy Ohio has described. Duke Energy Ohio undertakes no obligation to publicly update or revise any forward-looking statements, whether as a 
result of new information, future events or otherwise. 

Source: Duke Energy Ohio, In, 10-0, November 14, 2007 
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Fuel used in electric generation and purchased 
- power 

DUKE ENERGY OHIO, INC. 
CONSOLIDATED STATEMENTS OF OPERATIONS 

(Unaudited) 
(In millions) 

-. 1 29911 I .-1_-54$-- 

Item 1. Financial Statements. 

-I1 i! ncome (Loss) from Discontinued Op 
of tax 19 

Successor 

(1 

Three Months Nine Months Three Months Six Months 
Ended Ended Ended Ended 

Seotember 30. Seotember 30. Seotember 30. Seotember 30. 

' Other,'net (1) (1 2) (9) (14) 

Other income and Expenses, net 22 6 

Income from Contlnuina Ooeratlons Before 

pperating income I i ! 21q1 I 1 3711 I I 901 I I 1 13111 

Interest Expense i------ I 28/1 

Predecessor 

Three Months 
Ended 

March 31, 

d $ 421 

IIIJi 173 

1 22qj 

I 1 96311 
322 

I E L T  
_. 1 68LI 

26 

8 
I 1 2081 1 

- - - - l - - - l - q  
186 

I ! 6811 11 
$ 116 

See Notes to Unaudited Consolidated Financial Statements 
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Source: Duke Energy Ohio, In, 1 0 4 ,  November 14,2007 
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DUKE ENERGY OHIO, INC. 
CONSOLIDATED BALANCE SHEETS 

(Unaudited) 
(In millions) 

Successor 

December 31, 
2007 2006 

September 30, 

~ ~ -_ .~ -- - ~ ~ S E T S  

q l m n d  c a s k  uivalents ~ _ - ~ - _ _ _ _ _ _ _  e - A J a :  c I 
241 308 

I 

1 Inventory _----____ __- - ~ 1 l I I 2 ? 2 ! - E I I i z Z I : ~ m  

Total current assets ! I 1 639, I I I 1 76$, 

I T  
2,348 Goodwill __ ._ 2,337 . 1 Intangible assets r 576; I I 1 r 732, 

Unrealized gains on mark-to-market and hedging transactions - 17 27 
I Assets held for sale I 1 - 1  1 -  I 14 

Total investments and other assets ! I 1 2-96q I !  I 1 3,1761 

~ ~- x:I-Ix-LTLz:rm 
Net property, plant and equipment I I 1 7,367 I /  I I 7.13q 

I - 7 - 7  4511 I T  1- 533 

p 111..5381 I 1 a 111,7301 

.________ Current Assets 

Receivables (net(bf allowance for doubtfulaccounts of $$gat September 30, 2007 and $5 at December 31,2006) - 
25 ~ ~ . _ _ _  Assets held for sale 

Other 120 
l a a i n s  on mark-to-market and hedging transactions 

- -j---r-~-lm- / /  
Investments and Other Assets 
[ Restricted funds held in trust 

.'? 

Other 26 21 

_.___-______ ~. 

Less accumulated depreciation and amortization 2,092 1.914 

_____-___.- Reg= Assets and Deferred Debits-. 
E D e f e r r 3  debt expense .- __.._-__ -..--lIIxx-7 

93 . __ ~ _ _ _ ~  R e m  assets related to income taxes _- r Other 
566 653 Total regulatory assets and deferred debits 

-_ 1 Total Assets 

See Notes to llnaudited Consolidated Financial Statements 
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Source: Duke Energy Ohio, In, 10-0, November 14,2007 
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DUKE ENERGY OHIO, INC. 
CONSOLIDATED BALANCE SHEETS-(Continued) 

(Unaudited) 
(In millions, except share and per-share amounts) 

See Notes to Unaudited Consolidated Financial Statements 
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Source: Duke Energy Ohio, In, 10-Q, November 14, 2007 
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DUKE ENERGY OHIO, INC. 
CONSOLIDATED STATEMENTS OF CASH FLOWS 

(Unaudited) 
(In millions) 

_ _  ___ 
&jlernental Disclosures 1 rzr12--p-L- J - - 7 n 1 -  __ __ i _--L-- - ti 
Significant non-cash transactions - - -~ ____ -__ E Purchase accountingadjustments ---L- R I _ _ _ _ c ~ ) _ t _ _ _ - ~ ~ s - l ~ - ~ ~ - l  31 

I 131 1 24 I /I I il [ Accrued capital expenditures __ 

Allowance for funds used during construction (AFUDC) - equity 

Transfer of generating assets from Duke Energy 

component $ 3 $ 2 $ 1 

- ! ---l - !-- - 1,452 $ 

See Notes to Unaudited Consolidated Financial Statements 
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Source: Duke Energy Ohio, In, 10-0, November 14, 2007 
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DUKE ENERGY OHIO, INC. 
CONSOLIDATED STATEMENTS OF COMMON STOCKHOLDER'S EQUITY AND COMPREHENSIVE INCOME 

(Unaudited) 
(In millions) 

Accumulated Other Comprehenslve 
Income (Loss) 

Net Gains Minlmum Total 
Additional (Losses) on Penslon SFAS No. Common 

Common Paid-In Retalned Cash Flow Llabilltv 158 Stockholder's 

$uccessor 
Nine Months Ended September 30,2007 
Balance at December 31,2006 6,384 

704 704 

I 1  I I 1  I I l l  I i l l  1 20q 1 I Total comprehensive income I 1 1  I I I I  I I I /  I 

I /  1 - 4 1  I (  
- - .- - Capital contribution from parent - 29 

1 Push-down accounting adjustments 831 I 141 I r i i - i  I i i  I I -41 i 
Adoption of SFAS No 156 - measurement date 

provision(c) -- I (3) -. - (2) (5) 
I I I 4  I I (  E9)i 1 I -41 I I + I  I 1 41 I I (13% 1 - $ (3) $ 6,467 

[ Common stock dividends 4611 I I ( 
Balance at September 30,2007 $ 762 $ 5,576 $ 167 $ (35) $ 

I i I I I I I I  I I I I T  r n I i l l ? -  r i i  I 
- __ __ __ ~ r- PIX Months Ended September 30,2006 

Balance at Aprll 1, 2006 $ 762 $ 4,123 $ - $ - $ - $ - $ 4,8851b) 
[ Net incomeandtotalcomprehensiveincome 1 1 1 4 1 -41 I I 5 3  1 1 41 I I 41 I + I  I 1 5q 1 

Transfer of generating assets from Duke 

(a) 

(b) 

Includes $39 (net of tax benefit of $24) related to deferred losses on terminated cash flow hedges included in Accumulated Other Comprehensive Income (Loss) 

Difference in equity balances at March 31, 2006 and April 1 ,  2flfl6 is due to the application of push-down accounting reflecting Duke Energy's merger with Cinergy (see 
Notes 1 and 2 to the Consolidated Financial Statements). 

Net of $2 tax benefit in 2007. (c) 

See Notes to llnaudited Consolidated Financial Statements 
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Source: Duke Energy Ohio, In, 10-Q, November 14,2007 
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DUKE ENERGY OHIO, INC. 
Notes To Consolidated Financial Statements 

(Unaudited) 

I. Basis of Presentation 
Nature of Operations and Basis of Consolidation. Duke Energy Ohio, Inc. (Duke Energy Ohio), an Ohio corporation organized in 1837. is a wholly-owned subsidiary of 

Cinergy Corp. (Cinergy). Duke Energy Ohio is a combination electric and gas public utility company that provides service in the southwestem portion of Ohio and through Duke 
Energy Kentucky, Inc. (Duke Energy Kentucky) in nearby areas of Kentucky Duke Energy Ohio's principal lines of business include generation, transmission and distribution of 
electricity, the sale of and/or transportation of natural gas, and energy marketing Duke Energy Ohio's principal subsidiary is Duke Energy Kentucky, a Kentucky corporation 
organized in 1901. Duke Energy Kentucky's principal lines of business include generation, transmission and distribution of electricity as well as the sale of and/or transportation 
of natural gas. References herein to Duke Energy Ohio includes Duke Energy Ohio and its subsidiaries. In October 2006, Cinergy and Duke Energy Ohio completed the sale of 
Duke Energy Ohio's trading contracts to Fortis Bank S.A./N.V. (Fortis). a Benelux-based financial services group See Note 9 for addilional information. 

On April 3, 2006, Duke Energy Corporation (Old Duke Energy) and Cinergy merged into wholly-owned subsidiaries of Duke Energy Holding Corp. (Duke Energy HC), 
resulting in Duke Energy HC becoming the parent entity. In connection with the closing of the merger transactions, Duke Energy HC changed its name to Duke Energy 
Corporation (New Duke Energy or Duke Energy) and Old Duke Energy converted into a limited liability company named Duke Power Company LLC (subsequently renamed 
Duke Energy Carolinas, LLC effective October 1, 2006) As a result of the merger transactions, each outstanding share of Cinergy common stock was converted into 1 56 
shares of common stock of New Duke Energy, which resulted in the issuance of approximately 313 million shares of Duke Energy common stock. See Note 2 for additional 
information regarding the merger. Both Old Duke Energy and New Duke Energy are referred to as Duke Energy herein. 

to allocate tax expenses and benefits to the subsidiaries whose investments or results of operations provide these tax expenses and benefits. The accounting for income taxes 
essentially represents the income taxes that Duke Energy Ohio would incur if Duke Energy Ohio were a separate company filing its own tax return as a C-Corporation. The 
current tax sharing agreement Duke Energy Ohio has with Duke Energy is substantially the same as the tax sharing agreement between Duke Energy Ohio and Cinergy prior to 
the merger. 

These Consolidated Financial Statements include, afler eliminating intercompany transactions and balances, the accounts of Duke Energy Ohio and all majority-owned 
subsidiaries where Duke Energy Ohio has control These Consolidated Financial Statements also reflect Duke Energy Ohio's proportionate share of certain generation and 
transmission facilities. 

Predecessor and Successor Reporting. In connection with the Duke Energy merger, Duke Energy acquired all of the outstanding common stock of Cinergy The merger 
has been accounted for under the purchase method of accounting with Duke Energy treated as the acquirer for accounting purposes As a result, the assets and liabilities of 
Cinergy were recorded at their respective fair values as of the merger consummation date. Purchase accounting impacts, including goodwill recognition, have been "pushed 
down" to Duke Energy Ohio, resulting in the assets and liabilities of Duke Energy Ohio being recorded at their respective fair values as of April 3, 2006 (see Note 2 )  Except for 
an adjustment related to pension and other postretirement benefit obligations, as mandated by Statement of Financial Accounting Standards (SFAS) No. 87, "Employers' 
Accounting for Pensions," and SFAS No. 106, "Employers' Accounting for Postretirement Benefits Other Than Pensions," the accompanying consolidated financial statements 
do not reflect any adjustments related to Duke Energy Ohio's regulated operations that are accounted for pursuant to SFAS No. 71, "Accounfing for the Effects of Certain Types 
of Regulation" (SFAS No. 71), which are comprised of Duke Energy Ohio's regulated transmission and distribution operations and Duke Energy Kentucky. Under the rate 
setting and recovery provisions currently in place for these regulated operations which provide revenues derived from cost, the fair values of the individual tangible and 
intangible assets and liabilities are considered to approximate their carrying values. 

depreciation of fixed assets based upon their fair values as of the merger date. Therefore, the Duke Energy Ohio financial data prior to the merger will not generally be 
comparable to its financial data subsequent to the merger. See Note 2 for additional information. 

the period before the consummation of the merger (labeled "Predecessor") and the period afler that date (labeled "Successor"), to indicate the application of different basis of 
accounting between the periods presented 

As a result of Duke Energy's merger with Cinergy, Duke Energy Ohio entered into a tax sharing agreement with Duke Energy, where the separate return method is used 

Duke Energy Ohio's Consolidated Statements of Operations subsequent to the merger include amortization expense relating to purchase accounting adjustments and 

Due to the Impact of push-down accounting, the financial statements and certain note presentations separate Duke Energy Ohio's presentations into two distinct periods, 

8 

Source: Duke Energy Ohio, In, 1042, November 14, 2007 
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DUKE ENERGY OHIO, INC. 
Notes To Consolidated Financial Statements-(Continued) 

(Unaudited) 

These Consolidated Financial Statements reflect all normal recurring adjustments that are, in the opinion of management, necessary to fairly present Duke Energy Ohio's 
financial position and results of operations. Amounts reported in the interim Consolidated Statements of Operations are not necessarily indicative of amounts expected for the 
respective annual periods due to the effects of seasonal temperature variations on energy consumption, regulatory rulings, the timing of maintenance on electric generating 
units, changes in mark-to-market valuations, changing commodity prices, and other factors. These Consolidated Financial Statements and other information included in this 
quarterly report should be read in conjunction with the Consolidated Financial Statements and Notes in Duke Energy Ohio's Form 10-K for the year ended December 31, 2006. 

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

Reclasslflcatlons. The financial statements for periods prior to the merger have been reclassified to conform with Duke Energy's format. Certain other prior period 
amounts have been reclassified to conform to the presentation for the current period. 

Unbllled Revenue. Revenues on sales of electricity and gas are recognized when the service is provided. Unbilled revenues are estimated by applying an average 
revenue per kilowatt hour or per Mcf for all customer classes to the number of estimated kilowatt hours or McPs delivered but not billed. The amount of unbilled revenues can 
vary significantly period to period as a result of factors including seasonality, weather, customer usage pattern and customer mix. Unbilled revenues, which are recorded as 
Receivables in Duke Energy Ohio's Consolidated Balance Sheets at September 30, 2007 and December 31, 2006 were approximately $105 million and $130 million, 
respectively. 

Other Regulatory Assets and Deferred Deblts. The state of Ohio passed comprehensive electric deregulation legislation in 1999, and in 2000, the Public Utilities 
Commission of Ohio (PUCO) approved a stipulation agreement relating to Duke Energy Ohio's transition plan creating a Regulatory Transition Charge (RTC) designed to 
recover Duke Energy Ohio's generation-related regulatory assets and transition costs over a ten-year period beginning January 1, 2001 and ending December 2010. 
Accordingly, application of SFAS No. 71 was discontinued for the generation portion of Duke Energy Ohio's business. Duke Energy Ohio has a RTC related regulatory asset 
balance of approximately $260 million and $331 million as of September 30, 2007 and December 31, 2006, respectively, which is classified in Other Regulatory Assets and 
Deferred Debits on the Consolidated Balance Sheets. 

2. Duke EnergylCinergy Merger 

Predecessor and Successor reporting). For accounting purposes, the effective date of the merger was April 1 ~ 2006. The merger combined the Duke Energy and Cinergy 
regulated franchises as well as deregulated generation in the Midwestern United States (Midwest) 

liabilities of Duke Energy Ohio being recorded at their respective fair values as of April 3, 2006. The following unaudited consolidated pro forma financial results for Duke 
Energy Ohio are presented as if the merger with Duke Energy had occurred at the beginning of the period presented: 

Unaudited Consolidated Pro Forma Results (Predecessor) 

On April 3, 2006, the merger between Duke Energy and Cinergy was consummated (see Note 1 for additional information on the merger, purchase accounting and 

As discussed in Note 1 above, purchase accounting impacts, including goodwill recognition, have been "pushed down" to Duke Energy Ohio, resulting in the assets and 

Three Months 
Ended 

March 31, 
2006 

In mllllons 

$ 88 
I P (  I 96 

-~ 
pperating revenues 
Income from continuing operations .~ 
bet income _ _ _ _ _ _ - ~ .  P I 84 
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Source: Duke Energy Ohio, In, 10-0, November 14,2007 
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DUKE ENERGY OHIO, INC. 
Notes To Consolidated Financial Statements-(Continued) 

(Unaudited) 

These pro forma results do not include any significant transactions completed by Duke Energy Ohio other than the impact of Cinergy's merger with Duke Energy. 
Prior to consummation of the merger, certain regulatory approvals were received from the state utility commissions and the Federal Energy Regulatory Commission 

(FERC). See Note 12 for a discussion of the regulatory impacts of the merger. 

3. Transfer of Generating Assets and Dispositions 
Transfer o f  Certaln Duke Energy Generating Assets to Duke Energy Ohio. In April 2006, Duke Energy contributed to Duke Energy Ohio its ownership interest in five 

plants, representing a mix of combined cycle and peaking plants, with a combined capacity of 3,600 megawatts (MW) The transaction was effective in April 2006 and was 
accounted for at Duke Energy's net book value for these assets. The entities holding these generating plants, which were indirect subsidiaries of Duke Energy, were first 
distributed to Duke Energy, which then contributed them to Cinergy which, in turn, contributed them to Duke Energy Ohio. In the final step, the entities were then merged into 
Duke Energy Ohio. 

Energy Ohio had occurred at the beginning of the period presented: 

Unaudited Consoildated Pro Forma Results (Predecessor) 

The following unaudited consolidated pro forma financial results for Duke Energy Ohio are presented as if the contribution of the Duke Energy generating assets to Duke 

Three Months 
Ended 

March 31, 
2006 

&*Evenues -~ .____________^__. _I P I 9711 
Income from continuing operations $ 106 1 1041 k t  inCome ~ I_I-__..-- ~- ___ ___ 

These pro forma results do not include any significant transactions completed by Duke Energy Ohio other than the impact of the transfer of the ownership interest in the 
five plants as discussed above. As part of this transaction. Duke Energy agreed to reimburse Duke Energy Ohio, on a quarteriy basis, through April 2016 in the event of certain 
cash shortfalls related to the performance of the five plants. Based on the assessment of the performance of the five plants during the first, second and third quarters of 2007, 
Duke Energy Ohio did not incur any qualifying shortfalls related to the performance of the five plants and thus no cash reimbursement was required from Duke Energy. During 
the third quarter of 2006, Duke Energy reimbursed Duke Energy Ohio $1.9 million for certain cash shortfalls that occurred during the second quarter of 2006. However, as a 
result of the calculation pertaining to the third quarter 2006 performance of the five plants, the $1.9 million received by Duke Energy Ohio from Duke Energy was returned to 
Duke Energy during the fourth quarter of 2006. Duke Energy Ohio accounts for any payments from or return of payments to Duke Energy in Common Stockholder's Equity as 
an adjustment to Additional paid-in capital. 

respectively, in proceeds and net pre-tax gains (losses) of less than $1 million and $ ( l l )  million, respectively, recorded in (Losses) Gains on Sales of OtherAssets and Other, 
net on the Consolidated Statements of Operations. For the three and six months ended September 30, 2006, the sale of emission allowances resulted in approximately $42 
million and $105 million, respectively, in proceeds and net pre-tax losses of $9 million and $14 million, respectively, recorded in (Losses) Gains on Sales of Other Assets and 
Other, net on the Consolidated Statements of Operations. For the three months ended March 31, 2006, the sale of emission allowances resulted in approximately $105 million 
in proceeds and net pre-tax gains of $26 million recorded in (Losses) Gains on Sales of Other Assets and Other, net on the Consolidated Statements of Operations. These 
amounts primarily relate to Commercial Power's sales of emission allowances. See Note 9 for dispositions related to discontinued operations. 

Disposltlons. For the three and nine months ended September 30, 2007 the sale of emission allowances resulted in approximately $1 million and $25 million, 

10 

Source: Duke Energy Ohio, In, 1 0 4 ,  November 14,2007 
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4. Common and Preferred Stock 
Common Stock. Cinergy owns all of the common stock of Duke Energy Ohio. In April 2006, Duke Energy acquired 100 percent of Cinergy's outstanding stock for 1.56 

shares of Duke Energy common stock per outstanding share of Cinergy common stock. This conversion resulted in the issuance of approximately 313 million shares of Duke 
Energy common stock. See Note 1 for additional information. 

In April 2006, Duke Energy Ohio filed a petition with the FERC for a declaratory ruling that its payment of dividends out of its paid-in capital account, using the balance 
transferred from the retained earnings account, resulting from purchase accounting arising from the Duke EnergylCinergy merger, would not violate section 305(a) of the 
Federal Power Act, which generally precludes the payment of dividends out of paid-in capital. Such a ruling was necessary because purchaselpush-down accounting reset 
retained earnings to zero as of April 3, 2006. thus potentially precluding Duke Energy Ohio from using pre-merger retained earnings to pay dividends. Without this approval, 
Duke Energy Ohio's ability to pay dividends would have been constrained to earnings since April 3, 2006. In May 2006, the FERC issued an order approving Duke Energy 
Ohio's petition. 

and $102 million, respectively. 

million notional amount 4.75% Cumulative Preferred Stock at a price of $108 per share and $101 per share, respectively, plus accrued and unpaid dividends. 

5. Inventory 

During the nine months ended September 30, 2007 and the three months ended March 31, 2006, Duke Energy Ohio paid dividends to its parent, Cinergy, of $135 million 

Preferred Stock. In March 2006, Duke Energy Ohio redeemed all outstanding shares of its $%98 million notional amount 4% Cumulative Preferred Stock and its $3.5 

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

Successor@) 

December 31 I 
2007 2006 

(in millions) is , 82j 

September 30, 

___________ _____-____- 

78----- 74 
I Gas held in storage __- -___~-_____--.IxIII- rn 
[ Materials a*-plies ~ - -  I I I 67 __ 1 611 

r-- Total inventory I - I 234- - D I l  

Fuel for use in electric generation 

-~ ~ 

- 
(a) 

6. Debt and Credit Facilities 
Duke Energy Ohio receives support for its short-term borrowing needs through its participation with Duke Energy and other Duke Energy subsidiaries in a money pool 

arrangement, which allows Duke Energy Ohio to better manage its cash and working capital requirements. Under this arrangement, those companies with short-term funds may 
provide short-term loans to affiliates participating under this arrangement. Prior to the merger, Duke Energy Ohio participated in a similar money pool arrangement with Cinergy 
and other Cinergy subsidiaries. As of September 30, 2007 and December 31, 2006, Duke Energy Ohio was in a payable position of $348 million and $274 million, respectively, 
classified within Notes payable and commercial paper in the accompanying Consolidated Balance Sheets. During the nine months ended September 30, 2007, the $74 million 
change in the money pool is reflected as a cash inflow in Notes payable and commercial paper within Net cash (used in) provided by financing activities on the Consolidated 
Statements of Cash Flows. During the six months ended September 30, 2006, the $40 million change in the money pool is reflected as a cash outflow in Notes payable and 
commercial paper within Net cash (used in) provided by financing activities on the Consolidated Statements of Cash Flows. During the three months ended March 31, 2006, the 
$108 million change in the money pool is reflected as a cash inflow in Notes payable and commercial paper within Net cash (used in) provided by financing activities on the 
Consolidated Statements of Cash Flows. 

In October 2007, Duke Energy Ohio had approximately $100 million of debt which matured and was repaid, principally from short-term borrowings and cash from 
operations. 

See Note 1 for additional information on Predecessor and Successor reporting 
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In October 2007, Duke Energy and certain of its subsidiaries filed a registration statement (Form S-3) with the Securities and Exchange Commission (SEC). Under this 
Form 5-3, which is uncapped, Duke Energy and certain of its subsidiaries, including Duke Energy Ohio, may issue debt and other securities in the future at amounts, prices and 
with terms to be determined at the time of future offerings. 

Available Credif facilifies and Resfricfive Debt Covenanfs. In June 2007, Duke Energy closed on the syndication of an amended and restated credit facility, replacing the 
existing credit facilities totaling $2.65 billion with a Syear, $2.65 billion master credit facility. Duke Energy Ohio (excluding Duke Energy Kentucky) has a borrowing sub limit of 
$500 million and Duke Energy Kentucky has a borrowing sub limit of $100 million under the master credit facility. Concurrent with the syndication of the master credit facility, 
Duke Energy established a new $1.5 billion commercial paper program at Duke Energy and terminated Cinergy's previously existing commercial paper program. 

Duke Energy, Duke Energy Ohio and Duke Energy Kentucky to not exceed 65%. Duke Energy Ohio's debt agreements also contain various financial and other covenants. 
Failure to meet these covenants beyond applicable grace periods could result in accelerated due dates andlor termination of the agreements. As of September 30, 2007, Duke 
Energy and Duke Energy Ohio were in compliance with these covenants. In addition, some credit agreements may allow for acceleration of payments or termination of the 
agreements due to nonpayment, or the acceleration of other significant indebtedness of the borrower or some of its subsidiaries. None of the debt or credit agreements contain 
material adverse change clauses. 

As of September 30, 2007 and December 31, 2006, approximately $96 million of certain pollution control bonds, which are short-term obligations by nature, are classified 
as Long-term Debt on the Consolidated Balance Sheets due to Duke Energy Ohio's intent and ability to utilize such borrowings as long-term financing. Duke Energy's credit 
facilities with non-cancelable terms in excess of one year as of the balance sheet date give Duke Energy Ohio the ability to refinance these short-term obligations on a 
long-term basis. 

7. Employee Benefit Obligations 

substantially all United States employees meeting certain minimum age and service requirements. Funding for the qualified defined benefit pension plans is based on 
actuarially determined contributions, the maximum of which is generally the amount deductible for tax purposes and the minimum being that required by the Employee 
Retirement Income Security Act of 1974, as amended. The pension plans' assets consist of investments in equity and debt securities. In addition, Cinergy sponsors 
non-qualified pension plans (plans that do not meet the criteria for certain tax benefits) that cover officers, certain other key employees, and non-employee directors. Cinergy 
also provides certain health care and life insurance benefits to retired employees and their eligible dependents. These benefits are subject to minimum age and service 
requirements. The health care benefits include medical coverage, dental coverage, and prescription drug coverage and are subject to certain limitations, such as deductibles 
and co-payments. 

Duke Energy's policy is to fund amounts for its \J S.  retirement plans on an actuarial basis to provide assets sufficient to meet benefit payments to be paid to plan 
participants. During the nine months ended September 30, 2007, Duke Energy made qualified pension benefit contributions of approximately $350 million to the legacy Cinergy 
qualified pension benefit plans, of which approximately $83 million represents contributions made by Duke Energy Ohio. During the nine months ended September 30, 2006, 
Duke Energy made qualified pension benefit contributions of approximately $124 million to the legacy Cinergy qualified pension benefit plans, of which approximately $22 
million represents contributions made by Duke Energy Ohio. During the three and nine months ended September 30, 2007, Duke Energy contributed approximately $32 million 
to the legacy Cinergy other post-retirement plans, of which approximately $9 million represents contributions made by Duke Energy Ohio Duke Energy does not anticipate 
making any additional contributions to its legacy Cinergy retirement plans during the remainder of 2007. 

The issuance of commercial paper, letters of credit and other borrowings reduces the amount available under the credit facility. 
Duke Energy's credit agreement contains various financial and other covenants, including, but not limited to, a covenant regarding the debt-to-total capitalization ratio at 

Duke Energy Ohio participates in pension and other postretirement benefit plans sponsored by Cinergy. Cinergy's qualified defined benefit pension plans cover 
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Duke Energy Ohio's net periodic benefit costs as allocated by Cinergy were as follows: 

Successor@) Predecessor@) 

Three Months Nine Months Three Months Six Months Three Months 
Ended Ended Ended Ended Ended 

September 30, September 30, September 30, September 30, March 3 1 ,  
2007 2007 2006 2006 2006 

~- 

~ - -  

(a) See Note 1 for additional information on Predecessor and Successor reporting. 

(b) These amounts exclude approximately $(2) million and $5 million for the three and nine months ended September 30, 2007, respectively, and approximately $3 million 
and $5 million for the three months and six months ended September 30, 2006, respectively, of regulatory asset amortization resulting from purchase accounting. 

These amounts exclude approximately zero and $2 million for the three and nine months ended September 30, 2007, respectively, and approximately zero and $1 million 
for the three months and six months ended September 30, 2006, respectively, of regulatory asset amortization resulting from purchase accounting. 

Upon consummation of the merger with Duke Energy, all defined benefit plan obligations were remeasured. Cinergy updated the assumptions used to determine their 

See Note 15 for a discussion of the effect of adoption of SFAS No. 158, "Employer's Accounting forDefined Benefit Pension and Other Postretirement Plans, an 

(c) 

accrued benefit obligations and prospective net periodic benefit cost to be allocated to Duke Energy Ohio. 

amendment of FinancialAccounting Standards Board (FASB) Statements No. 87, 88, f06, and 132(RY (SFAS No. 158). Also, refer to Note 14 for a discussion of the amounts 
in the Consolidated Balance Sheets related to allocated accrued pension and other postretirement benefit obligations from Cinergy. 

8. Goodwill and Intangibles 

billion. The following table shows the components of goodwill at September 30, 2007 and December 31, 2006: 

Carrying Amount of Goodwill 

As discussed in Note 2, in April 2006, Duke Energy and Cinergy consummated the merger, which resulted in Duke Energy Ohio recording goodwill of approximately $2.3 

Successor@' 

Balance at 
Balance at September 30, 

2006 Changes 2007 
December 3 1 ,  

1 Total Goodwill I p i  2,3481 p 1 (11)I I 2.331 - 
(a) See Note 1 for additional information on Predecessor and Successor reporting 
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The carrying amount and accumulated amortization of intangible assets as of September 30, 2007 and December 31, 2006 are as follows: 

Successo?) 

September 30, December 31, 
2007 2006 

(in millions) 
49 Emission allowances .______. ~ _ _ _ _  __-I_- ~ _ I R 1_.37711_........ JL--a 

P 2  l-_-l si 1 _~ I 

m c * g 2 % s g & g a m ! ! f l - .  . .-.-.-___.__.I_-____...._.- I-- I ._____ I -~ 

271 271 Gas, coal, and power contracts - 

1 654 1 

I I 1 (7nl I I ( 4 4  
(4) (3) 

jliccumulated amortization-gas, coal, and power contracts - 
Accumulated amortization-other 

1- __.__-.._Î _______,_ Total accumulated amortization . . .. ...... __ .. - .-L ..I .w.l-.- -_I ._._..._ LA4331 

is I 73211 Wlintangmle assets, net 
. . _.______-___-_..--______ 

5771 
___-.-______ 

(a) See Note 1 for additional information on Predecessor and Successor reporting. 

The carrying value of emission allowances sold or consumed for Duke Energy Ohio were as follows: 

Successor@' Predecesso?) 

Three Months Nlne Months Three Months SIX Months Three Months 
Ended Ended Ended Ended Ended 

September 30, September 30, September 30, September 30, March 31, 
2007 2007 2006 2006 2006 

-- 

E--:: 

(a) See Note 1 for additional information on Predecessor and Successor reporting. 

Amortization expense recorded for Duke Energy Ohio was as follows: 

Successor@) Predecessor(a) 

Three 
Months Three Months 

Ended Ended Ended Ended Ended 
September 30, September 30, September 30, September 30, March 31, 

2007 2007 2006 2006 2006 

Nlne Months Three Months SIX Months 

j 11 - 

(a) 

with the Market Based Standard Service Offer (MBSSO) in Ohio that will be recognized in earnings over the remaining regulatory period, which ends on December 31, 2008. 
Duke Energy Ohio also recorded approximately $56 million of intangible liabilities associated with other power sale contracts in connection with the merger with Duke Energy. 
The carrying amount of these liabilities as of September 30, 2007 and December 3 1 I 2006 is as follows: 

See Note 1 for additional information on Predecessor and Successor reporting 

As of April 3, 2006, Duke Energy Ohio recorded an intangible liability in connection with the merger with Duke Energy amounting to approximately $113 milllon associated 

Successo?) 

September 30, December 31, 
2007 2006 

(in millions) 
MBSSO ~ -B I is 1 %  781- 

i Total intangible liabilities- . -.. . - _ ~ - ~ ~ ~ ~ ~ ~ ~ - - - ~ ~ ~ ~ 1 3 4 1  

- __ 

39 Other power sale contracts 27 

I__ 

Source: Duke Energy Ohio, In, 10-Q, November 14, 2007 



(a) See Note 1 for additional information on Predecessor and Successor reporting. 
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During the three and nine months ended September 30, 2007, Duke Energy Ohio amortized approximately $15 million and $29 million to income, respectively, related to 
these intangible liabilities. During the three months and six months ended September 30, 2006, Duke Energy Ohio amortized approximately $31 million and $35 million, 
respectively, to income, related to these intangible liabilities. Intangible liabilities are classified as Other Deferred Credits and Other Liabilities on the Consolidated Balance 
Sheets. 

9. Discontinued Operations and Assets Held for Sale 

Benelux-based financial services group. In October 2006, the sale was completed Results of operations for these trading contracts have been reflected in Income (Loss) from 
Discontinued Operations, net of tax in the accompanying Consolidated Statements of Operations. In October 2006, in connection with this transaction. Duke Energy Ohio 
entered into a series of Total Return Swaps (TRS) with Fortis, which are accounted for as mark to market derivatives. The TRS offsets the net fair value of the contracts being 
sold to Fortis. The TRS will be cancelled for each underlying contract as each is transferred to Fortis All economic and credit risk associated with the contracts has been 
transferred to Fortis as of the date of the sale through the TRS. As of September 30, 2007, substantially all of the contracts have been novated by Fortis. At September 30, 
2007, contracts with a net fair value of approximately $5 million remain in Assets held for sale and represent contracts that have yet to be novated by Fortis. 

The following table summarizes the results classified as Income (Loss) from Discontinued Operations, net of tax, in the accompanying Consolidated Statements of 
Operations. 

In June 2006, Cinergy agreed to sell its commercial marketing and trading businesses, including certain of Duke Energy Ohio’s trading contracts, to Fortis, a 

SuccessoP 

Operatlng Income 

Income 
(Loss) From 

Income Discontinued 
Operatlng Pre-tax Tax Operations, 
Revenues Income Expense Net of Tax 

- ___I 
~ ~ - - ~ - - ~  -___ _____ ~ - - ~ - , -  -,- ---.- 

g w reeMontB%E~Se@~m&?r30,20!6_ ___ - _I __ - __ - - 
Commercial Power 

b i x  Months Ended September 30, 2006- 
Commercial Power 

Predecessor(a) 

Operating (Loss) Income 

Income 
(Loss) From 

Income Discontinued 
Operating Pre-tax Tax Operations, 
Revenues Loss Benefit Net of Tax 

(a) See Note 1 for additional information on Predecessor and Successor reporting 
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The following table presents the carrying values of the major classes of assets and associated liabilities held for sale in the Consolidated Balance Sheets as of 
September 30,2007 and December 31 I 2006. 

Successor@' 

September 30, December 31, 
2007 2006 -- 

burrent assets 1 .TT 
Investments and other assets - 18 

L Total assets held for sale L _-.I..- 3% 1-3 
-- 

- 
sy c I 2 q  - 18 

/Currentabilities 
Deferred credits and other liabilities 

(a) 

I D .  Business Segments 
Duke Energy Ohio operates the following business units: Franchised Electric and Gas and Commercial Power Duke Energy Ohio's chief operating decision maker 

regularly reviews financial information about each of these business units in deciding how to allocate resources and evaluate performance. Both of the business units are 
considered reportable segments under SFAS No. 131, "Disclosures about Segments of an Enterprise and Related Information." There is no aggregation within Duke Energy 
Ohio's defined business segments. 

The remainder of Duke Energy Ohio's operations are presented as "Other." While it is not considered a business segment, Other primarily includes certain allocated 
governance costs (see Note 14). 

Accounting policies for Duke Energy Ohio's segments are the same as those described in the Notes to the Consolidated Financial Statements in Duke Energy Ohio's 
Annual Report on Form 10°K for the year ended December 31,2006. Management evaluates segment performance based on earnings before interest and taxes from 
continuing operations (EBIT). 

On a segment basis, EBIT excludes discontinued operations and represents all profits from continuing operations (both operating and non-operating and excluding 
corporate governance costs) before deducting interest and taxes. Cash, cash equivalents, and short-term investments are managed centrally by Cinergy and Duke Energy, so 
the interest and dividend income on those balances are excluded from the segments' EBIT. 

Transactions between reportable segments are accounted for on the same basis as unaffiliated revenues and expenses in the accompanying Consolidated Financial 
Statements. 

See Note 1 for additional information on Predecessor and Successor reporting 
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Segment EBlTl 
Consolidated Income 

from Continuing Total Operatlons Before and 

(a) 

(b) 

Segment results exclude results of discontinued operations 

See Note 1 for additional information on Predecessor and Successor reporting. 
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Segment assets in the following table exclude all intercompany assets. 

Segment Assets 

Successor@' 

September 30, December 31, 
2007 2006 

in millions 
Franchised Electric and Gas I b I 5,44 (4 d 1 5,3811 
Commercial Power 6,094 6,349 

1 Total reportable seg-consolidated assets -. ________---_ ____ I - P I  11,5381 --b I 11,7301 

(a) See Note 1 for additional information on Predecessor and Successor reporting. 

11. Risk Management Instruments 

Derlvatlve Portfolio Carrylng Value 

The following table shows the carrying value of Duke Energy Ohio's derivative portfolio as of September 30, 2007, and December 31, 2006. 

Successor@) 

(a) See Note 1 for additional information on Predecessor and Successor reporting. 

The amounts in the table above represent the combination of assets and (liabilities) for unrealized gains and losses on mark-tomarket and hedging transactions on Duke 
Energy Ohio's Consolidated Balance Sheets, excluding approximately $5 million of derivative assets and $5 million of derivative liabilities which were transferred to assets and 
liabilities held for sale. See Note 9 for additional information. 

The $18 million decrease in the hedging portfolio fair value is due primarily to declines in the fair value of certain commodity cash flow hedges within Commercial Power, 
The $13 million decrease in the undesignated derivative portfolio fair value is due primarily to unrealized mark-to-market losses within Commercial Power, primarily as a 

result of higher power prices. This was partially offset by unrealized mark-to-market gains on coal derivatives within Commercial Power. 

12. Regulatory Matters 
Regulatory MergerAppmvals. As discussed in Note 1 and Note 2, on April 3,2006, the merger between Duke Energy and Cinergy was consummated to create a newly 

formed company, Duke Energy Holding Carp. (subsequently renamed Duke Energy Corporation). As a condition to the merger approval, the PUCO, and the Kentucky Public 
Service Commission (KPSC) required that certain merger related savings be shared with consumers in Ohio and Kentucky, respectively. The commissions also required Duke 
Energy Ohio and Duke Energy Kentucky to meet additional conditions. Key elements of these conditions include: 

- The PUCO required that Duke Energy Ohio provide (i) a rate reduction of approximately $15 million for one year to facilitate economic development in a time of 
increasing rates and market prices and (ii) a reduction of approximately $21 million to its gas and electric consumers in Ohio for one year, with both credits beginning 
January 1. 2006. As of March 31, 2007, Duke Energy Ohio 
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had completed its merger related rate reductions and filed a report with the PlJCO to terminate the merger credit riders Approximately $2 million of these rate 
reduction were passed through to customers during 2007. Approximately $10 million and $26 million of these rate reduction were passed through to customers during 
three and six months ended September 30, 2006, respectively. 

* The KPSC required that Duke Energy Kentucky provide $8 million in rate reductions to its customers over five years, ending when new rates are established in the 
next rate case after January 1, 2008. Approximately $1 million and $2 million of the rate reduction was passed through to customers during the three and nine months 
ended September 30. 2007, respectively. Approximately $1 million was passed through to customers during the three and six months ended September 30, 2006, 
respectively. 

The FERC approved the merger without conditions - 
Rate Related Information. The KPSC approves rates for retail electric and gas sales within the Commonwealth of Kentucky. The PUCO approves rates and market prices 

for retail electric and gas sales within the state of Ohio. The FERC approves rates for electric sales to wholesale customers served under cost-based rates. 
Duke Energy Ohio Electric Rate Filings. Duke Energy Ohio operates under a Rate Stabilization Plan (RSP), a MBSSO approved by the PUCO in November 2004. In 

March 2005, the Office of the Ohio Consumers' Counsel (OCC) appealed the PUCOs approval of the MBSSO to the Supreme Court of Ohio and the Court issued its decision 
in November 2006. It upheld the MBSSD in virtually every respect but remanded to the PUCO on two issues The Court ordered the PUCO to support a certain portion of its 
order with reasoning and record evidence and to require Duke Energy Ohio to disclose certain confidential commercial agreements with other parties previously requested by 
the OCC. Duke Energy Ohio has complied with the disclosure order. 

existing rate components, including the recovery of costs related to new pollution control equipment and capacity costs associated with power purchase contracts to meet 
customer demand, but provided customers an enhanced opportunity to avoid certain pricing components if they are served by a competitive supplier. The ruling also rescinds 
the requirement that Duke Energy Ohio transfer its generating assets to an exempt wholesale generator (EWG) and required Duke Energy Ohio to retain ownership for the 
remainder of the RSP period. Duke Energy Ohio has not decided whether to seek a rehearing of the PIJCO's ruling. The Order also discusses the termination of the RTC at the 
end of 2008. Duke Energy Ohio will seek further confirmation from the PUCO that the RTC termination in 2008 pertains only to residential customers pursuant to a 2004 order 
of the PUCO. 

In August 2006, Duke Energy Ohio filed an application with the PUCO to amend its MBSSO through 2010. The proposal provides for continued electric system reliability, a 
simplified market price structure and clear price signals for customers, while helping to maintain a stable revenue stream for Duke Energy Ohio. The application is pending and 
Duke Energy Ohio cannot predict the outcome of this proceeding. 

Duke Energy Ohio's MBSSO includes a fuel clause, reserve capacity (System Reliability Tracker or SRT) and an Annually Adjusted Component (AAC) to recover changes 
in environmental, tax and homeland security costs which are audited annually by the PUCO. In April 2007 Duke Energy Ohio entered into a settlement resolving all open issues 
identified in the 2006 audits and application to amend the 2007 AAC market price with some, but not all, of the parties. The PUCO held a hearing regarding the settlement. A 
PUCO decision is expected before the end of 2007. Duke Energy Ohio cannot predict an outcome of these proceedings; however, Duke Energy Ohio does not expect the 
settlement agreement to have a material impact on its consolidated results of operations, cash flows or financial position. 

seeks an increase of approximately $34 million in revenue, or approximately 5.7%, to be effective in the spring of 2008. The application also requests approval to continue 
tracker recovery costs associated with an accelerated gas main replacement program. The PUCO accepted the application for filing in September 2007. 

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

In October 2007, the PUCO issued its ruling affirming the MBSSO, with certain modifications, and maintained the current price. The ruling provides for continuation of the 

Duke Energy Ohio Gas Rate Case. In July 2007. Duke Energy Ohio filed an application with the PUCO for an increase in its base rates for gas service. Duke Energy Ohio 

Duke Energy Kentucky Gas Rate Cases. In 2002, the KPSC approved Duke Energy Kentucky's gas base rate case which included, among other things, recovery of costs 
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In February 2005, Duke Energy Kentucky filed a gas base rate case with the KPSC requesting approval to continue the tracking mechanism and for a $14 million annual 
increase in base rates. A portion of the requested increase was attributable to recovery of the current cost of the accelerated main replacement program in base rates. In 
December 2005, the KPSC approved an annual rate increase of $8 million and re-approved the tracking mechanism through 201 1. In February 2006, the Kentucky Attorney 
General appealed the KPSC's order to the Franklin Circuit Court, claiming that the order improperly allows Duke Energy Kentucky to increase its rates for gas main 
replacement costs in between general rate cases, and also claiming that the order improperly allows Duke Energy Kentucky to earn a return on investment for the costs 
recovered under the tracking mechanism which permits Duke Energy Kentucky to recover its gas main replacement costs 

mechanism, and any other annual rate adjustments under the tracking mechanism To date, Duke Energy Kentucky has collected approximately $9 million in annual rate 
adjustments under the tracking mechanism. Duke Energy Kentucky and the KPSC have appealed these cases to the Kentucky Court of Appeals and continues to utilize 
tracking mechanisms in its billed rates to customers. At this time, Duke Energy Kentucky cannot predict the outcome of these proceedings. 

Energy Efficiency. On July 11.2007, the PUCO approved Duke Energy Ohio's Demand Side Managemenff Energy Efficiency Program (DSM Program). The DSM 
Program consists of ten residential and two commercial programs. Implementation of the programs has begun. The programs were first proposed in 2006 and were endorsed 
by the Duke Energy Community Partnership, which is a collaborative group made up of representatives of organizations interested in energy conservation, efficiency and 
assistance to low-income customers. The programs costs will be recovered through a cost recovery mechanism that will be adjusted annually to reflect the previous year's 
activity. Duke Energy Ohio is permitted to recover lost revenues, program costs and shared savings (once the programs reach 65% of the targeted savings level) through the 
cost recovery mechanism based upon impact studies to be provided to the Staff of the PUCO 

New Legislation. On September 25. 2007. at the request of the Governor of Ohio, the Ohio Senate introduce a bill ("SB 221") that proposes a comprehensive change to 
Ohio's 1999 electric energy industry restructuring legislation. If enacted, SB 221 would expand the PUCOs authority over generation to: implement the state's revised energy 
policy; regulate electric distribution utility prices for standard service; and permit the PlJCO to implement rules for advanced energy portfolio and energy efficiency standards, 
greenhouse gas emission reporting requirements, and pilot project carbon sequestration activities in conjunction with other state agencies. Under SB 221, electric distribution 
utilities have the ability to apply for PUCO approval of one of two generation pricing alternatives - a  market option, or an Electric Security Plan (ESP) option. The market option 
is based upon a competitive bidding process. The ESP option will allow for the recovery of specified costs. The PUCO, however, would have authority to disallow the market 
option and compel the ESP option. SB 221. if enacted, would limit the ability of a utility to transfer its dedicated generating assets to an EWG absent PUCO approval SB 221 
passed the Ohio Senate on October 31, 2007, and is currently pending before the Ohio House 

Other. In April 2005, the PUCO issued an order opening a statewide investigation into riser leaks in gas pipeline systems throughout Ohio. The investigation followed four 
explosions since 2000 caused by gas riser leaks, including an April 2000 explosion in Duke Energy Ohio's service area. In November 2006, the PUCO Staff released an expert 
report, which concluded that certain types of risers are prone to leaks under various conditions, including over-tightening during initial installation. The PUCO Staff 
recommended that natural gas companies continue to monitor the situation and study the cause of any further riser leaks to determine whether further remedial action is 
warranted. Duke Energy Ohio has approximately 87,000 of these risers on its distribution system. If the PUCO orders natural gas companies to replace all of these risers, Duke 
Energy Ohio estimates a replacement cost of approximately $40 million As part of the rate case filed in July 2007 (see "Duke Energy Ohio Gas Rate Case" above), Duke 
Energy Ohio requested approval from the PUCO to accelerate its riser replacement program; however, at this time, Duke Energy Ohio cannot predict the outcome or the impact 
of the statewide Ohio investigation. 

In December 2005, the PUCO initiated an investigation into implementing certain provisions of the Energy Policy Act of 2005, including whether to adopt a statewide 
standard for implementing smart metering. After an investigation, the PUCO issued a March 2007 order requiring all electric utilities to offer tariffs to all customer classes which 
are differentiated, at a minimum, based on on-peak and off-peak wholesale price periods The PUCO noted that time-of-use meters should be available for customers 
subscribing to these tariffs. The order instructed PUCO Staff to conduct workshop meetings to study the costs/benefits of deploying smart metering These workshop meetings 
are in progress. At this time, Duke Energy Ohio cannot predict the outcome of this proceeding 

In August 2007 the Franklin Circuit Court consolidated all the pending appeals and ruled that the KPSC lacks legal authority to approve the gas main replacement tracking 
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the North American Electric Reliability Council (NERC) as the Electric Reliability Organization. NERC has filed over 100 proposed reliability standards with FERC. On March 16, 
2007, FERC issued a final rule establishing mandatory, enforceable reliability standards for the nation's bulk power system. In the final rule, FERC approved 83 of the 107 
mandatory reliability standards submitted by the NERC and compliance with these standards became mandatory on June 18, 2007. FERC will consider the remaining 24 
proposed standards for approval once the necessary criteria and procedures are submitted. In the interim. compliance with these 24 standards is expected to continue on a 
voluntary basis as good utility practice Duke Energy Ohio does not believe that the issuance of these standards will have a material impact on its consolidated results of 
operations, cash flows, or financial position. 

13. Commitments and Contingencies 

Environmental 

These regulations can be changed from time to time, imposing new obligations on Duke Energy Ohio. 

that are part of ongoing Duke Energy Ohio operations, sites formerly owned or used by Duke Energy Ohio entities. and sites owned by third parties. Remediation typically 
involves management of contaminated soils and may involve groundwater remediation. Managed in conjunction with relevant federal, state and local agencies, activities vary 
with site conditions and locations, remedial requirements, complexity and sharing of responsibility. If remediation activities involve statutory joint and several liability provisions, 
strict liability, or cost recovery or contribution actions, Duke Energy Ohio or its affiliates could potentially be held responsible for contamination caused by other parties. In some 
instances, Duke Energy Ohio may share liability associated with contamination with other potentially responsible parties, and may also benefit from insurance policies or 
contractual indemnities that cover some or all cleanup costs. All of these sites generally are managed in the normal course of business or affiliate operations. Duke Energy Ohia 
believes that completion or resolution of these matters will have no material adverse effect on its consolidated results of operations, cash flows or financial position. 

Clean WaterAct 3161b) The U.S. Environmental Protection Agency (EPA) finalized its cooling water intake structures rule in July 2004. The rule established aquatic 
protection requirements for existing facilities that withdraw 50 million gallons or more of water per day from rivers, streams, lakes, reservoirs, estuaries, oceans, or other U.S. 
waters for cooling purposes Three of six coal-fired generating facilities in which Duke Energy Ohio is either a whole or partial owner are affected sources under that nile. On 
January 25, 2007, the U.S. Court of Appeals for the Second Circuit issued its opinion in Riverkeeper; lnc v. €PA, Nos. 04-6692-ag(L) et. al. (2d Cir. 2007) remanding most 
aspects of EPA's rule back to the agency. The court effectively disallowed those portions of the rule most favorable to industry, and the decision creates a great deal of 
uncertaintv reaardina future reauirements and their timina. Duke Enerav Ohio is still unable to estimate costs to comalv with the EPA's rule, althouah it is expected that costs 

FERC lssues €lectric Reliability Standards Consistent with reliability provisions of the Energy Policy Act of 2005, on July 20, 2006, FERC issued its Final Rule certifying 

Duke Energy Ohio is subject to federal, state and local regulations regarding air and water quality, hazardous and solid waste disposal and other environmental matters. 

Remediation activities. Ouke Energy Ohio and its affiliates are responsible for environmental remediation at various contaminated sites. These include some properties 

Duke Energy Ohio currently estimates that it will spend approximately $325 million between 2007 and 2011 to comply with Phase 1 of CAMR and CAIR at plants that 
Duke Energy Ohio owns or partially owns but does not operate. Duke Energy Ohia currently estimates that it will not incur any significant costs for complying with Phase 2 of 
CAIR and is currently unable to estimate the cost of complying with Phase 2 of CAMR. Duke Energy Ohio receives partial recovery of depreciation and financing costs related 
to environmental compliance projects for 2005-2008 through its RSP (see Note 12). 

Manufactured Gas Plant (MGPJ Sites Duke Energy Ohio has performed site assessments on certain of its sites where MGP activities are believed to have occurred at 
some point in the past and have found no imminent risk to the environment. At this time, Duke Energy Ohio cannot predict whether investigation andlor remediation will be 
required in the future at any of these sites. 
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Coal Combustion Pmduct (CCP) Management Duke Energy Ohio currently estimates that it will spend approximately $25 million over the period 2007-2012 to install 

Extended Envimnmental Activities and Accruals Included in Other Deferred Credits and Other Liabilities on the Consolidated Balance Sheets were total accruals related 
synthetic caps and liners at existing and new CCP landfills and to convert CCP handling systems from wet to dry systems. 

to extended environmental-related activities of approximately $8 million as of September 30, 2007 and December 31, 2006, respectively. These accruals represent Duke 
Energy Ohio's provisions for costs associated with remediation activities at some of its current and former sites, as well as other relevant environmental contingent liabilities. 
Duke Energy Ohio believes that completion or resolution of these matters will have no material impact on its consolidated results of operations, cash flows or financial position. 

Lltlgatlon 
New Source Review (NSR In 1999 2000 the US.  Justice Department actin on behalf of the EPA filed a number of complaints and notices of violation against multiple 

utilities across the country for alleged violations'of the NSR rovisions of the Cleani i r  Act (CAA). Generally the government alleges that projects performed at various 
coal-fired units were ma'or modifications as defined in the tAA ,  and that the utilities violated the CAA whed they undertook those,projectq without obtaining ermits and 
installing the best available emission con'trols for SO2 NOx and particulate matter. The complaints seek injunctive relief to re uire installation of ollution confro1 technolog on 
various allegedly violating generating units and unspicified civil penalties in amounts of u to $27 500 per da for each violajion. Two of Duke €!tnergy,Ohio's plants have gee, 
subject to these allegations. Duke Energy Ohio'asserts that there were no CAA violations iecause'the applicahe regulations do not require permitting in cases where the 
projects undertaken are "routine" or otherwise do not result in a net increase in emissions. 

various violations of the CAA at Duke Energy Ohio's W.C Beckjord and Miami Fort Stations. The lawsuit alleges that Duke Energy Ohio violated the CAA by not obtaining 
Prevention of Significant Deterioration, Non-Attainment NSR and Ohio's State Implementation Plan (SIP) permits for 8 projects undertaken at those plants. Additionally. the suit 
claims that Duke Energy Ohio violated an Administrative Consent Order entered into in 1998 between the EPA and Cinergy relating to alleged violations of Ohio's SIP 
provisions governing particulate matter at Unit 1 at Duke Energy Ohio's W.C. Beckjord Station. Three northeast states and two environmental groups have intervened in the 
case. In June 2007, the trial court ruled, as a matter of law that 6 of the 8 projects undertaken at the Duke Energy Ohio plants do not qualify for the "routine" exception in the 
regulations. The court Nled further that the defendants had "fair notice" of EPAs interpretation of the applicable regulations. The defendants have filed motions for 
reconsideration of the trial court's rulings. A jury trial has been set to commence on May 5, 2008. 

In March 2000, the United States also filed suit in the United States District Court for the Southem District of Ohio an amended complaint in a separate lawsuit alleging 
violations of the CAA regarding various generating stations, including a generating station operated by Columbus Southem Power Company (CSP) and jointly-owned by CSP, 
The Dayton Power and Light Company (DP&L), and Duke Energy Ohio. This suit is being defended by CSP (the CSP case) A trial on liability issues was conducted in July 
2005. On October 9, 2007, CSP announced a settlement of its case. The settlement includes commitments by CSP to construct environmental equipment or otherwise to 
reduce emissions at certain plants and the payment of penalties and money to various environmental projects Duke Energy Ohio does not expect the settlement to have a 
material impact on its consolidated results of operations, cash flows, or financial position. 

In addition, Duke Energy Ohio has been informed by DP&L that in June 2000, the EPA issued a Notice of Violation (NOV) to DP&L for alleged violations of CAA 
requirements at a station operated by DP&L and jointly-owned by DPBL, CSP, and Duke Energy Ohio. The NOV indicated the EPA may issue an order requiring compliance 
with the requirements of the Ohio SIP, or bring a civil action seeking injunctive relief and civil penalties of up to $27,500 per day for each violation. In September 2004, Marilyn 
Wall and the Sierra Club brought a lawsuit against Duke Energy Ohio, DP&L and CSP for alleged violations of the CAA at this same generating station. This case is currently in 
discovery in front of the same judge who has the CSP case. 

Other than the CSP case, it is not possible to predict with certainty whether Duke Energy Ohio will incur any liability or to estimate the damages, if any, that Duke Energy 
Ohio might incur in connection with these matters. 

In November 1999, the United States brought a lawsuit in the United States Federal District Court forthe Southem District of Indiana against Duke Energy Ohio alleging 
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Secbon 126 Petitions In March 2004, the state of North Carolina filed a petition under Section 126 of the CAA in which it alleges that sources in 13 upwind states, 
including Ohio, significantly contribute to North Carolina's non-attainment with certain ambient air quality standards. In August 2005, the EPA issued a proposed response to the 
petition. The EPA proposed to deny the ozone portion of the petition based upon a lack of contribution to air quality by the named states. The EPA also proposed to deny the 
uarticulate matter portion of the petition based upon the CAlR Federal Implementation Plan fFIP), that would address the air aualitv concerns from neiahborina states. On 

Zirnrner Generating Station (ZirnrnerStation) Lawsuit In November 2004, a citizen of the Village of Moscow, Ohio, the town adjacent to Duke Energy Ohio's Zimmer 
Station, brought a purported class action in the United States District Court for the Southern District of Ohio seeking monetary damages and injunctive relief against Duke 
Energy Ohio for alleged violations of the CAA, the Ohio SIP, and Ohio laws against nuisance and common law nuisance. The plaintiffs have filed a number of additional notices 
of intent to sue and two lawsuits raising claims similar to those in the original claim. One lawsuit was dismissed on procedural grounds, and the remaining two have been 
consolidated. On December 28. 2006, the District Court certified this case as a class action. Discovery in the case continues. At this time, Duke Energy Ohio cannot predict 
whether the outcome of this matter will have a material impact on its consolidated financial position, cash flows or results of operations Duke Energy Ohio intends to defend 
this lawsuit vigorously in cotirt. 

Ontario, Canada Lawsuit Duke Energy Ohio understands that a class action lawsuit was filed in Superior Court in Ontario, Canada on July 3, 2005 against Duke Energy 
Ohio and approximately 20 other utility and power generation companies alleging various claims relating to environmental emissions from coal-fired power generation facilities 
in the llnited States and Canada and damages of approximately $50 billion, with continuing damages in the amount of approximately $4 billion annually. Duke Energy Ohio 
understands that the lawsuit also claims entitlement to punitive and exemplary damages in the amount of $1 billion Duke Energy Ohio had not yet been served in this lawsuit 
by the deadline of July 3, 2007. However, if served, Duke Energy Ohio intends to defend this lawsuit vigorously in court At this time, Duke Energy Ohio is not able to predict 
whether resolution of this matter would have a material effect on its consolidated financial position, cash flows or results of operations. 

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

Asbestos-related Injuries and Damages Claims Duke Energy Ohio has also been named as a defendant or co-defendant in lawsuits related to asbestos at its electric 
generating stations The impact on Duke Energy Ohio's results of operations, cash flows, or financial position of these cases to date has no! been material. Based on estimates 
under varying assumptions, concerning uncertainties, such as, among others: (i) the number of contractors potentially exposed to asbestos during construction or maintenance 
of Duke Energy Ohio's generating plants; (ii) the possible incidence of various illnesses among exposed workers, and (iii) the potential settlement costs without 
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federal or other legislation that addresses asbestos tort actions, Duke Energy Ohio estimates that the range of reasonably possible exposure in existing and future suits over 
the foreseeable future is not material. This estimated range of exposure may change as additional settlements occur and claims are made and more case law is established. 

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

Duke Energy Ohio has exposure to certain legal matters that are described herein. As of September 30, 2007 and December 31, 2006. Duke Energy Ohio has recorded 
immaterial reserves for these proceedings and exposures Duke Energy Ohio expenses legal costs related to the defense of loss contingencies as incurred. 

Other Cornmltrnents and Contlngencles 

may or may not be recognized on the Consolidated Balance Sheets. 

14. Related Party Transactions 

commission regulations. Balances due to or due from related parties included in the Consolidated Balance Sheets as of September 30, 2007 and December 31, 2006 are as 
follows: 

Other. Duke Energy Ohio enters into various fixed-price, non-cancelable commitments to purchase or sell power (tolling arrangements or power purchase contracts) that 

Duke Energy Ohio engages in related party transactions. These transactions are generally performed at cost and in accordance with the applicable state and federal 

September 30. December 31, 
2007 2006 

(a) 

(b) 

See Note 1 for additional information on Predecessor and Successor reporting 

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

Of the balance at September 30, 2007, approximately 535 million is classified as Receivables and 5( l )  million is classified as Other current assets on the Consolidated 
Balance Sheets. The balance at December 31, 2006 is classified as Receivables on the Consolidated Balance Sheets 

(c) 

(d) The balance at December 31, 2006 is classified as Other non-current assets on the Consolidated Balance Sheets 

(e) The balance at September 30, 2007 is classified as Accounts payable on the Consolidated Balance Sheets. Of the balance at December 31, 2006. approximately ($95) 
million is classified as Accounts payable and (5101) million is classified as Taxes accrued on the Consolidated Balance Sheets 

Of the balance at September 30, 2007, approximately ($1,455) million is classified as Deferred income taxes. (517) million is classified as Investment tax credit and $30 
million is classified as Other current assets on the Consolidated Balance Sheets. Of the balance at December 31, 2006, approximately (51,417) million is classified as 
Deferred income taxes, (519) million is classified as Investment tax credit and 519 million is classified as Other current assets on the Consolidated Balance Sheets. 

(f) 
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Duke Energy Ohio is allocated its proportionate share of corporate governance and other costs by a consolidated affiliate of Duke Energy. Duke Energy Ohio is also 
allocated its proportionate share of other corporate governance costs from a consolidated affiliate of Cinergy. Corporate governance and other shared services costs are 
primarily allocations of corporate costs, such as human resources, legal and accounting fees, as well as other third party costs. 

The expenses associated with certain allocated corporate governance and other service costs for Duke Energy Ohio, which are recorded in Operation. Maintenance and 
Other within Operating Expenses on the Consolidated Statements of Operations were as follows: 

SuccessoP Predecessor@) 

Three Months Nlne Months Three Months SIX Months Three Months 
Ended Ended Ended Ended 

September 30, September 30, September 30, September 30, 
2007 2007 2006 2006 

Ended 
March 31, 

2006 

(a) 

defined benefit pension plans and postretirement health care and insurance benefits. Additionally, Duke Energy Ohio has been allocated accrued pension and other 
postretirement benefit obligations from Cinergy of approximately $327 million at September 30, 2007 and approximately $393 million at December 31, 2006. These amounts 
have been classified on the Consolidated Balance Sheets as follows: 

See Note 1 for additional information on Predecessor and Successor reporting 

See Note 7 for detail on expense amounts allocated from Cinergy to Duke Energy Ohio related to Duke Energy Ohio's participation in Cinergy's qualified and non-qualified 

Successor@' 

September 30, December 31, 
2007 2006 

(in millions) 
lher current liabilities ---.--.-.-_~-----A L- I . si -___ P 1 $, 

?ccrued pension and other postretirement benefit costs $ 315 $ 381 
__ 31 _. /Other deferred credits and other liabilities __._ 

(a) 

from the sales of receivables are largely cash but do include a subordinated note from Cinergy Receivables for a portion of the purchase price This subordinated note is 
classified by Duke Energy Ohio as Receivables in the Consolidated Balance Sheets and was approximately $118 million and $133 million as of September 30, 2007 and 
December 3 1, 2006, respectively. 

contribution of its ownership interests in five plants to Duke Energy Ohio. See Note 4 for a discussion of dividends Duke Energy Ohio paid to its parent, Cinergy. 

Ohio was in a payable position of $348 million and $274 million, respectively, classified within Notes payable and commercial paper in the accompanying Consolidated Balance 
Sheets The expenses associated with money pool activity for Duke Energy Ohio, which are recorded in Interest Expense on the Consolidated Statements of Operations for the 
three and nine months ended September 30, 2007. were $4 million and $7 million, respectively. For the three and six months ended September 30, 2006 and three months 
ended March 31, 2006, money pool activity recorded in Interest Expense on the Consolidated Statements of Operations was $2 million, $4 million, and $2 million, respectively. 
See Note 6 for further discussion of the money pool arrangement. 

See Note 1 for additional information on Predecessor and Successor reporting 

Additionally. certain trade receivables have been sold by Duke Energy Ohio to Cinergy Receivables, an unconsolidated entity formed by Cinergy. The proceeds obtained 

During the second quarter of 2007 Duke Energy Ohio received a $29 million capital contribution from its parent, Cinergy. 
See Note 3 for a discussion of amounts paid to Duke Energy Ohio as a result of the agreement between Duke Energy and Duke Energy Ohio related to Duke Energy's 

Duke Energy Ohio participates in a money pool with Duke Energy and other Duke Energy subsidiaries. As of September 30,2007 and December 31,2006, Duke Energy 
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15. New Accounting Standards 

presented in the accompanying Consolidated Financial Statements: 

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

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

SFAS No 158, "Employer's Accounting for Defined Benefit Pension and Other Postretirement Plans, an amendment of FASB Statements No 87, 88, 106. and 132(R)" 
(SFAS No 158). In October 2006, the FASB issued SFAS No. 158. which changes the recognition and disclosure provisions and measurement date requirements for an 
employer's accounting for defined benefit pension and other postretirement plans. The recognition and disclosure provisions require an employer to (1) recognize the funded 
status of a benefit plan-measured as the difference between plan assets at fair value and the benefit obligation-in its statement of financial position, (2) recognize as a 
component of other comprehensive loss, net of tax, the gains or losses and prior service costs or credits that arise during the period but are not recognized as components of 
net periodic benefit cost, and (3) disclose in the notes to financial statements certain additional information. SFAS No. 158 does not change the amounts recognized in the 
income statement as net periodic benefit cost. Duke Energy Ohio recognized the funded status of its defined benefit pension and other postretirement plans and provided the 
required additional disclosures as of December 31, 2006. The adoption of SFAS No. 158 recognition and disclosure provisions resulted in an increase in total assets of 
approximately $33 million (consisting of an increase in regulatory assets of $31 million and an increase in deferred tax assets of $2 million), an increase in total liabilities of 
approximately $35 million and a decrease in accumulated other comprehensive income (loss) (AOCI), net of tax, of approximately $2 million as of December 31, 2006. 

Under the measurement date requirements of SFAS No. 158, an employer is required to measure defined benefit plan assets and obligations as of the date of the 
employer's fiscal year-end statement of financial position (with limited exceptions). Historically, Duke Energy Ohio has measured its plan assets and obligations up to three 
months prior to the fiscal year-end, as allowed under the authoritative accounting literature Duke Energy Ohio adopted the change in measurement date effective January 1, 
2007 by remeasuring plan assets and benefit obligations as of that date, pursuant to the transition requirements of SFAS No 158 Net periodic benefit cost of approximately $3 
million for the three-month period between September 30, 2006 and December 31, 2006 was recognized, net of tax. as a separate adjustment of retained earnings as of 
January 1, 2007. Additionally, in the first quarter of 2007, the changes in plan assets and plan obligations between the September 30, 2006 and December 31, 2006 
measurement dates not related to net periodic benefit cost was required to be recognized, net of tax, as a separate adjustment of the opening balance of AOCl and regulatory 
assets. This adjustment was not material. During the second quarter of 2007, Ouke Energy Ohio completed these calculations The finalization of these actuarial calculations 
resulted in a $2 million adjustment to AOCl and an immaterial adjustment to regulatory assets. 

The following new accounting standards were adopted by Duke Energy Ohio subsequent to September 30, 2006 and the impact of such adoption, if applicable, has been 

SFAS No 155, 'Xccounting for Certain Hybrid Financial lnstruments+an amendment of FASB Statements No 133 and 140"(SFAS No 155) In February 2006, the 

SFAS No 156, "Accounting for Servicing of Financial Assets-an amendment of FASB Statement No 140" (SFAS No 156) In March 2006. the FASB issued SFAS 
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The adoption of SFAS No. 158 did not have a material impact on Duke Energy Ohio's consolidated results of operations or cash flows. 
Staff Accounting Bulletin (SAB) No. 108, "Considering the Effects of Prior Year Misstatements When Quantifying Misstatements in Current Year Financial Statements" 

(SA8 No 108). In September 2006 the SEC issued SAB No. 108, which provides interpretive guidance on how the effects of the carryover or reversal of prior year 
misstatements should be considered in quantifying a current year misstatement. Traditionally, there have been two widely-recognized approaches for quantifying the effects of 
financial statement misstatements. The income statement approach focuses primarily on the impact of a misstatement on the income statement-including the reversing effect 
of prior year misstatements--but its use can lead to the accumulation of misstatements in the balance sheet. The balance sheet approach, on the other hand, focuses primarily 
on the effect of correcting the period-end balance sheet with less emphasis on the reversing effects of prior year errors on the income statement. The SEC staff believes that 
registrants should quantify errors using both a balance sheet and an income statement approach (a "dual approach") and evaluate whether either approach results in 
quantifying a misstatement that, when all relevant quantitative and qualitative factors are considered, is material 

SA9 No. 108 was effective for Duke Energy Ohio's year ending December 31, 2006 SAB No. 108 permits existing public companies to initially apply its provisions either 
by (i) restating prior financial statements as if the "dual approach" had always been used or (ii), under certain circumstances, recording the cumulative effect of initially applying 
the "dual approach" as adjustments to the carrying values of assets and liabilities as of January 1 ,  2006 with an offsetting adjustment recorded to the opening balance of 
retained earnings. Duke Energy Ohio has historically used a dual approach for quantifying identified financial statement misstatements. Therefore, the adoption of SAB No. 108 
did not have a material impact on Duke Energy Ohio's consolidated results of operations, cash flows or financial position. 

FASB Interpretation (FIN) 48, "Accounting for Uncertainty in lncome Taxes-an interpretation of FASB Statement No 1 0 9  (FIN 48). In July 2006, the FASB issued FIN 
48, which provides guidance on accounting for income tax positions about which Duke Energy Ohio has concluded there is a level of uncertainty with respect to the recognition 
of a tax benefit in Duke Energy Ohio's financial statements FIN 48 prescribes the minimum recognition threshold a tax position is required to meet. Tax positions are defined 
very broadly and include not only tax deductions and credits but also decisions not to file in a particular jurisdiction, as well as the taxability of transactions Duke Energy Ohio 
adopted FIN 48 effective January 1. 2007. See Note 16 for additional information. 

FASB Staff Position (FSP) No FlN 48-1, Definition of "Settlement" in FASB lnterpretalion No 48 (FSP No. FIN 48-1) In May, 2007, the FASB staff issued FSP No. FIN 
48-1 which clarifies the conditions under FIN 48 that should be met for a tax position to be considered effectively settled with the taxing authority Duke Energy Ohio's adoption 
of FIN 48 as of January 1, 2007 was consistent with the guidance in this FSP. 

FSP No AOG AIR-1, "Accounting for Planned Major Maintenance Activities, "(FSP No AUG AIR- 1 )  In September 2006, the FASB Staff issued FSP No AUG AIR-1. This 
FSP prohibits the use of the accrue-in-advance method of accounting for planned major maintenance activities in annual and interim financial reporting periods, if no liability is 
required to be recorded for an asset retirement obligation based on a legal obligation for which the event obligating the entity has occurred. The FSP also requires disclosures 
regarding the method of accounting for planned major maintenance activities and the effects of implementing the FSP, The guidance in this FSP was effective for Duke Energy 
Ohio as of January 1 ,  2007. The adoption of FSP No. AUG AIR-1 did not have a material impact on Duke Energy Ohio's consolidated results of operations, cash flows or 
financial position. 

Emerging lssues Task Force (EITF) lssue No 06-3, "How Taxes Collected from Customers and Remitted to Governmental Authorities Should Be Presentedin the lncome 
Statement (That Is, Gross versus Net Presentation)" (ElTF No 06-3) In June 2006, the ElTF reached a consensus on ElTF No. 06-3 to address any tax assessed by a 
governmental authority that is directly imposed on a revenue-producing transaction between a seller and a customer and may include, but are not limited to, sales, use, value 
added, and some excise taxes. For taxes within the issue's scope, the consensus requires that entities present such taxes on either a gross (i e.. included in revenues and 
costs) or net (i.e., exclllde from revenues) basis according to their accounting policies, which should be disclosed. If such taxes are reported gross and are significant, entities 
should disclose the amounts of those taxes. Disclosures may be made on an aggregate basis. The consensus was effective for Duke Energy Ohio beginning January 1, 2007. 
The adoption of ElTF No, 06-3 did not have a material impact on Duke Energy Ohio's consolidated results of operations, cash flows or financial position. 

No 85-4" (ElTF No 06-5) In June 2006, the ElTF reached a consensus on the accounting for corporate-owned and bank-owned life insurance policies ElTF No. 06-5 requires 
that a policyholder consider the cash surrender value and any additional amounts to be 
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received under the contractual terms of the policy in determining the amount that could be realized under the insurance contract. Amounts that are recoverable by the 
policyholder at the discretion of the insurance company must be excluded from the amount that could be realized. Fixed amounts that are recoverable by the policyholder in 
future periods in excess of one year from the surrender of the policy must be recognized at their present value. ElTF No. 06-5 was effective for Duke Energy Ohio as of 
January 1, 2007 and must be applied as a change in accounting principle through a cumulative-effect adjustment to retained earnings or other components of equity as of 
January 1, 2007. The adoption of ElTF No. 06-5 did not have a material impact on Duke Energy Ohio's consolidated results of operations, cash flows or financial position. 

measuring fair value in GAAP, and expands disclosures about fair value measurements. SFAS No. 157 does not require any new fair value measurements However, in some 
cases, the application of SFAS No. 157 may change Duke Energy Ohio's current practice for measuring and disclosing fair values under other accounting pronouncements that 
require or permit fair value measurements. For Duke Energy Ohio, SFAS No. 157 is effective as of January 1 ,  2008 and must be applied prospectively except in certain cases. 
Duke Energy Ohio is currently evaluating the impact of adopting SFAS No. 157, and cannot currently estimate the impact of SFAS No. 157 on its consolidated results of 
operations, cash flows or financial position. 

entities to choose to measure many financial instruments and certain other items at fair value. For Duke Energy Ohio, SFAS No 159 is effective as of January 1, 2008 and will 
have no impact on amounts presented for periods prior to the effective date. Duke Energy Ohio cannot currently estimate the impact of SFAS No. 159 on its consolidated 
results of operations, cash flows or financial position and has not yet determined whether or not it will choose to measure items subject to SFAS No 159 at fair value. 

16. Income Taxes and Other Taxes 

returns. After the merger, the taxable income of Duke Energy Ohio is reflected in Duke Energy's CIS. federal and state income tax returns. As a result of Duke Energy's merger 
with Cinergy, Duke Energy Ohio entered into a tax sharing agreement with Duke Energy, where the separate return method is used to allocate tax expenses and benefits to the 
subsidiaries whose investments or results of operations provide these tax expenses and benefits. The accounting for income taxes essentially represents the income taxes that 
Duke Energy Ohio would incur if Duke Energy Ohio were a separate company filing its own tax return as a C-Corporation. The current tax sharing agreement Duke Energy 
Ohio has with Duke Energy is substantially the same as the tax sharing agreement between Duke Energy Ohio and Cinergy prior to the merger. 

On January 1, 2007, Duke Energy Ohio adopted FIN 48. The following table shows the impacts of adoption of FIN 48 on Duke Energy Ohio's Consolidated Balance 
Sheets. 

The following new accounting standards have been issued, but have not yet been adopted by Duke Energy Ohio as of September 30,2007: 
SFAS No 157, "Fair Value Measurements" (SFAS No 157) In September 2006, the FASB issued SFAS No. 157, which defines fair value, establishes a framework for 

SFAS No 159. "The Fair Value Option forFinancia1 Assets and Financial Liabilities"(SFAS No. 159). In February 2007, the FASB issued SFAS No. 159, which permits 

Prior to the merger of Cinergy and Duke Energy on April 3, 2006, the taxable income of Duke Energy Ohio was reflected in Cinergy's US. federal and state income tax 

Increase/ 
(Decrease) 

(in milllonsl_ 
!Assets -_ 

_- -- Goodwill 
)-labilities- -.._____- L.1 1 2-1 

Other Liabilities (non-current)ta7----- _. $ 
__ -_ ___ 1 Interest Accrued (current) 

Deferred Income Taxes (36) 

!Assets -_ 
_- -- Goodwill 

)-labilities- -.._____- L.1 1 2-1 
Other Liabilities (non-current)ta7----- _. $ 

__ -_ ___ 1 Interest Accrued (current) 
Deferred Income Taxes (36) 

(a) Includes liability for unrecognized tax benefits and accrued interest and penalties, net of gain contingencies that were not recorded prior to the adoption of FIN 48 
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(Unaudited) 

The following table shows the accounting for the adoption of FIN 48 on January 1, 2007 and the increase/(decrease) in Duke Energy Ohio's unrecognized tax benefits 
from January 1,2007 to September 30,2007. 

January 1, Changes In September 30, 
2007 Balances 2007 

In mllllons) 
Vnreco nized Tax Benefits(@- i$ 1 - 3  - r__ UnrecogSnized Tax Benefits that f i c o  nized, would affect the effective tax rate 
@teres! Payablel(Receivable)[b~-g _ _ _ _ - _ _ ~  A-l-si -IF--- - ( ? 3 l l l i B 1 - i  

$ -  $ 

$ - - Penalties Payable $ -  $ 

(a) Decrease in the liability of $16 million is primarily related to an $18 million settlement offer and a $6 million settlement, partially offset by an $8 million increase primarily 
related to the timing of certain deductions taken on tax returns in prior years. 

(b) Reflects all interest related to income taxes. The decrease in the liability was recorded primarily as a reduction to goodwill. 

It is reasonably possible that Duke Energy Ohio will reflect an approximate $25 million reduction in unrecognized tax benefits in the next twelve months due to expected 
settlements. 

Duke Energy Ohio has the following tax years open. 

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

Effective with the adoption of FIN 48, Duke Energy Ohio records, as it relates to taxes, interest expense as Interest Expense and interest income and penalties in Other 
Income and Expenses, net in the Consolidated Statements of Operations. 

The $40 million increase in income tax expense from continuing operations for the comparative three-month periods ended September 30, 2007 and 2006 is primarily due 
to the $11 7 million increase in income from continuing operations before income taxes. 

As of September 30, 2007 and December 31, 2006, approximately $33 million and $0 million, respectively, of deferred income taxes were included in Other within Current 
Assets in the Consolidated Balance Sheets. At September 30, 2007, this balance exceeded 5% of total current assets. 

Excise Taxes. Certain excise taxes levied by state or local governments are collected by Duke Energy Ohio from its customers. These taxes, which are required to be 
paid regardless of Duke Energy Ohio's ability to collect from the customer, are accounted for on a gross basis. When Duke Energy Ohio acts as an agent, and the tax is not 
required to be remitted if it is not collected from the customer, the taxes are accounted for on a net basis. Duke Energy Ohio's excise taxes accounted for on a gross basis and 
recorded as Operating Revenues in the accompanying Consolidated Statements of Operations were as follows: 

SuccessoP) Predecessor@) 

Three Months Nine Months Three Months Six Months 
Ended Ended Ended Ended 

September 30, September 30, September 30, September 30, 
2007 2007 2006 2006 

Three Months 
Ended 

March 31, 
2006 

(a) 

17. Subsequent Events 

See Note 1 for additional information on Predecessor and Successor reporting 

For information on subsequent events related to debt and credit facilities, regulatory matters and commitments and contingencies, see Notes 6, 12 and 13. respectively. 
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Item 2. Management's Discussion and Analysis of Financial Condition and Results of Operations. 

INTRODUCTION 

EXECUTIVE OVERVIEW 
Management's Discussion and Analysis should be read in conjunction with the Consolidated Financial Statements. 
On April 3, 2006, Duke Energy Corporation (Old Duke Energy) and Cinergy Corp. (Cinergy) merged into wholly-owned subsidiaries of Duke Energy Holding Corp. (Duke 

Enerav HCA resultina in Duke Enerav HC becomina the parent entitv In connection with the closina of the meraer transactions. Duke Enerav HC chanqed its name to Duke - .  -. 
Energ; Co;poration (Duke Energy).-' 

into two distinct periods, the period before the consummation of the merger (labeled "Predecessor") and the period after that date (labeled "Successor"). to indicate the 
Due to the impact of push-down accounting, the financial statements and certain note presentations separate Duke Energy Ohio, Inc 's (Duke Energy Ohio) presentations 

application of different bases of accounting between the periods presented. 

BASIS OF PRESENTATION 
The results of operations and variance discussion for Duke Energy Ohio is presented in a reduced disclosure format in accordance with General Instructions (H)(2) of 

F o ~  10-Q. 

RESULTS OF OPERATIONS 

Results of Operatlons and Variances 

Summary of Results (In mllllons) 

SuccessoP' 

(a) 

Net Income 

following factors: 

See Note 1 to the Consolidated Financial Statements, "Basis of Presentation" for additional information on Predecessor and Successor reporting 

The $1 14 million increase in Duke Energy Ohio's Net income for the six months ended September 30, 2007 compared to the same period in 2006 was primarily due to the 

Operating Revenues 
The $ 246 million increase in Operating revenues was driven primarily by: 

f $118 million increase as a result of higher retail generation revenue principally related to the timing of collections on Commercial Power's fuel and purchased power 
rider compared to the same period of 2006, 

$86 million increase in wholesale revenues from the Midwest gas-fired generation assets due primarily to higher generation volumes as a result of favorable weathei 
and higher tolling and capacity revenues in 2007 compared to 2006, 

. 
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$41 million increase in retail demand resulting from favorable weather in 2007 compared to 2006, 

* $37 million increase in regulated fuel revenue due to increased volume and implementation of new fuel clause rates in Kentucky, 

* $17 million increase resulting from temporary rate reductions in 2006 associated with the regulatory approval of the Cinergy merger with Duke Energy, and 

* 

Partially offset by: 

. 

$1 3 million increase due to new electric base rates implemented in the first quarter of 2007 for Duke Energy Kentucky, Inc 

$40 million decrease in revenues from sales of fuel, and 

* $39 million decrease in net mark-to-market revenues on non-qualifying power and capacity hedge contracts, consisting of $1 million of net mark-to-market gains in 
2007 compared to net mark-to-market gains of $40 million in 2006. 

Operating Expenses 
The $85 million increase in Operating expenses was driven primarily by: 

* $82 million increase in fuel and operating expenses for the Midwest gas-fired generation assets primarily due to increased generation volumes in 2007 as 
compared to 2006, 

$38 million increase in retail generation fuel and purchased power expense resulting primarily from the increase in sales volumes compared to the same period of 
2006, 

* 

$15 million increase in maintenance expenses due to more generation plant outages in 2007 versus 2006, 

- $10 million increase in property and other taxes mainly driven by increased property taxes due to capital additions and increased revenue taxes due to increased 
revenues, 

$10 million increase in regulatory amortization, and - 
$5 million increase in depreciation primarily due to new assets placed in service. 

Partially offset by: 

* $48 million decrease in net mark-to-market expenses on non-qualifying fuel hedge contracts as a result of $25 million of net mark-to-market gains in 2007 as compared 
to net mark-to-market losses of $23 million in 2006, and 

. $39 million decrease in expenses from sales of fuel 

(Losses) Gains on Sales of OtherAssets and Other, net 
The improvement in (Losses) gains on sales of other assets and other, net is primarily attributable to losses in 2006 of approximately $14 million related to sales of 

emission allowances as compared to negligible sales in the comparable period of 2007 

Operating lncome 
The increase in Operating income resulted primarily from favorable weather conditions, timing of collection of non-regulated riders, elimination of merger rate credits, new 

electric rates for Duke Energy Kentucky and improved results from the Midwest gas-fired generation assets These increases were partially offset by increased operating 
expenses. 

Income Tax Expense from Continuing Operations 

lncome (Loss) From Discontinued Operations, Net of Tax 

The $65 million increase in Income tax expense from continuing operations was due primarily to an increase In pre-tax income. 

The Income (Loss) from discontinued operations, net of tax for 2006 is primarily related to the marketing and trading operations, which were classified as discontinued 
operations in connection with the June 2006 announcement to sell certain of Duke Energy Ohio's contracts to Fortis Bank S A  /N V., a Benelux-based financial services group 
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RESULTS OF OPERATIONS 

Results of Operatlons and Variances 

Summary of Results (in mllllons) 

(a) 

Net Income 

following factors: 

See Note 1 to the Consolidated Financial Statements, "Basis of Presentation" for additional information on Predecessor and Successor reporting 

The 68 percent decrease in Duke Energy Ohio's Net income for the three months ended March 31, 2007 compared to the same period in 2006 was primarily due to the 

Operating Revenues 
The $47 million decrease in Operating revenues was driven primarily by: 

* $88 million as a result of mark-to-market losses on non-qualifying power hedge contracts in 2007 of $45 million versus gains of $43 million in 2006, and 

* 

Partially offset by: 

$28 million as a result of decreased volumes of physical coal sales due to expiration of contracts and the increased use of financial products to manage fuel costs 
which are reported net in operating expenses. 

Approximately $40 million increase in generation revenues due to Duke Energy's contribution of its five Midwest generating plants in the second quarter of 2006, 

* $24 million increase resulting from favorable weather in 2007 compared to 2006, 

- $7 million increase due to new electric base rates implemented in the first quarter of 2007 for Duke Energy Kentucky, and 

$4 million resulting from temporary rate reductions in 2006 associated with the regulatory approval of the Cinergy merger with Duke Energy. 

Operaling Expenses 
The $50 million increase in Operating expenses was driven primarily by: 

$55 million increase in operating expenses due to Duke Energy's contribution of its five Midwest generating plants in the second quarter of 2006, 

* $30 million higher fuel and emission allowance consumption expense due to recognizing coal and emission allowances at fair value as of April 1 ,  2006 in conjunction 
with the Cinergy merger with Duke Energy, 

$7 million increase in line maintenance expense as a result of ice storms in February 2007, and - 
* $7 million of incremental amortization expense resulting from recognizing the unregulated generation facilities at fair value as of April 1, 2006 in conjunction with the 

Cinergy merger with Duke Energy. 
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Partially offset by: 

PART I 

$35 million related to $19 million of mark-to-market gains on non-qualifying fuel hedge contracts in 2007 versus losses of $16 million in 2006, and 

* $12 million related to 2006 costs for incentive and retention payments incurred as a result of the Duke Energy merger. 

posses) Gains on Sales of OtherAssets and Other, net 

2006. The losses in 2007 were a result of recording emission allowances at fair value as of April 1,  2006 as part of purchase accounting for the Cinergy merger with Duke 
Energy and decreases in market prices at the time of sale. 

The decrease in (Losses) gains on sales of other assets and other, net is due to losses on emission allowance sales in 2007 of $1 1 million versus gains of $26 million in 

Income Tax Expense from Continuing Operations 
The $45 million decrease in Income tax expense from continuing operations was due primarily to a $126 million decrease in pretax income 
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Item 4. Controls and Procedures. 

Disclosure Controls and Procedures 

reports it files or submits under the Securities Exchange Act of 1934 (Exchange Act) is recorded, processed, summarized, and reported, within the time periods specified by the 
Securities and Exchange Commission's (SEC) rules and forms. 

disclosed by Duke Energy Ohio in the reports it files or submits under the Exchange Act is accumulated and communicated to management, including the Chief Executive 
Officer and Chief Financial Officer, as appropriate, to allow timely decisions regarding required disclosure. 

effectiveness of its disclosure controls and procedures (as such term is defined in Rule 13a-I5(e) and 15d-I5(e) under the Exchange Act) as of September 30,2007, and, 
based upon this evaluation, the Chief Executive Officer and Chief Financial Officer have concluded that these controls and procedures are effective in providing reasonable 
assurance of compliance. 

Changes In Internal Control over Financlal Reporting 

changes in internal control over financial reporting (as such term is defined in Rules 13a-l5(f) and 15d-I5(f) under the Exchange Act) that occurred during the fiscal quartet 
ended September 30, 2007 and found no change that has materially affected, or is reasonably likely to materially affect, internal control over financial reporting. 

Disclosure controls and procedures are controis and other procedures that are designed to ensure that information required to be disclosed by Duke Energy Ohio in the 

Disclosure controls and procedures include, without limitation, controls and procedures designed to provide reasonable assurance that information required to be 

Under the supervision and with the participation of management, including the Chief Executive Officer and Chief Financial Officer, Duke Energy Ohio has evaluated the 

Under the supervision and with the participation of management8 including the Chief Executive Officer and Chief Financial Officer, Duke Energy Ohio has evaluated 
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Item 1. Legal Proceedings 

Consolidated Financial Statements, "Regulatory Matters" and Note 13 to the Consolidated Financial Statements, "Commitments and Contingencies" 
For information regarding legal proceedings that became reportable events or in which there were material developments in the third quarter of 2007, see Note 12 to the 

Item I A .  Risk Factors 

Ohio's Annual Report on Form 10-K for the year ended December 31, 2006, which could materially affect Duke Energy Ohio's financial condition or future results. Additional 
risks and uncertainties not currently known to Duke Energy Ohio or that Duke Energy Ohio currently deems to be immaterial also may adversely affect Duke Energy Ohio's 
financial condition andlor results of operations. 

In addition to the other information set forth in this report, careful consideration should be given to the factors discussed in Part I, "Item 1A. Risk Factors" in Duke Energy 
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item 6. Exhibits 

(a) Exhibits 
Exhibits filed or furnished herewith are designated by an asterisk ('). 

'31.2 

'32.1 

'32.2 

Certification of the Chief Financial Officer Pursuant to Section 302 of the Sarbanes-Oxiey Act of 2002 

Certification Pursuant to 18 1J.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxiey Act of 2002. 

Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002. 

The total amount of securities of the registrant or its subsidiaries authorized under any instrument with respect to long-term debt not filed as an exhibit does not exceed 
10% of the total assets of the registrant and its subsidiaries on a consolidated basis. The registrant agrees, upon request of the Securities and Exchange Commission, to 
furnish copies of any or all of such instruments to it. 
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SIGNATURES 

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned 
thereunto duly authorized. 

Dale: November 14,2007 

DUKE ENERGY OHIO, INC. 

Is1 DAVID L. HALJSER 

Dale: November 14, 2007 
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David L. Hauser 
Group Executive and 
Chief Financial QKlcer 

Is1 STEVEN K. YOIJNG 

Steven K. Young 
Senior Vice President and 

Controller 
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EXHIBIT 31.1 

CERTIFICATION OF THE CHIEF EXECUTIVE OFFICER 
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002 

I( James E. Rogers, certify that: 

1) I have reviewed this quarterly report on Form 10-0 of Duke Energy Ohio, Inc.: 

2) Eased on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in 
light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report; 

Eased on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition, 
results of operations and cash flows of the registrant as of, and for, the periods presented in this report; 

The registrant's other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 
13a-I5(e) and 15d-l5(e)) for the registrant and have: 

a) 

3) 

4) 

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that 
material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the 
period in which this report is being prepared; 

Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the 
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and 

Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most recent fiscal quarter (the 
registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant's internal 
control over financial reporting; and 

b) 

c) 

5) The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant's auditors 
and the audit committee of the registrant's board of directors (or persons performing the equivalent functions): 

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely 
affect the registrant's ability to record, process, summarize and report financial information; and 

Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal control over financial 
reporting 

b) 

Date: November 14, 2007 

lsl JAMES E. ROGERS 
James E. Rogers 

Chief Executive Officer 

Source: Duke Energy Ohio, In, 10-Q, November 14, 2007 



EXHIBIT 31.2 

CERTIFICATION OF THE CHIEF FINANCIAL OFFICER 
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002 

I, David L. Hauser, certify that: 

1) I have reviewed this quarterly report on Form io-Q of Duke Energy Ohio. Inc.; 

2) Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in 
light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report; 

Based on my knowledge, the financial statements, and other financial informalion included in this report, fairly present in all material respects the financial condition, 
results of operations and cash flows of the registrant as of. and for, the periods presented in this report; 

The registrant's other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 
13a-15(e) and i5d-I5(e)) for the registrant and have: 

a) 

3) 

4) 

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that 
material information relating to the registrant, including its consolidated subsidiaries. is made known to us by others within those entities, particularly during the 
period in which this report is being prepared; 

Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the 
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and 

Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most recent fiscal quarter (the 
registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant's internal 
control over financial reporting; and 

b) 

c) 

5) The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant's auditors 
and the audit committee of the registrant's board of directors (or persons performing the equivalent functions): 

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely 
affect the registrant's ability to record, process, summarize and report financial information; and 

Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal control over financial 
reporting. 

b) 

Date: November 14,2007 

-- Is/ DAVID L. HAUSER 
David L. Hauser 

Group Executive and 
Chief Financial Officer 

Source: Duke Energy Ohio, In, 1042, November 14,2007 



EXHIBIT 32.1 

CERTIFICATION PURSUANT TO 
18 U.S.C. SECTION 1350, 

AS ADOPTED PURSUANT TO 
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

In connection with the Quarterly Report of Duke Energy Ohio, Inc. ("Duke Energy Ohio") on Form 10-Q for the period ending September 30, 2007 as filed with the 
Securities and Exchange Commission on the date hereof (the "Report"), I ,  James E. Rogers, Chief Executive Officer of Duke Energy Ohio, certify, pursuant to 18 U S C section 
1350, as adopted pursuant to section 906 of the Sarbanes-Oxley Act of 2002, that: 

(1) 

(2) 

The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and 

The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of Duke Energy Ohio. 

IS/ JAMES E. ROGERS 
James E. Rogers 

Chief Executive Officer 
November 14, 2007 

Source: Duke Energy Ohio, In, 1042, November 14, 2007 



EXHIBIT 32.2 

CERTIFICATION PURSUANT TO 
18 U.S.C. SECTION 1350, 

AS ADOPTED PURSUANT TO 
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

In connection with the Quarterly Report of Duke Energy Ohio, Inc. ("Duke Energy Ohio") on Form 10-Q for the period ending September 30, 2007 as filed with the 
Securities and Exchange Commission on the date hereof (the "Report"), I, David L. Hauser, Group Executive and Chief Financial Officer of Duke Energy Ohio, certify, pursuant 
to 18 U S.C. section 1350, as adopted pursuant to section 906 of the Sarbanes-Oxley Act of 2002, that: 

( 1 )  

(2) 

The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and 

The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of Duke Energy Ohio 

Is/ DAVID L. HAUSER 
David L. Hauser 

Group Executive and Chief Financial Officer 
November 14.2007 

Created by 10KWizard www. 10KWizard.com 
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UNITED STATES SECURITIES AND EXCHANGE COMMISSION 

WASHINGTON, D.C. 20549 

FORM 10-Q 
(Mark One) 

El QUARTERLY REPORT PURSUANTTO SECTiON 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934 
For the quarterly period ended June 30, 2007 or 

0 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934 
For the transition period from to 

Commission file number 1-1232 

DUKE ENERGY OHIO, INC. 
(Exact Name of Registrant as Specified In its Charter) 

Ohio 
(State or Other Jurisdiction of Incorporation) 

139 East Fourth Street 
Cincinnati, OH 

(Address of Principal Executive Offices) 

31-0240030 
(IRS Employer Identification No.) 

45202 
(Zip code) 

704-594-6200 
(Registrant's telephone number, including area code) 

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934 during the preceding 12 
months (or for such shorter period that the registrants were required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. YesM N o 0  

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer (as defined in Rule 12b-2 of the Securities Exchange 
Act of 1934) 
Large accelerated fi ler0 Accelerated filer0 Non-accelerated filerEl 

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Securities Exchange Act of 1934) 
Yes0 Nom 

All of the registrant's common stock is indirectly owned by Duke Energy Corporation (File No 1-32853) which is a reporting company under the Securities Exchange Act of 
1934, as amended. 

The registrant meets the conditions set forth in General Instructions H(l)(a) and (b) of Form I O - Q  and is therefore filing this form with the reduced disclosure format specified in 
General instructions H(2) of Form IO-Q. 

Source: Duke Energy Ohio, in, 10-Q, August 14, 2007 
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This document includes forward-looking statements within the meaning of Section 27Aof the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 
1934. Forward-looking statements are based on management's beliefs and assumptions. These forward-looking statements are identified by terms and phrases such as 
"anticipate," "believe," "intend," "estimate." "expect," "continue," "should," "could," "may," "plan." "project," "predict," 'Will." "potential," "forecast," and similar expressions. 
Forward-looking statements involve risks and uncertainties that may cause actual results to be materially different from the results predicted. Factors that could cause actual 
results to differ materially from those indicated in any forward-looking statement include, but are not limited to: 

State and federal legislative and regulatory initiatives, including costs of compliance with existing and future environmental requirements; 

* State and federal legislative and regulatory initiatives that affect cost and investment recovery, have an impact on rate structures, and affect the speed at and degree 
to which competition enters the electric and natural gas industries; 

Costs and effects of legal and administrative proceedings, settlements. investigations and claims: * 

Industrial. commercial and residential growth in Duke Energy Ohio. Inc.'s (Duke Energy Ohio) service territories; 

* Additional competition in electric markets and continued industry consolidation; 

* The influence of weather and other natural phenomena on Duke Energy Ohio operations, including the economic, operational and other effects of tornados and other 
natural phenomena; 

The timing and extent of changes in commodity prices and interest rates; . 
Unscheduled generation outages, unusual maintenance or repairs and electric transmission system constraints; 

. The performance of electric generation facilities; 

. The results of financing efforts, including Duke Energy Ohio's ability to obtain financing on favorable terms, which can be affected by various factors, including Duke 
Energy Ohio's credit ratings and general economic conditions; 

Declines in the market prices of equity securities and resultant cash funding requirements of Duke Energy Ohio for Cinergy's defined benefit pension plans; - 
* The level of credit worthiness of counterparties to Duke Energy Ohio's transactions; 

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

- Growth in opportunities for Duke Energy Ohio's business units, including the timing and success of efforts to develop domestic power and other projects; 

Source: Duke Energy Ohio, In, 10-Q, August 14, 2007 



The extent of success in connecting and expanding electric markets; and 

* 

In light of these risks, uncertainties and assumptions, the events described in the forward-looking statements might not occur or might occur to a different extent or at a 
The effect of accounting pronouncements issued periodically by accounting standard-setting bodies. 

different time than Duke Energy Ohio has described. Duke Energy Ohio undertakes no obligation to publicly update or revise any forward-looking statements, whether as a 
result of new information, future events or otherwise. 

Source: Duke Energy Ohio, In, 1 0 4 ,  August 14, 2007 
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DUKE ENERGY OHIO, INC. 
CONSOLIDATED STATEMENTS OF COMMON STOCKHOLDER'S EQUITY AND COMPREHENSIVE INCOME (LOSS) 

(Unaudited) 
(In millions) 

Accumulated Other Comprehensive 
Income (Loss) 

Net Gains Minimum Total 
Additional (Losses) on Pension SFAS No. Common 

Common Paid-in Retained Cash Flow Liability 158 Stockholder's 
Stock Capital Earnlngs Hedges AdJ u s t m e n t Adjustment Equity-. __--___--- 

b c c e s s o r  _ 1 ~ 1 ~ _ . 1 _ . _ ~ 1 ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ . ~ ~ ~ ~ _ ~ ~ ~ _ 1 _ _ . l _ _ _ _ . ~ ~ ~ ~ ~ ~ . _ _ _ _ _ _ _ I _ . _  1 J 
l i s 1  2$1 p I 6,38q ] 361) I I I 3'1 D 1 ( 

L_ 81 1 I C a s h ~ o ~ ~ ~ g e ~ e ! - o ~ a x e f f e c t c r t l $ ~ s P I _ L  t J $..-I ....- J..A.mXl....- t I 8; I A-L-l--A--AA ___ - 

Six Months Ended June 30,2007 
palance at  December 31,2006 7621 iB 15,60111 b 1 55/ 1 b- 1 ( - 86 - - - 86 Net income - 

___ 1 9 q  1 r i I I 7 I _ _ m q r r r  I I  I 1 - r r  1 I I I I 7 n I 29 
I 1  I 1 4 1  .AIIII-'I- a1 1 Push-down accounting adjustments _I Xq-1 1 ( 8il I 7-%- I 

- 
j Total comprehensive income 

- Capital contribution from parent - 
Adoption of SFAS No. 158 - measurement 

date provision - - (3) - - (2) (5) 
I I  I - I I  I I (1350 I 1 Common stock dividends __ (4611 I I (88)l I 1 4 1  I l i l  I I - i l l  

Balance at  June 30,2007 $ 762 $ 5,576 $ 49 $ (28) $ .__ $ (4) $ 6,355 , 
I I  I I I  I I l l  I I I /  I I 1  I I I l l  I I l l  I I /  

- - I 1 - Other 
palance at  June 30,2006 l b l  7621 6 6,57611 6 I ( 791 b 1 ( 39) 1 I 1 4 I I l i l  w I 6,293 J 

(a) 

(b) 

Includes $39 (net of tax benefit of $24) related to deferred losses on terminated cash flow hedges included in Accumulated Other Comprehensive Loss 

Difference in equity balances at March 31, 2006 and April 1, 2006 is due to the application of push-down accounting reflecting Duke Energy's merger with Cinergy (see 
Notes 1 and 2 to the Consolidated Financial Statements). 

See Notes to Unaudited Consolidated Financial Statements 

7 

Source: Duke Energy Ohio, In, 1042, August 14, 2007 



Table of Contents 
PART I 

DUKE ENERGY OHIO, INC. 
Notes To Consolidated Financial Statements 
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I. Basis of Presentation 
Nature of Operations and Basis of Consolidation. Duke Energy Ohio, Inc. (Duke Energy Ohio), an Ohio corporation organized in 1837, is a wholly-owned subsidiary of 

Cinergy Corp. (Cinergy). Duke Energy Ohio is a combination electric and gas public utility company that provides service in the southwestem portion of Ohio and through Duke 
Energy Kentucky, Inc. (Duke Energy Kentucky) in nearby areas of Kentucky. Duke Energy Ohio's principal lines of business include generation, transmission and distribution of 
electricity, the sale of and/or transportation of natural gas, and energy marketing. Duke Energy Ohio's principal subsidiary is Duke Energy Kentucky, a Kentucky corporation 
organized in 1901, Duke Energy Kentucky's principal lines of business include generation, transmission and distribution of eiectricity as well as the sale of andior transportation 
of natural gas. References herein to Duke Energy Ohio includes Duke Energy Ohio and its subsidiaries. in October 2006, Cinergy and Duke Energy Ohio compieted the sale of 
Duke Energy Ohio's trading contracts to Fortis Bank S.A./N V. (Fortis), a Benelux-based financial services group. See Note 9 for additional information. 

On April 3, 2006, Duke Energy Corporation (Old Duke Energy) and Cinergy merged into wholly-owned subsidiaries of Duke Energy Holding Corp. (Duke Energy HC), 
resulting in Duke Energy HC becoming the parent entity. In connection with the closing of the merger transactions, Duke Energy HC changed its name to Duke Energy 
Corporation (New Duke Energy or Duke Energy) and Old Duke Energy converted into a limited liability company named Duke Power Company LLC (subsequently renamed 
Duke Energy Carolinas, LLC effective October 1, 2006). As a result of the merger transactions, each outstanding share of Cinergy common stock was converted into 1.56 
shares of common stock of New Duke Energy, which resulted in the issuance of approximately 313 million shares of Duke Energy common stock See Note 2 for additional 
information regarding the merger, Both Old Duke Energy and New Duke Energy are referred to as Duke Energy herein. 

to allocate tax expenses and benefits to the subsidiaries whose investments or results of operations provide these tax expenses and benefits The accounting for income taxes 
essentially represents the income taxes that Duke Energy Ohio would incur if Duke Energy Ohio were a separate company filing its own tax return as a C-Corporation. The 
current tax sharing agreement Duke Energy Ohio has with Duke Energy is substantially the same as the tax sharing agreement between Duke Energy Ohio and Cinergy prior to 
the merger 

These Consolidated Financial Statements include, after eliminating intercompany transactions and balances, the accounts of Duke Energy Ohio and all majority-owned 
subsidiaries where Duke Energy Ohio has control. 

Predecessor and Successor Reporting. In connection with the Duke Energy merger, Duke Energy acquired all of the outstanding common stock of Cinergy The merger 
has been accounted for under the purchase method of accounting with Duke Energy treated as the acquirer for accounting purposes. As a result, the assets and liabilities of 
Cinergy were recorded at their respective fair values as of the merger consummation date Purchase accounting impacts, including goodwill recognition, have been "pushed 
down" to Duke Energy Ohio, resulting in the assets and liabilities of Duke Energy Ohio being recorded at their respective fair values as of April 3, 2006 (see Note 2). Except for 
an adjustment related to pension and other postretirement benefit obligations, as mandated by Statement of Financial Accounting Standards (SFAS) No 87, "Employers' 
Accounting for Pensions," and SFAS No 106, "Employers' Accounting for Postretirement Benefits Other Than Pensions," the accompanying consolidated financial statements 
do not reflect any adjustments related to Duke Energy Ohio's regulated operations that are accounted for pursuant to SFAS No. 7 1 ,  "Accounting for the Effects of Certain Types 
of Regulation" (SFAS No 71), which are comprised of Duke Energy Ohio's regulated transmission and distribution and Duke Energy Kentucky Under the rate setting and 
recovery provisions currently in place for these regulated operations which provide revenues derived from cost, the fair values of the individual tangible and intangible assets 
and liabilities are considered to approximate their carrying values 

Duke Energy Ohio's Consolidated Statements of Operations subsequent to the merger include amortization expense relating to purchase accounting adjustments and 
depreciation of fixed assets based upon their fair values. Therefore, the Duke Energy Ohio financial data prior to the merger will not generally be comparable to its financial data 
subsequent to the merger. See Note 2 for additional information 

Due to the impact of push-down accounting, the financial statements and certain note presentations separate Duke Energy Ohio's presentations into two distinct periods, 
the period before the consummation of the merger (labeled "Predecessor") and the period after that date (labeled "Successor"), to indicate the application of different basis of 
accounting between the periods presented. 

These Consolidated Financial Statements reflect ail normal recurring adjustments that are, in the opinion of management, necessary to fairly present Duke Energy Ohio's 
financial position and results of operations Amounts reported in the interim Consolidated Statements 

As a result of Duke Energy's merger with Cinergy. Duke Energy Ohio entered into a tax sharing agreement with Duke Energy, where the separate return method is used 
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DUKE ENERGY OHIO, INC. 
Notes To Consolidated Financial Statements-(Continued) 

(Unaudited) 

of Operations are not necessarily indicative of amounts expected for the respective annual periods due to the effects of seasonal temperature variations on energy 
consumption, the timing of maintenance on electric generating units, changes in mark-to-market (MTM) valuations, changing commodity prices, and other factors. These 
Consolidated Financial Statements and other information included in this quarterly report should be read in conjunction with the Consolidated Financial Statements and Notes in 
Duke Energy Ohio's Form 10-K for the year ended December 31, 2006. 

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

Reclasslflcatlons. The financial statements for periods prior to the merger have been reclassified to conform with Duke Energy's format. Certain other prior period 
amounts have been reclassified to conform to the presentation for the current period. 

Other Regulatory Assets and Deferred Debits. The state of Ohio passed comprehensive electric deregulation legislation in 1999, and in 2000. the Public Utilities 
Commission of Ohio (PUCO) approved a stipulation agreement relating to Duke Energy Ohio's transition plan creating a Regulatory Transition Charge (RTC) designed to 
recover Duke Energy Ohio's generation-related regulatory assets and transition costs over a ten-year period beginning January 1 ~ 2001 and ending December 201 0 
Accordingly, application of SFAS No. 71 was discontinued for the generation portion of Duke Energy Ohio's business. Duke Energy Ohio has a RTC related regulatory asset 
balance of approximately $288 million and $331 million as of June 30, 2007 and December 31, 2006, respectively, which is classified in Other Regulatory Assets and Deferred 
Debits on the Consolidated Balance Sheets. 

2. Duke EnergylCinergy Merger 

Predecessor and Successor reporting). For accounting purposes, the effective date of the merger was April 1.2006. The merger combined the Duke Energy and Cinergy 
regulated franchises as well as deregulated generation in the Midwestern United States (Midwest). 

liabilities of Duke Energy Ohio being recorded at their respective fair values as of April 3, 2006. The following unaudited consolidated pro forma financial results for Duke 
Energy Ohio are presented as if the merger with Duke Energy had occurred at the beginning of the period presented: 

Unaudlted Consolldated Pro Forma Results (Predecessor) 

On April 3,2006, the merger between Duke Energy and Cinergy was consummated (see Note 1 for additional information on the merger, purchase accounting and 

As discussed in Note 1 above, purchase accounting impacts, including goodwill recognition, have been "pushed down" to Duke Energy Ohio, resuling in the assets and 

Three Months 
Ended 

March 31, 
2006 

lin mllllons 

!!LEE! fro! c~!u_ins.ePera!i~s__ - -- . __ .... -. .. ____ .. __ ._ .. -. - . .- __  . - $ 88 
.- .. -\ e!E@.in_s L e E E E  -. .. . -. ~. .__ .- _. - . _ . I - l I T : - ~ E - 7 _ -  32% 

,@h~r~.- .  .__.I ...---I -. - ~ . _ _ _ _ ~  J . _ _ . ~ ~ ~ ~ - ~ . . . ~ - ~ ~ ~ l l ~ . ~ . ~ ~  

~ ~ _ _ _ _ ~  

These pro forma results do not include any significant transactions completed by Duke Energy Ohio other than the impact of Cinergy's merger with Duke Energy. 
Prior to consummation of the merger, certain regulatory approvals were received from the state utility commissions and the Federal Energy Regulatory Commission 

(FERC). See Note 12 for a discussion of the regulatory impacts of the merger 

3. Transfer of Generating Assets and Dispositions 

plants, representing a mix of combined cycle and peaking plants, with a combined capacity of 3,600 megawatts (MW). The transaction was effective in April 2006 and was 
accounted for at Duke Energy's net book value for these 

Transfer of Certain Duke Energy Generating Assets to  Duke Energy Ohio. In April 2006, Duke Energy contributed to Duke Energy Ohio its ownership interest in five 
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assets. The entities holding these generating plants, which were indirect subsidiaries of Duke Energy, were first distributed to Duke Energy, which then contributed them to 
Cinergy which, in turn, contributed them to Duke Energy Ohio. In the final step, the entities were then merged into Duke Energy Ohio 

Energy Ohio had occurred at the beginning of the period presented: 

Unaudited Consolidated Pro Forma Results (Predecessor) 

The following unaudited consolidated pro forma financial results for Duke Energy Ohio are presented as if the contribution of the Duke Energy generating assets to Duke 

Three Months 
Ended 

March 31, 
2006 

(inmllllons) 

! E ! ? ! E r n C m ?  erations ____ __ ~- $ - -  - 106 
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These pro forma results do not include any significant transactions completed by Duke Energy Ohio other than the impact of the transfer of the ownership interest in the 
five plants as discussed above. As part of this transaction, Duke Energy agreed to reimburse Duke Energy Ohio, on a quarterly basis, through April 2016 in the event of certain 
cash shortfalls related to the performance of the five plants. Based on the assessment of the performance of the five plants during the first and second quarters of 2007, Duke 
Energy Ohio did not incur any qualifying shortfalls related to the performance of the five plants and thus no cash reimbursement was required from Duke Energy. During the 
second quarter of 2006, Duke Energy Ohio did incur qualifying shortfalls. which resulted in Duke Energy Ohio being reimbursed $1.9 million during the third quarter of 2006. 
Duke Energy Ohio accounts for any payments from or return of payments to Duke Energy in Common Stockholder's Equity as an adjustment to Additional paid-in capital. 

Dispositions. For the three months ended June 30, 2007, June 30, 2006 and March 31, 2006 the sale of emission allowances resulted in approximately $2 million, $63 
million and $105 million, respectively, in proceeds and net pre-tax gains (losses) of an immaterial amount, ($5) million and $26 million, respectively, recorded in (Losses) Gains 
on Sales of Other Assets and Other, net on the Consolidated Statements of Operations. For the six months ended June 30, 2007, the sale of emission allowances resulted in 
approximately $24 million in proceeds and net pre-tax losses of $11 million recorded in (Losses) Gains on Sales of OtherAssets and Other, net on the Consolidated 
Statements of Operations. These amounts primarily relate to Commercial Power's sales of emission allowances See Note 9 for dispositions related to discontinued operations 

4. Common and Preferred Stock 
Common Stock. Cinergy owns all of the common stock of Duke Energy Ohio. In April 2006, Duke Energy acquired 100 percent of Cinergy's outstanding stock for 1.56 

shares of Duke Energy common stock per outstanding share of Cinergy common stock This conversion resulted in the issuance of approximately 313 million shares of Duke 
Energy common stock. See Note 1 for additional information. 

In April 2006, Duke Energy Ohio filed a petition with the FERC for a declaratory ruling that its payment of dividends out of its paid-in capital account, using the balance 
transferred from the retained earnings account, resulting from purchase accounting arising from the Duke EnergylCinergy merger, would not violate section 305(a) of the 
Federal Power Act, which generally precludes the payment of dividends out of paid-in capital. Such a ruling was necessary because purchaselpush-down accounting reset 
retained earnings to zero as of April 3, 2006, thus potentially precluding Duke Energy Ohio from using pre-merger retained earnings to pay dividends. Without this approval, 
Duke Energy Ohio's ability to pay dividends would have been constrained to earnings since April 3, 2006. In May 2006, the FERC issued an order approving Duke Energy 
Ohio's petition. 

million notional amount 4.76% Cumulative Preferred Stock at a price of $108 per share and $101 per share, respectively, plus accrued and unpaid dividends. 

During the three months ended June 30, 2007 and March 31, 2006, Duke Energy Ohio paid dividends to its parent, Cinergy. of $135 million and $102 million, respectively. 
Preferred Stock. In March 2006, Duke Energy Ohio redeemed all outstanding shares of its $16.98 million notional amount 4% Cumulative Preferred Stock and its $3.5 
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5. Inventory 

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

Successor@) 

(a) 

6. Debt and Credit Facilities 
Duke Energy Ohio receives support for its short-term borrowing needs through its participation with Duke Energy and other Duke Energy subsidiaries in a money pool 

arrangement, which allows Duke Energy Ohio to better manage its cash and working capital requirements. Under this arrangement, those companies with short-term funds may 
provide short-term loans to affiliates participating under this arrangement. Prior to the merger, Duke Energy Ohio participated in a similar money pool arrangement with Cinergy 
and other Cinergy subsidiaries. As of June 30, 2007 and December 31, 2006, Duke Energy Ohio was in a payable position of $327 million and $274 million, respectively, 
classified within Notes payable and commercial paper in the accompanying Consolidated Balance Sheets. During the six months ended June 30, 2007, the $53 million change 
in the money pool is reflected as a cash inflow in Notes payable and commercial paper within Net cash (used in) provided by financing activities on the Consolidated 
Statements of Cash Flows. During the three months ended June 30, 2006, the $24 million change in the money pool is reflected as a cash outflow in Notes payable and 
commercial paper within Net cash (used in) provided by financing activities on the Consolidated Statements of Cash Flows During the three months ended March 31, 2006, the 
$50 million change in the money pool is reflected as a cash inflow in Notes payable and commercial paper within Net cash (used in) provided by financing activities on the 
Consolidated Statements of Cash Flows. 

In June 2007, Duke Energy closed on the syndication of an amended and restated credit facility, replacing the existing credit facilities totaling $2.65 billion with a 5-year, 
$2.65 billion master credit facility. Duke Energy Ohio (excluding Duke Energy Kentucky) has a borrowing sub limit of $500 million and Duke Energy Kentucky has a borrowing 
sub limit of $100 million under the master credit facility. Concurrent with the syndication of the master credit facility, Duke Energy established a new $1.5 billion commercial 
paper program at Duke Energy and terminated Cinergy's previously existing commercial paper program. 

Duke Energy, Duke Energy Ohio and Duke Energy Kentucky to not exceed 65%. Duke Energy Ohio's debt agreements also contain various financial and other covenants. 
Failure to meet these covenants beyond applicable grace periods could result in accelerated due dates andlor termination of the agreements. As of June 30, 2007, Duke 
Energy and Duke Energy Ohio were in compliance with these covenants. In addition, some credit agreements may allow for acceleration of payments or termination of the 
agreements due to nonpayment? or the acceleration of other significant indebtedness of the borrower or some of its subsidiaries. None of the debt or credit agreements contain 
material adverse change clauses. 

As of June 30, 2007 and December 31, 2006, approximately $96 million of certain pollution control bonds, which are short-term obligations by nature, are classified as 
Long-term Debt on the Consolidated Balance Sheets due to Duke Energy Ohio's intent and ability to utilize such borrowings as long-term financing Duke Energy's credit 
facilities with non-cancelable terms in excess of one year as of the balance sheet date give Duke Energy Ohio the ability to refinance these short-term obligations on a 
long-term basis. 

7. Employee Benefit Obligations 

substantially all United States employees meeting certain minimum age and service requirements Funding for 

See Note 1 for additional information on Predecessor and Successor reporting 

The issuance of commercial paper, letters of credit and other borrowings reduces the amount available under the credit facility. 
Duke Energy's credit agreement contains various financial and other covenants, including, but not limited to, a covenant regarding the debt-to-total capitalization ratio at 

Duke Energy Ohio participates in pension and other postretirement benefit plans sponsored by Cinergy. Cinergy's qualified defined benefit pension plans cover 
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the qualified defined benefit pension plans is based on actuarially determined contributions, the maximum of which is generally the amount deductible for tax purposes and the 
minimum being that required by the Employee Retirement Income Security Act of 1974, as amended The pension plans' assets consist of investments in equity and debt 
securities. In addition, Cinergy sponsors non-qualified pension plans (plans that do not meet the criteria for certain tax benefits) that cover officers, certain other key employees, 
and non-employee directors. Cinergy also provides certain health care and life insurance benefits to retired employees and their eligible dependents. These benefits are subject 
to minimum age and service requirements. The health care benefits include medical coverage, dental coverage, and prescription drug coverage and are subject to certain 
limitations, such as deductibles and co-payments. 

During the six months ended June 30, 2007, Duke Energy made qualified pension benefit contributions of $350 million to the legacy Cinergy qualified pension benefit 
plans, of which, approximately $83 million represents contributions made by Duke Energy Ohio. There were no qualified pension benefit contributions for the three months 
ended June 30, 2006 or March 31, 2006. Duke Energy does not anticipate making any additional contributions to its legacy Cinergy qualified pension benefit plans during the 
remainder of 2007. 

Duke Energy Ohio's net periodic benefit costs as allocated by Cinergy were as follows: 

SuccessoP 

Three Months S i x  Months Three Months 
Ended Ended Ended 

June 30, June 30, June 30, 
2007 2007 2006 -- 

Predecessor@) 

Three Months 
Ended 

March 31, 
2006 

(a) See Note 1 for additional information on Predecessor and Successor reporting. 

(b) These amounts exclude approximately $3 million and $7 million for the three and six months ended June 30, 2007, respectively, and approximately $2 million for the three 
months ended June 30, 2006, of regulatory asset amortization resulting from purchase accounting. 

These amounts exclude approximately $ 1  million and $2 million for the three and six months ended June 30, 2007, respectively, and approximately $2 million for the three 
months ended June 30, 2006. of regulatory asset amortization resulting from purchase accounting. 

Upon consummation of the merger with Duke Energy, all defined benefit plan obligations were remeasured. Cinergy updated the assumptions used to determine their 

See Note 15 for a discussion of the effect of adoption of SFAS No 758, "Employer's Accounting for Defined Benefit Pension and Ofher Postretirement Plans, an 

(c) 

accrued benefit obligations and prospective net periodic benefit cost to be allocated to Duke Energy Ohio. 

amendment of Financial Accounting Sfandam's Board (FAX?) Sfafements No 87, 88, 106, and 132(R)" (SFAS No 758). Also, refer to Note 14 for a discussion of the amounts 
in the Consolidated Balance Sheets related to allocated accrued pension and other postretirement benefit obligations from Cinergy 

8. Goodwill and Intangibles 

billion The following table shows the components of goodwill at June 30, 2007 and December 31, 2006: 

Carrying Amount of Goodwill 

As discussed in Note 2, in April 2006. Duke Energy and Cinergy consummated the merger, which resulted in Duke Energy Ohio recording goodwill of approximately $2.3 

Successor@' 

Balance at 
December 31. 

Balance at 
June 30, 

(a) See Note 1 for additional information on Predecessor and Successor reporting 
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The carrying amount and accumulated amortization of intangible assets as of June 30, 2007 and December 31, 2006 are as follows: 

SuccessoP' 

Three Months Six Months 

- 
Three Months 

Ended Ended Ended 
June 30, June 30, June 30, 

2007 2007 2006 

Predecessor(a' 

Three Months 
Ended 

March 31, 
2006 

- 
//iccumulated amortization-gas, coal. and power contracts I 1 1(64/ - 1 ( 4 N  
Accumulated amortization-other (4) (3) 

(a) 

as follows: 

See Note 1 for additional information on Predecessor and Successor reporting 

Amortization expense recorded for the three months ended June 30,2006 and 2007, three months ended March 31,2006 and the six months ended June 30,2007 was 

successoP'  

Three Months SIX Months Three Months 
Ended Ended Ended 

June 30, June 30, June 30, 
2007 2007 2006 -_ 

(In mllllons) 
1.- ~ ..__________________-__ I E13-- .J-A I 25j-_i$___L-153-. 

Predecessor@) 

Three Months 
Ended 

March 31, 
2006 

(a) See Note 1 for additional information on Predecessor and Successor reporting 
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As of April 3, 2006, Duke Energy Ohio recorded an intangible liability in connection with the merger with Duke Energy amounting to approximately $1 13 million associated 
with the Market Based Standard Service Offer (MBSSO) in Ohio that will be recognized in earnings over the remaining regulatory period, which ends on December 31, 2008. 
Duke Energy Ohio also recorded approximately $56 million of intangible liabilities associated with other power sale contracts in connection with the merger with Duke Energy. 
The carrying amount of these liabilities as of June 30, 2007 and December 31, 2006 is as follows: 

Successor@' 

June 30, December 31, 
2007 2006 

-I- 

(in millions) 
2\nBSSD I p 189; P T 94 
Other power sale contracts 31 39 

(a) 

intangible liabilities. During the three months ended June 30, 2006, Duke Energy Ohio amortized approximately $4 million to income, related to these intangible liabilities. 
Intangible liabilities are classified as Other Deferred Credits and Other Liabilities on the Consolidated Balance Sheets. 

9. Discontinued Operations and Assets Held for Sale 

See Note 1 for additional information on Predecessor and Successor reporting 

During the three and six months ended June 30, 2007, Duke Energy Ohio amortized approximately $10 million and $14 million to income, respectively, related to these 

In June 2006, Cinergy agreed to sell its commercial marketing and trading businesses, including certain of Duke Energy Ohio's trading contracts, to Fortis, a 
Benelux-based financial services group In October 2006, the sale was completed. Results of operations for these trading contracts have been reflected in Loss from 
Discontinued Operations, net of tax in the accompanying Consolidated Statements of Operations. In October 2006, in connection with this transaction, Duke Energy Ohio 
entered into a series of Total Return Swaps (TRS) with Fortis, which are accounted for as mark to market derivatives. The TRS offsets the net fair value of the contracts being 
sold to Fortis The TRS will be cancelled for each underlying contract as each is transferred to Fortis. All economic and credit risk associated with the contracts has been 
transferred to Fortis as of the date of the sale through the TRS. As of June 30, 2007, approximately 98% of the contracts have been novated by Fortis. At June 30, 2007, 
contracts with a net fair value of approximately $12 million remain in Assets held for sale and represent contracts that have yet to be novated by Fortis 

The following table summarizes the results classified as Loss from Discontinued Operations, net of tax, in the accompanying Consolidated Statements of Operations. 

Successor@' 

Operating (Loss) Income 

Loss From 
Income Discontinued 

Operatlng Pre-tax Tax Operations, 
Revenues Loss Benefit Net of Tax 

(In millions) 

- - 

i-- Three ___--___-_ Months Ended June ~ _ _ - -  30,2006 - ~ - _ _  _ _  - 
Fommercla!Power- ~ ___ - ___ ___- - L Z Z E Z L T % Y B 1 ~ 1 ~ ~ 3 _  7 (TlC- '$3- _COY 

Predecessor@) 

Operating (Loss) Income 

Loss From 
Income Discontinued 

Operating Pre-tax Tax Operations, 
Revenues Loss Benefit Net of Tax 

(in millions) 

- - 

(a) See Note 1 for additional information on Predecessor and Successor reporting 
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The following table presents the carrying values of the major classes of assets and associated liabilities held for sale in the Consolidated Balance Sheets as of June 30, 
2007 and December 31,2006. 

Successor@' 

June 30, December 31, 
2007 2006 

r-q - 1 Current liabilities : 
Deferred credits and other liabilities - 18 

(a) See Note 1 for additional information on Predecessor and Successor reporting 

I O .  Business Segments 

reoularlv reviews financial information about each of these business units in decidino how to allocate resources and evaluate oerformance. Both of the business units are 
Duke Energy Ohio operates the following business units: Franchised Electric and Gas and Commercial Power. Duke Energy Ohio's chief operating decision maker 

c&sid&d reportable segments under SFAS No 131, 'Disclosures abouf SegmenG of an €nnterpnse and Relafed lnfomabon " There is no aggregation within Duke Energy 
Ohio's defined business segments 

The remainder of Duke Energy Ohio's operations are presented as "Other" While it is not considered a business segment, Other primarily includes certain allocated 
governance costs (see Note 14) 

Accounting policies for Duke Energy Ohio's segments are the same as those described in the Notes to the Consolidated Financial Statements in Duke Energy Ohio's 
Annual Report on Form 10-K for the year ended December 31 ~ 2006 Management evaluates segment performance based on earnings before interest and taxes from 
continuing operations (EBIT) 

On a segment basis, EBlT excludes discontinued operations and represents all profits from continuing operations (both operating and non-operating and excluding 
corporate governance costs) before deducting interest and taxes Cash, cash equivalents, and short-term investments are managed centrally by Cinergy and Duke Energy, so 
the interest and dividend income on those balances are excluded from the segments' EBlT 

Transactions between reportable segments are accounted for on the same basis as unaffiliated revenues and expenses in the accompanying Consolidated Financial 
Statements 
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Segment EBlTl 
Consolidated Income 

Operations Before 
from Continuing Depreciation 

and Unaffiliated Intersegment Total 
Revenues Revenues Income Taxes Amortization Revenues 

(in millions) 
p X E E E G 3 b l  I I l l  i I / I  I I I /  I I i r  I I I 
Three Months Ended June 30,2007 
Franchised Electric an= _I__. L.-.l_341)D--l_ -I1 >.-L341)LI IS_.- C %l--_._.E.--L.5111 
Commercial Power 422 - 422 67 41 
- .--.I l.763/l-.-I I 1171 1 j 3' I il I botal reportable segments 

E 1 .763L-.B l--.Al.-.-.. P-.J...L~3ll.____. E J ~ ---_!W 4 ~~~1 -A!! 

A 2 1  - u31- - - -1  - Other . . ~ - - ~ ~  
Interest Interest expense income and other ~. .- - - - I *lIEEI:-.*-e - - 

(a) Segment results exclude results of discontinued operations. 

(b) See Note 1 for additional information on Predecessor and Successor reporting 
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Segment assets in the following table exclude all intercompany assets 

Segment Assets 

Successor@’ 

June 30, December 31, 
2007 2006 

(in millions) 
F z h i s e d  Electric and Gas ~- -I ___ _. - m p- 
Commercial Power 6,064 6,349 

(a) 

11. Risk Management Instruments 

See Note 1 for additional information on Predecessor and Successor reporting. 

The following table shows the carrying value of Duke Energy Ohio’s derivative portfolio as of June 30, 2007, and December 31, 2006. 

Derivative Portfolio Carrying Value 

SuccessoP 

June 30, December 31, 
2007 2006 

in millions 
&d&i I I - rjoiL=IEsiTTi_I= 8 
Undesignated 

(a) See Note 1 for additional information on Predecessor and Successor reporting 

The amounts in the table above represent the combination of assets and (liabilities) for unrealized gains and losses on mark-to-market and hedging transactions on Duke 
Energy Ohio’s Consolidated Balance Sheets, excluding approximately $12 million of derivative assets and 512 million of derivative liabilities which were transferred to assets 
and liabilities held for sale, See Note 9 for additional information. 

The $8 million decrease in the undesignated derivative portfolio fair value is due primarily to unrealized mark-to-market iosses within Commercial Power, primarily as a 
result of higher power prices. This was partially offset by unrealized mark-to-market gains on coal derivatives within Commercial Power. 

Credit Risk. Included in Other Current Assets in the Consolidated Balance Sheets as of June 30, 2007 and December 31, 2006 are collateral assets of approximately 532 
million and $58 million, respectively, which represent cash collateral posted by Duke Energy Ohio with third parties. lnciuded in Other Current Liabilities in the Consolidated 
Balance Sheets as of June 30, 2007 and December 31, 2006 are collateral liabilities of approximately $4 million and $27 million, respectively, which represent cash collateral, 
posted by third parties to Duke Energy Ohio. This decrease in cash collateral posted by third parties to Duke Energy Ohio is primarily due the sale of the commercial marketing 
and trading business to Fortis in 2006. 

12. Regulatory Matters 
Regulatory MergerApprovals. As discussed in Note 1 and Note 2, on April 3, 2006, the merger between Duke Energy and Cinergy was consummated to create a newly 

formed company, Duke Energy Holding Gorp. (subsequently renamed Duke Energy Corporation). As a condition to the merger approval, the PUCO. and the Kentucky Public 
Service Commission (KPSC) required that certain merger related savings be shared with consumers in Ohio and Kentucky, respectively. The commissions also required Duke 
Energy Ohio and Duke Energy Kentucky to meet additional conditions Key elements of these conditions include: 

* The PUG0 required that Duke Energy Ohio provide (i) a rate reduction of approximately $15 million for one year to facilitate economic development in a time of 
increasing rates and market prices (ii) a reduction of approximately $21 million to its gas and 
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electric consumers in Ohio for one year, with both credits beginning January 1, 2006. As of March 3 1, 2007, Duke Energy Ohio had completed its merger related rate 
reductions and filed a report with the PUCO to terminate the merger credit riders. Approximately $2 million and $16 million of the rate reduction was passed through to 
customers during the six months ended June 30, 2007 and the three months ended June 30, 2006, respectively, 

The KPSC required that Duke Energy Kentucky provide $8 million in rate reductions to its customers over five years, ending when new rates are established in the 
next rate case after January 1, 2008. Approximately less than $1 million and $1 million of the rate reduction was passed through to customers during the three and six 
months ended June 30, 2007, respectively. During the three months ended June 30, 2006, $ 1  million was returned to customers on this rate credit. 

The FERC approved the merger without conditions 

* 

. 
Rate Related Information. The KPSC approves rates for retail electric and gas sales within the state of Kentucky. The PUCO approves rates and market prices for retail 

electric and gas sales within Ohio. The FERC approves rates for electric sales to wholesale customers served under cost-based rates. 
Duke Energy Ohio Electric Rate Filings. Duke Energy Ohio operates under a Rate Stabilization Plan (RSP), a MBSSO approved by the PUCO in November 2004. In 

March 2005, the Office of the Ohio Consumers' Counsel (OCC) appealed the PlJCQ's approval of the MBSSO to the Supreme Court of Ohio and the Court issued its decision 
in November 2006. I! upheld the MBSSO in virtually every respect but remanded to the PLJCO on two issues. The Court ordered the PUCO to support a certain portion of its 
order with reasoning and record evidence and to require Duke Energy Ohio to disclose certain confidential commercial agreements with other parties previously requested by 
the OCC. Duke Energy Ohio has complied with the disclosure order, Such confidential commercial agreements are relatively common in the jurisdiction and the PUCO has not 
allowed production of such agreements in past cases in which the PUCO was presented with a settlement agreement on the basis that they are irrelevant A hearing on remand 
has concluded and Duke Energy Ohio expects a Commission Order before the end of the year. 

On August 2, 2006, Duke Energy Ohio filed an application with the PlJCO to amend its MBSSO through 2010. The proposal provides for continued electric system 
reliabilitv. a simplified market price structure and clear price signals for customers, while helping to maintain a stable revenue stream for Duke Energy Ohio. The application is 
pendingand Duke Energy Ohio cannot predict the outcome ofthis proceeding. 

in environmental, tax and homeland security costs which are audited annually by the PUCO In April 2007 Duke Energy Ohio entered a settlement resolving all open issues 
identified in the 2006 audits and application to amend the 2007 AAC market price with some, but not all, of the parties. The PUCO held a hearing regarding the settlement. A 
PUCO decision is expected before the end of the year Duke Energy Ohio cannot predict an outcome of these cases; however, Duke Energy Ohio does not expect the 
agreement to have a material impact on its consolidated results of operations, cash flows or financial position. 

In July 2007, the PUCO approved Duke Energy Ohio's application to establish energy efficiency programs The programs consist of gas and electric programs for 
residential and commercial customers. Duke Energy Ohio will recover its investments in the energy efficiency programs, including shared savings and lost revenues, through a 
Demand Side Management Rider, With PUCO approval, Duke Energy Ohio may implement additional programs. Large non-residential customers may opt out of the program. 
Duke Energy Ohio's energy efficiency programs are expected to decrease the need for fuel while providing savings for both customers and the Company. 

Duke Energy Ohio Gas Rate Case. In July 2007, Duke Energy Ohio filed an application with the PUCO for an increase in its base rates for gas service Duke Energy Ohio 
seeks an increase of approximately $34 million in revenue, or approximately 5.7%, to be effective in the spring of 2008. The application also requests approval to continue 
tracker recovery costs associated with an accelerated gas main replacement program 

Duke Energy Kenfucky Electric Rate Case. In May 2006, Duke Energy Kentucky filed an application for an increase in its base electric rates of approximately $67 million in 
revenue, or approximately 28 percent, to be effective in January 2007 pursuant to the KPSC's 2003 Order approving the transfer of 1,100 MW of generating assets from Duke 
Energy Ohio to Duke Energy Kentucky In the fourth quarter of 2006, the KPSC approved the settlement agreement resolving all the issues raised in the proceeding. Among 
other things, the settlement agreement provided for a $49 million increase in Duke Energy Kentucky's base electric rates and reinstitution of the fuel cost recovery mechanism, 
which had been frozen since 2001. The settlement agreement also provided for Duke Energy Kentucky to obtain KPSC approval for a back-up power supply plan. In January 
2007, Duke Energy Kentucky filed a back-up power supply plan with the KPSC 

Duke Energy Ohio's MBSSO includes a fuel clause reserve capacity (System Reliability Tracker or SRT) and an Annually Adjusted Component (AAC) to recover changes 
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The plan provided for Duke Energy Kentucky to purchase back-up power through bilateral contracts for scheduled outages. Duke Energy Kentucky will recover these costs 
through base rates. The plan provided for Duke Energy Kentucky to purchase back-up power through the Midwest Independent System Operator. Inc. energy markets for 
unscheduled outages Duke Energy Kentucky will recover these costs through its fuel adjustment clause The KPSC issued an order in March 2007 approving Duke Energy 
Kentucky's back-up power supply plan 

associated with an accelerated gas main replacement program The approval authorized a tracking mechanism to recover certain costs including depreciation and a rate of 
return on the program's capital expenditures The Kentucky Attorney General appealed to the Franklin Circuit Court the KPSC's approval of the tracking mechanism as well as 
the KPSC's subsequent approval of annual rate adjustments under this tracking mechanism. In 2005, both Duke Energy Kentucky and the KPSC requested that the court 
dismiss these cases. At the present time, Duke Energy Kentucky cannot predict the timing or outcome of this litigation. 

In February 2005, Duke Energy Kentucky filed a gas base rate case with the KPSC requesting approval to continue the tracking mechanism and for a $14 million annual 
increase in base rates A portion of the increase is attributable to recovery of the current cost of the accelerated main replacement program in base rates. In December 2005, 
the KPSC approved an annual rate increase of $8 million and re-approved the tracking mechanism through 2011. In February 2006, the Kentucky Attorney General appealed 
the KPSC's order to the Franklin Circuit Court, claiming that the order improperly allows Duke Energy Kentucky to increase its rates for gas main replacement costs in between 
general rate cases, and also claiming that the order improperly allows Duke Energy Kentucky to earn a return on investment for the costs recovered under the tracking 
mechanism which permits Duke Energy Kentucky to recover its gas main replacement costs. 

In August 2007 the Franklin Circuit Court consolidated all the pending appeals and ruled that the KPSC lacks legal authority to approve the gas main replacement tracking 
mechanism, and the annual rate adjustments under the tracking mechanism. To date, Duke Energy Kentucky has collected approximately $9 million in annual rate adjustments 
under the tracking mechanism. Duke Energy Kentucky intends to appeal these cases to the Kentucky Court of Appeals. At this time, Duke Energy Kentucky cannot predict the 
outcome of this litigation. 

Other" In April 2005, the PUCO issued an order opening a statewide investigation into riser leaks in gas pipeline systems throughout Ohio. The investigation followed four 
explosions since 2000 caused by gas riser leaks, including an April 2000 explosion in Duke Energy Ohio's service area In November 2006, the PUCO Staff released an expert 
report, which concluded that certain types of risers are prone to leaks under various conditions, including over-tightening during initial installation The PUCO Staff 
recommended that natural gas companies continue to monitor the situation and study the cause of any further riser leaks to determine whether further remedial action is 
warranted. Duke Energy Ohio has approximately 87,000 of these risers on its distribution system. If the PlJCO orders natural gas companies to replace all of these risers, Duke 
Energy Ohio estimates a replacement cost of $35 million. As part of the rate case filed in July 2007, Duke Energy Ohio requested approval from the PUCO to accelerate its 
riser replacement program; however, at this time, Duke Energy Ohio cannot predict the outcome or the impact of the statewide Ohio investigation. 

FERC To h u e  Electric Reliability Standards. Consistent with reliability provisions of the Energy Policy Act of 2005, on July 20, 2006, FERC issued its Final Rule certifying 
the North American Electric Reliability Council (NERC) as the Electric Reliability Organization NERC has filed over 100 proposed reliability standards with FERC. On March 16, 
2007, FERC issued a final rule establishing mandatory, enforceable reliability standards for the nation's bulk power system In the final rule, FERC approved 83 of the 107 
mandatory reliability standards submitted by the NERC and compliance with these standards became mandatory on June 18, 2007. FERC will consider the remaining 24 
proposed standards for approval once the necessary criteria and procedures are submitted In the interim, compliance with these 24 standards is expected to continue on a 
voluntary basis as good utility practice. Duke Energy Ohio does not believe that the issuance of these standards will have a material impact on its consolidated results of 
operations, cash flows, or financial position 

13. Commitments and Contingencies 
Environmental 

These regulations can be changed from time to time, imposing new obligations on Duke Energy Ohio. 

Duke Energy Kentucky Gas Rate Cases. In 2002, the KPSC approved Duke Energy Kentucky's gas base rate case which included, among other things, recovery of costs 

Duke Energy Ohio is subject to federal, state and local regulations regarding air and water quality, hazardous and solid waste disposal and other environmental matters. 
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Remediation activities Like others in the energy industry, Duke Energy Ohio and its affiliates are responsible for environmental remediation at various contaminated sites. 
These include some properties that are part of ongoing Duke Energy Ohio operations, sites formerly owned or used by Duke Energy Ohio entities, and sites owned by third 
parties. Remediation typically involves management of contaminated soils and may involve groundwater remediation. Managed in conjunction with relevant federal, state and 
local agencies, activities vary with site conditions and locations, remedial requirements, complexity and sharing of responsibility If remediation activities involve statutory joint 
and several liability provisions, strict liability, or cost recovery or contribution actions, Duke Energy Ohio or its affiliates could potentially be held responsible for contamination 
caused by other parties. In some instances, Duke Energy Ohio may share liability associated with contamination with other potentially responsible parties, and may also benefit 
from insurance policies or contractual indemnities that cover some or all cleanup costs. All of these sites generally are managed in the normal course of business or amliate 
operations. Management believes that completion or resolution of these matters will have no material adverse effect on Duke Energy Ohio's consolidated results of operations, 
cash flows or financial position. 

Clean WaterAct The US. Environmental Protection Agency's (EPA's) final Clean Water Act Section 316(b) rule became effective July 9, 2004. The rule established 
aquatic protection requirements for existing facilities that withdraw 50 million gallons or more of water per day from rivers, streams, lakes, reservoirs. estuaries, oceans, or other 
U.S. waters for cooling purposes. Three of six coal-fired generating facilities in which Duke Energy Ohio is either a whole or partial owner are affected sources under that rule. 
On January 25, 2007, the 1J.S. Court of Appeals for the Second Circuit issued its opinion in Riverkeeper, Inc II €PA. Nos. 04-6692-ag(L) et al. (2d Cir. 2007) remanding most 
aspects of EPA's rule back to the agency The court effectively disallowed those portions of the rule most favorable to industry, and the decision creates a great deal of 
uncertainty regarding future requirements and their timing. Duke Energy Ohio is still unable to estimate costs to comply with the EPA's rule, although it is expected that costs 
will increase as a result of the court's decision. The magnitude of an such increase cannot be,estimated at this time. 

Clean Air Mercury Rule (CAMR) and Clean Air Interstate Rule [CAIR). The EPA finalized its CAMR and CAlR in Max 2005.,The CAMR limits total annual mercu 
emissions from coal-fired power plants across the United States through a two-phased cakand-trade program. Phase 1 egins in 2010 and Phase 2 be ins in 2018.t?Che CAlR 
limits total annual and summertime nitrogen oxides (NOx) emissions and annual sulfur diox!de SOz) emissions from electric,generating facilities acrossyhe Eastern United 
States through a two-phased cap-and-trade program. Phase 1 begins in 2009 for NOx and in 2b10 for SOz. Phase 2 begins in 2015 for both NOx and SO2 

Duke Energy Ohio currently estimates that it will spend approximately $325 million between 2007 and 2011 to comply with Phase 1 of CAMR and CAIR at plants that 
Duke Energy Ohio owns or partially owns but does not operate. Duke Energy Ohio currently estimates that it will not incur any significant costs for complying with Phase 2 of 
CAlR and is currently unable to estimate the cost of complying with Phase 2 of CAMR Duke Energy Ohio receives partial recovery of depreciation and financing costs related 
to environmental compliance projects for 2005-2008 through its rate stabilization plan (see Note 12) 

some point in the past and have found no imminent risk to the environment. At this time, Duke Energy Ohio cannot predict whether investigation andlor remediation will be 
required in the future at any of these sites. 

to extended environmental-related activities of approximately $8 million as of June 30, 2007 and December 31, 2006, respectively These accruals represent Duke Energy 
Ohio's provisions for costs associated with remediation activities at some of its current and former sites, as well as other relevant environmental contingent liabilities. 
Management believes that completion or resolution of these matters will have no material adverse effect on Duke Energy Ohio's consolidated results of operations, cash flows 
or financial position. 

Lltigation 
New Source Review (NSR In 1999 2000, the US.  Justice,Department. actin on behalf of the EPA filed a number of complaints and notices of violation against multiple 

utilities across the countn, for alleged violations of the NSR rovisions of the Cbaniir,Act (CAA). Generally, the government alleges that projects performed at various 
coal-fired units were ma or modifications as defined in the {AA and that the utilities violated the CAA when they undertook those projects without obtaining permits and 
installing the best available emission corbrols for SO2 NOx and'particulate matter The complaints seek 1 injunctive relief to require installation of pollution control technology 
on various allegedly violating generating units and, (2) unspecified civil penalties in amounts of up to $2+,5b'O'per day for each violation. 

Manufaclumd Gas Plant (MGPJ Sites Duke Energy Ohio has performed site assessments on certain of its sites where MGP activities are believed to have occurred at 

Extended Environmental Acfivities and Accruals Included in Other Deferred Credits and Other Liabilities on the Consolidated Balance Sheets were total accruals related 
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Two of Duke Energy Ohio's plants have been subject to these allegations. Duke Energy Ohio asserts that there were no CAA violations because the applicable regulations do 
not require permitting in cases where the projects undertaken are "routine" or otherwise do not result in a net increase in emissions. 

In November 1999, the United States brought a lawsuit in the United States Federal District Court for the Southern District of Indiana against Duke Energy Ohio alleging 
various violations of the CAA at Duke Energy Ohio's W C. Beckjord and Miami Fort Stations The lawsuit alleges that Duke Energy Ohio violated the CAA by not obtaining 
Prevention of Significant Deterioration, Non-Attainment NSR and Ohio's State Implementation Plan (SIP) permits for 8 projects undertaken at those plants Additionally, the suit 
claims that Duke Energy Ohio violated an Administrative Consent Order entered into in 1998 between the EPA and Cinergy relating to alleged violations of Ohio's SIP 
provisions governing particulate matter at Unit 1 at Duke Energy Ohio's W C. Beckjord Station Three northeast states and two environmental groups have intervened in the 
case. In June 2007, the trial court ruled, as a matter of law that 6 of the 8 projects undertaken at the Duke Energy Ohio plants do not qualify for the "routine" exception in the 
regulations. The court ruled further that the defendants had "fair notice" of EPA's interpretation of the applicable regulations. The defendants have filed motions for 
reconsideration of the trial court's rulings. Ajury trial has been set to commence on May 5, 2008 

In March 2000, the United States also filed suit in the United States District Court for the Southern District of Ohio an amended complaint in a separate lawsuit alleging 
violations of the CAA regarding various generating stations, including a generating station operated by Columbus Southem Power Company (CSP) and jointly-owned by CSP, 
The Dayton Power and Light Company (DP&L), and Duke Energy Ohio. This suit is being defended by CSP (the CSP case). A trial on liability issues was conducted in July 
2005 No decision on liability has been rendered; however, the Court has scheduled a trial on remedy issues to commence on October 9, 2007. Prior to the trial on liability, the 
court ruled that the plaintiffs cannot seek monetary damages for alleged violations that occurred prior to November 3, 1994; however, they are entitled to seek injunctive relief 
for such alleged violations. 

In addition, Duke Energy Ohio has been informed by DP&L that in June 2000, the EPA issued a Notice of Violation (NOV) to DP&L for alleged violations of CAA 
requirements at a station operated by DP&L and jointly-owned by DP&L. CSP, and Duke Energy Ohio. The NOV indicated the EPA may ( 1 )  issue an order requiring compliance 
with the requirements of the Ohio SIP, or (2) bring a civil action seeking injunctive relief and civil penalties of up to $27,500 per day for each violation. In September 2004, 
Marilyn Wall and the Sierra Club brought a lawsuit against Duke Energy Ohio, DP&L and CSP for alleged violations of the CAA at this same generating station This case is 
currently in discovery in front of the same judge who has the CSP case. 

I! is not possible to predict with certainty whether Duke Energy Ohio will incur any liability or to estimate the damages, if any, that Duke Energy Ohio might incur in 
connection with these matters 

Section /26 Petitions In March 2004, the state of North Carolina filed a petition under Section 126 of the CAA in which it alleges that sources in 13 upwind states, 
including Ohio, significantly contribute to North Carolina's non-attainment with certain ambient air quality standards. In August 2005, the EPA issued a proposed response to the 
petition. The EPA proposed to deny the ozone portion of the petition based upon a lack of contribution to air quality by the named states. The EPA also proposed to deny the 
particulate matter portion of the petition based upon the CAIR Federal Implementation Plan (FIP), that would address the air quality concerns from neighboring states. On 
April 28, 2006, the, EPA denied North Carolina's petition based upon the final CAIR FIP described above North Carolina has filed a legal challenge to the EPA's denial. 

Carbon Dioxide Lib afion In July 2004 the states of Connecticut New York California Iowa New Jersey Rhode Island Vermont Wisconsin and the City of.New York 
brought a lawsuit in the 8nited.States Distridt Court for the Southern District of Ndw York a g h s t  Cinergy Amedcan Electric Pbwer Com any Inc. bmerican Electric Power 
Service Corporation The Southern Company Tennessee Valley Authorit and Xcel Energy Inc A similar'lawsuit was filed in the United {tat& Diitrict Court for the Southern 
District of New York 'against the same cornpahies by,Open Space Institub Inc. Open Space Conservancy Inc and The Audubon Society of New Hampshire These lawsuits 
alle e that the defendants' emissions of carbon dioxide (COz) from the combu;tion of fossil fuels at electric genkrating facilities contribute to global warming and amount to a 
pub& nuisance,,The com laints also allege that the defendants could generate the same amount of electricity while emitting si nificantly less COz. The plaintiffs are seeking an 
injunction requiring each Jefendant to cap, itsCOz emissions and then reduce them by a s ecified percentage each year for at ?east a decade. In September 2005 the District 
Court granted the defendants' motion to dismiss the lawsuit The plaintiffs have appealed t i is  ruling to the Second Circuit Court ofAppeals Oral argument was helb before the 
Second Circuit Court of Appeals on June 7, 2006 
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It is not possible to predict with certainty whether Duke Energy Ohio will incur any liability or to estimate the damages, if any, that Duke Energy Ohio might incur in 
connection with this matter. 

Zimmer Generating Station (Zimmer Station) Lawsuit In November 2004, a citizen of the Village of Moscow, Ohio, the town adjacent to Duke Energy Ohio's Zimmer 
Station, brought a purported class action in the United States District Court for the Southem District of Ohio seeking monetary damages and injunctive relief against Duke 
Energy Ohio for alleged violations of the CAA. the Ohio SIP, and Ohio laws against nuisance and common law nuisance The plaintiffs have filed a number of additional notices 
of intent to sue and two lawsuits raising claims similar to those in the original claim One lawsuit was dismissed on procedural grounds, and the remaining two have been 
consolidated. On December 28, 2006, the District Court certified this case as a class action Discovery in the case continues At this time, Duke Energy Ohio cannot predict 
whether the outcome of this matter will have a material impact on its consolidated financial position, cash flows or results of operations. Duke Energy Ohio intends to defend 
this lawsuit vigorously in court. 

Ontario, Canada Lawsuit Duke Energy Ohio understands that a class action lawsuit was filed in Superior Court in Ontario, Canada on July 3, 2005 against Duke Energy 
Ohio and approximately 20 other utility and power generation companies alleging various claims relating to environmental emissions from coal-fired power generation facilities 
in the United States and Canada and damages of approximately $50 billion, with continuing damages in the amount of approximately $4 billion annually. Duke Energy Ohio 
understands that the lawsuit also claims entitlement to punitive and exemplary damages in the amount of $ 1  billion. Duke Energy Ohio has not yet been served in this lawsuit; 
however, if served, Duke Energy Ohio intends to defend this lawsuit vigorously in court. At this time, Duke Energy Ohio is not able to predict whether resolution of this matter 
would have a material effect on its consolidated financial position, cash flows or results of operations. 

the Southem District of Mississippi. Plaintiffs claim that Cinergy, along with numerous other utilities, oil companies, coal companies and chemical companies, are liable for 
damages relating to losses suffered by victims of Hurricane Katrina. Plaintiffs claim that defendants' greenhouse gas emissions contributed to the frequency and intensity of 
storms such as Hurricane Katrina. In October 2006, Cinergy was served with this lawsuit and subsequently filed a motion to dismiss. Prior to a ruling on that motion, in 
December 2006 plaintiffs filed a motion for leave to file a fourth amended complaint to set forth additional claims, add additional parties and to substitute proper parties for 
improperly named defendants. Specifically, plaintiffs seek to replace holding companies, such as Cinergy, with their operating company subsidiaries, such as Duke Energy 
Ohio. it is not possible to predict with certainty whether Duke Energy Ohio will incur any liability or to estimate the damages, if any, that Duke Energy Ohio might incur in 
connection with this matter. 

Asbestos-related lnjuiies and Damages Claims Duke Energy Ohio has also been named as a defendant or co-defendant in lawsuits related to asbestos at its electric 
generating stations. The impact on Duke Energy Ohio's financial position, cash flows, or results of operations of these cases to date has not been material Based on estimates 
under varying assumptions, concerning uncertainties, such as, among others: (i) the number of contractors potentially exposed to asbestos during construction or maintenance 
of Duke Energy Ohio's generating plants; (ii) the possible incidence of various illnesses among exposed workers, and (iii) the potential settlement costs without federal or other 
legislation that addresses asbestos tort actions, Duke Energy Ohio estimates that the range of reasonably possible exposure in existing and future suits over the foreseeable 
future is not material. This estimated range of exposure may change as additional settlements occur and claims are made and more case law is established. 

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

Duke Energy Ohio has exposure to certain legal matters that are described herein. As of June 30, 2007 and December 31, 2006, Duke Energy Ohio has recorded 
immaterial reserves for these proceedings and exposures. Duke Energy Ohio expenses legal costs related to the defense of loss contingencies as incurred 

Other Commitments and Contingencies 

may or may not be recognized on the Consolidated Balance Sheets. 

Hum'cane Katrina Lawsuit In April 2006, Cinergy was named in the third amended complaint of a purported class action lawsuit filed in the United States District Court for 

Other. Duke Energy Ohio enters into various fixed-price, non-cancelable commitments to purchase or sell power (tolling arrangements or power purchase contracts) that 
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14. Related Party Transactions 
Duke Energy Ohio engages in related party transactions. These transactions are generally performed at cost and in accordance with the applicable state and federal 

commission regulations. Balances due to or due from related parties included in the Consolidated Balance Sheets as of June 30, 2007 and December 31, 2006 are as follows: 

Successor@) 

(a) 

(b) 

See Note 1 for additional information on Predecessor and Successor reporting 

Of the balance at June 30, 2007, approximately $35 million is classified as Receivables and $8 million is classified as Other current assets on the Consolidated Balance 
Sheets The balance at December 31, 2006 is classified as Receivables on the Consolidated Balance Sheets 

The balance at December 31, 2006 is classified as Other non-current assets on the Consolidated Balance Sheets. 

Of the balance at June 30, 2007, approximately ($170) million is classified as Accounts payable and ($12) is classified as Taxes accrued on the Consolidated Balance 
Sheets. Of the balance at December 31, 2006, approximately ($95) million is classified as Accounts payable and ($101) million is classified as Taxes accrued on the 
Consolidated Balance Sheets. 

Of the balance at June 30, 2007, approximately ($1,408) million is classified as Deferred income taxes, ($18) million is classified as Investment tax credit and $17 million is 
classified as Other current assets on the Consolidated Balance Sheets. Of the balance at December 31, 2006, approximately ($1,417) million is classified as Deferred 
income taxes, ($19) million is classified as Investment tax credit and $19 million is classified as Other current assets on the Consolidated Balance Sheets. 

Duke Energy Ohio is allocated its proportionate share of corporate governance and other costs by a consolidated affiliate of Duke Energy. Duke Energy Ohio is also 
allocated its proportionate share of other corporate governance costs from a consolidated affiliate of Cinergy. Corporate governance and other shared services costs are 
primarily allocations of corporate costs, such as human resources, legal and accounting fees, as well as other third party costs. 

The expenses associated with certain allocated corporate governance and other service costs for Duke Energy Ohio, which are recorded in Operation, Maintenance and 
Other within Operating Expenses on the Consolidated Statements of Operations for the three and six months ended June 30, 2007. three months ended June 30, 2006 and 
three months ended March 31. 2006 were as follows: 

(c) 

(d) 

(e) 

SuccessoP 

Three Months SIX Months Three Months 
Ended Ended Ended 

June 30, June 30, June 30, 
2007 2007 2006 

- 
(In millions) 

~ ~ p o r a t e g o v e r n a n c e ~ ~ ~ a ~ d ~ e ~ c ~ - ~ ~ p ~ S -  -- ._ --1---P - _ L s o i ~ L  - k-. -1- 1 lsi-3 L_?!!- __ 

Predecessor@) 

Three Months 
Ended 

March 31, 
2006 

(a) See Note 1 for additional information on Predecessor and Successor reporting 

See Note 7 for detail on expense amounts allocated from Cinergy to Duke Energy Ohio related to Duke Energy Ohio's participation in Cinergy's qualified and non-qualified 
defined benefit pension plans and health care and insurance benefits. Additionally, Duke Energy Ohio has been allocated accrued pension and other postretirement benefit 
obligations from Cinergy of approximately $334 million at June 30, 2007 and approximately $393 million at December 31, 2006 The above amounts have been classified on the 
Consolidated Balance Sheets as follows: 

Successor@) 

June 30, December 31, 
2007 2006 

(Ln millions) ~~...". . ,  .. . 9. 
~~h er current liabilities ____ __ 

Pther defemx?credits and other liabilities 

~ ~ 

_______...________.-___._I ~ ~ ~ -, . si- iI_. .- __..-._-_I_.-.. ~ ._.. .- . . ..~.- 

- $. . ~ ~ O  $ 381 
.. -..________.. ~-2I~xn~-:I::3 

. 
Accrued pension andotJeryostretirement benefit cos& 

(a) See Note 1 for additional information on Predecessor and Successor reporting 
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Additionally, certain trade receivables have been sold by Duke Energy Ohio to Cinergy Receivables Company, LLC (Cinergy Receivables), an unconsolidated entity 
formed by Cinergy. The proceeds obtained from the sales of receivables are largely cash but do include a subordinated note from Cinergy Receivables for a portion of the 
purchase price. This subordinated note is classified by Duke Energy Ohio as Receivables in the Consolidated Balance Sheets and was approximately $90 million and $133 
million as of June 30, 2007 and December 31, 2006, respectively. 

During the second quarter of 2007 Duke Energy Ohio received a $29 million capital contribution from its parent, Duke Energy 
See Note 3 for a discussion of amounts paid to Duke Energy Ohio as a result of the agreement between Duke Energy and Duke Energy Ohio related to Duke Energy's 

contribution of its ownership interests in five plants to Duke Energy Ohio See Note 4 for a discussion of dividends Duke Energy Ohio paid to its parent, Cinergy. 
Duke Energy Ohio participates in a money pool with Duke Energy and other Duke Energy subsidiaries As of June 30, 2007 and December 31, 2006, Duke Energy Ohio 

was in a payable position of $327 million and $274 million, respectively, classified within NDteS payable and commercial paper in the accompanying Consolidated Balance 
Sheets See Note 6 for further discussion of the money pool arrangement 

15. New Accounting Standards 
The following new accounting standards were adopted by Duke Energy Ohio subsequent to June 30, 2006 and the impact of such adoption, if applicable, has been 

presented in the accompanying Consolidated Financial Statements: 
FASB Staff Position (FSP) No FIN 46(R)-6, "Defemining the Variability to Be Considered In Applying FASB lnterpretation No. 46(R) (FSPNo FIN 46(R)-6) "In April 

2006, the FASB staff issued FSP No. FIN 46(R)-6 to address how to determine the variability to be considered in applying FIN 46(R). "Consolidation of Variable Interest 
Entities." The variability that is considered in applying FIN 46(R) affects the determination of whether the entity is a variable interest entity (VIE), which interests are variable 
interests in the entity, and which party, if any, is the primary beneficiary of the VIE. The variability affects the calculation of expected losses and expected residual returns. This 
guidance was effective for all entities with which Duke Energy Ohio first becomes involved or existing entities for which a reconsideration event occurs afler July 1 ~ 2006. The 
adoption of FSP No. FIN 46(R)-6 did not have a material impact on Duke Energy Ohio's consolidated results of operations, cash flows or financial position. 

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

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

SFAS No 155, "Accounting for Certain Hybrid Financial Instruments-an amendment of FASB Statements No 133 and 140" (SFAS No. 155) In February 2006, the 
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SFAS No 158, "Employer's Accounting for Defined Benefit Pension and Ofher Postretirement Plans, an amendment of FASB Statements No 87, 88, 106, and 132(R)" 
(SFAS No. 158) In October 2006, the FASB issued SFAS No 158, which changes the recognition and disclosure provisions and measurement date requirements for an 
employer's accounting for defined benefit pension and other postretirement plans The recognition and disclosure provisions require an employer to (1) recognize the funded 
status of a benefit plan-measured as the difference between plan assets at fair value and the benefit obligation-in its statement of financial position, (2) recognize as a 
component of other comprehensive income (OCI), net of tax, the gains or losses and prior service costs or credits that arise during the period but are not recognized as 
components of net periodic benefit cost, and (3) disclose in the notes to financial statements certain additional information. SFAS No 158 does not change the amounts 
recognized in the income statement as net periodic benefit cost Duke Energy Ohio recognized the funded status of its defined benefit pension and other postretirement plans 
and provided the required additional disclosures as of December 31, 2006. The adoption of SFAS No. 158 recognition and disclosure provisions resulted in an increase in total 
assets of approximately $33 million (consisting of an increase in regulatory assets of $31 million and an increase in deferred tax assets of $2 million), an increase in total 
liabilities of approximately $35 million and a decrease in accumulated other comprehensive loss, net of tax, of approximately $2 million as of December 31, 2006. 

llnder the measurement date requirements of SFAS No 158, an employer is required to measure defined benefit plan assets and obligations as of the date of the 
employer's fiscal year-end statement of financial position (with limited exceptions). Historically, Duke Energy Ohio has measured its plan assets and obligations up to three 
months prior to the fiscal year-end, as allowed under the authoritative accounting literature. Duke Energy Ohio adopted the change in measurement date effective January 1 ,  
2007 by remeasuring plan assets and benefit obligations as of that date, pursuant to the transition requirements of SFAS No 158 Net periodic benefit cost of approximately $3 
million for the three-month period between September 30, 2006 and December 31, 2006 was recognized, net of tax, as a separate adjustment of retained earnings as of 
January 1 ,  2007. Additionally, in the first quarter of 2007, the changes in plan assets and plan obligations between the September 30, 2006 and December 3 1 ,  2006 
measurement dates not related to net periodic benefit cost was required to be recognized, net of tax, as a separate adjustment of the opening balance of accumulated other 
comprehensive income (AOCI) and regulatory assets. This adjustment was not material During the second quarter of 2007, Duke Energy Ohio completed these calculations. 
The finalization of these actuarial calculations resulted in a $2 million adjustment to AOCI and an immaterial adjustment to regulatory assets. 

(SA8 No 108) In September 2006 the Securities and Exchange Commission (SEC) issued SAB No 108, which provides interpretive guidance on how the effects of the 
carryover or reversal of prior year misstatements should be considered in quantifying a current year misstatement. Traditionally, there have been two widely-recognized 
approaches for quantifying the effects of financial statement misstatements. The income statement approach focuses primarily on the impact of a misstatement on the income 
statement-including the reversing effect of prior year misstatements-but its use can lead to the accumulation of misstatements in the balance sheet. The balance sheet 
approach, on the other hand, focuses primarily on the effect of correcting the period-end balance sheet with less emphasis on the reversing effects of prior year errors on the 
income statement. The SEC staff believes that registrants should quantify errors using both a balance sheet and an income statement approach (a "dual approach") and 
evaluate whether either approach results in quantifying a misstatement that, when all relevant quantitative and qualitative factors are considered, is material. 

SAB No. 108 was effective for Duke Energy Ohio's year ending December 31, 2006. SAB No. 108 permits existing public companies to initially apply its provisions either 
by (i) restating prior financial statements as if the "dual approach had always been used or (ii), under certain circumstances, recording the cumulative effect of initially applying 
the "dual approach" as adjustments to the carrying values of assets and liabilities as of January 1 ,  2006 with an offsetting adjustment recorded to the opening balance of 
retained earnings Duke Energy Ohio has historically used a dual approach for quantifying identified financial statement misstatements Therefore, the adoption of SAB No 108 
did not have any material impact on Duke Energy Ohio's consolidated results of operations, cash flows or financial position 

FASB interpretation (FlN) 48, "Accounting for Uncertainty in h o m e  Taxes-an interpretation of FASB Statement No 109" (FIN 48). In July 2006, the FASB issued FIN 
48, which provides guidance on accounting for income tax positions about which Duke Energy Ohio has concluded there is a level of uncertainty with respect to the recognition 
of a tax benefit in Duke Energy Ohio's financial statements. FIN 48 prescribes the minimum recognition threshold a tax position is required to meet. Tax positions are defined 
very broadly and include not 

The adoption of SFAS No. 158 did not have any material impact on Duke Energy Ohio's consolidated results of operations or cash flows. 
Staff Accounting Bulletin (SAB) No. 108, "Considering the Effects of Piior Year Misstatements When Quantifying Misstatements in Current Year Financial Statemenls" 
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only tax deductions and credits but also decisions not to file in a particular jurisdiction, as well as the taxability of transactions Duke Energy Ohio adopted FIN 48 effective 
January 1, 2007. See Note 16 for additional information. 

FSP No FIN 48-1, Definition of "Settlement" in FASB Interpretation No 48 (FSP No FIN 48-1) In May, 2007, the FASB staff issued FSP No FIN 48-1 which clarifies the 
conditions under FIN 48 that should be met for a tax position to be considered effectively settled with the taxing authority Duke Energy Ohio's adoption of FIN 48 as of 
January 1, 2007 was consistent with the guidance in this FSP. 

FSPNo AUG AIR-1, "Accounting for Planned Major Maintenance Activities," (FSP No AUG AIR-1) In September 2006, the FASB Staff issued FSP No. AUG AIR-1" This 
FSP prohibits the use of the accrue-in-advance method of accounting for planned major maintenance activities in annual and interim financial reporting periods, if no liability is 
required to be recorded for an asset retirement obligation based on a legal obligation for which the event obligating the entity has occurred. The FSP also requires disclosures 
regarding the method of accounting for planned major maintenance activities and the effects of implementing the FSP. The guidance in this FSP was effective for Duke Energy 
Ohio as of January 1, 2007. The adoption of FSP No AUGAIR-1 did not have any material impact on Duke Energy Ohio's consolidated results of operations, cash flows or 
financial position. 

Emerging Issues Task Force (EITFj Issue No 06-3, "How Taxes Collected from Customers and Remitted to GovemmentaI Authon'ties Should Be Presented in the Income 
Statement (That Is, Gross versus Net Presentationj" (€lTF No 06-3) In June 2006, the EITF reached a consensus on ElTF No. 06-3 to address any tax assessed by a 
governmental authority that is directly imposed on a revenue-producing transaction between a seller and a customer and may include, but are not limited to, sales, use, value 
added, and some excise taxes For taxes within the issue's scope, the consensus requires that entities present such taxes on either a gross (Le ~ included in revenues and 
costs) or net (Le.. exclude from revenues) basis according to their accounting policies, which should be disclosed If such taxes are reported gross and are significant, entities 
should disclose the amounts of those taxes Disclosures may be made on an aggregate basis. The consensus was effective for Duke Energy Ohio beginning January 1, 2007. 
The adoption of ElTF No. 06-3 did not have any material impact on Duke Energy Ohio's consolidated results of operations, cash flows or financial position. 

No 85-4"(€lTF No 06-5). In June 2006, the ElTF reached a consensus on the accounting for corporate-owned and bank-owned life insurance policies. ElTF No 06-5 requires 
that a policyholder consider the cash surrender value and any additional amounts to be received under the contractual terms of the policy in determining the amount that could 
be realized under the insurance contract. Amounts that are recoverable by the policyholder at the discretion of the insurance company must be excluded from the amount that 
could be realized. Fixed amounts that are recoverable by the policyholder in future periods in excess of one year from the surrender of the policy must be recognized at their 
present value. ElTF No. 06-5 was effective for Duke Energy Ohio as of January 1, 2007 and must be applied as a change in accounting principle through a cumulative-effect 
adjustment to retained earnings or other components of equity as of January 1, 2007. The adoption of ElTF No 06-5 did not have any material impact on Duke Energy Ohio's 
consolidated results of operations, cash flows or financial position 

measuring fair value in GAAP, and expands disclosures about fair value measurements SFAS No. 157 does not require any new fair value measurements However, in some 
cases, the application of SFAS No 157 may change Duke Energy Ohio's current practice for measuring and disclosing fair values under other accounting pronouncements that 
require or permit fair value measurements. For Duke Energy, SFAS No. 157 is effective as of January 1, 2008 and must be applied prospectively except in certain cases Duke 
Energy Ohio is currently evaluating the impact of adopting SFAS No 157, and cannot currently estimate the impact of SFAS No. 157 on its consolidated results of operations, 
cash flows or financial position 

entities to choose to measure many financial instruments and certain other items at fair value For Duke Energy Ohio, SFAS No. 159 is effective as of January 1 ,  2008 and will 
have no impact on amounts presented for periods prior to the effective date. Duke Energy Ohio cannot currently estimate the impact of SFAS No 159 on its consolidated 
results of operations, cash flows or financial position and has not yet determined whether or not it will choose to measure items subject to SFAS No. 159 at fair value. 

ElTF Issue No 06-5, '&counting for Purchases of Life Insurance-Determining the Amount That Could Be Realized in Accordance with FASB Technical Bulletin 

The following new accounting standards have been issued, but have not yet been adopted by Duke Energy Ohio as of June 30,2007: 
SFAS No 157, "Fair Value Measurements"(SFAS No 157) In September 2006, the FASB issued SFAS No. 157, which defines fair value, establishes a framework for 

SFAS No 159, "The Fair Value Option for Financial Assets and Financial LiabiIities"(SFAS No 159). In February 2007, the FASB issued SFAS No. 159, which permits 
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Prior to the merger of Cinergy and Duke Energy on April 3, 2006, the taxable income of Duke Energy Ohio was reflected in Cinergy's U S. federal and state income tax 
16. Income Taxes and Other Taxes 

returns. After the merger, the taxable income of Duke Energy Ohio is reflected in Duke Energy's U S .  federal and state income tax returns. As a result of Duke Energy's merger 
with Cinergy, Duke Energy Ohio entered into a tax sharing agreement with Duke Energy, where the separate return method is used to allocate tax expenses or benefits to the 
subsidiaries whose investments or results of operations provide these tax expenses or benefits. The accounting for income taxes essentially represents the income taxes that 
Duke Energy Ohio would incur if Duke Energy Ohio were a separate company filing its own tax return as a C-Corporation. The current tax sharing agreement Duke Energy 
Ohio has with Duke Energy is substantially the same as the tax sharing agreement between Duke Energy Ohio and Cinergy prior to the merger. 

On January 1 ,  2007, Duke Energy Ohio adopted FIN 48. The following table shows the impacts of adoption of FIN 48 on Duke Energy Ohio's Consolidated Balance 
Sheets 

Increase/ 
(Decrease) 

(a) 

from January 1,2007 to June 30, 2007. 

Includes liability for unrecognized tax benefits and accrued interest and penalties, net of gain contingencies that were not recorded prior to the adoption of FIN 48 

The following table shows the accounting for the adoption of FIN 48 on January 1, 2007 and the increase/(decrease) in Duke Energy Ohio's unrecognized tax benefits 

January 1, Changes In June 30, 
2007 Balances 2007 

(a) 

(b) 

settlements. 

Decrease in the liability primarily related to a $16 million settlement offer and a $7 million settlement. 

Reflects all interest related to income taxes. The decrease in the liability was recorded primarily as a reduction to goodwill. 
It is reasonably possible that Duke Energy Ohio will reflect an approximate $28 million reduction in unrecognized tax benefits in the next twelve months due to expected 

Duke Energy Ohio has the following tax years open. 

Jurisdiction Tax Years 

Fed era I 
State 

Income and Expenses, net in the Consolidated Statements of Operations 

- -___ 
2000 and after 
Closed through 2001, with the exception of any adjustments related to open federal years 

Effective with the adoption of FIN 48, Duke Energy Ohio records, as it relates to taxes, interest expense as Interest Expense and interest income and penalties in Other 
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The $25 million increase in income tax expense for the comparative three-month periods ended June 30, 2007 and 2006 is primarily due to the $61 million increase in 
consolidated income before income taxes. 

Excise Taxes. Certain excise taxes levied by state or local governments are collected by Duke Energy Ohio from its customers. These taxes, which are required to be 
paid regardless of Duke Energy Ohio's ability to collect from the customer, are accounted for on a gross basis When Duke Energy Ohio acts as an agent, and the fax is not 
required to be remitted if it is not collected from the customer, the taxes are accounted for on a net basis. Duke Energy Ohio's excise taxes accounted for on a gross basis and 
recorded as Operating Revenues in the accompanying Consolidated Statements of Operations for the three and six months ended June 30,2007, three months ended 
June 30, 2006 and three months ended March 31, 2006 were as follows: 

Three Months Six Months Three Months 
Ended Ended Ended 

June 30, June 30, June 30, 
2007 2007 2006 

Predecessor(a) 

Three Months 
Ended 

March 31, 
2006 

(a) 

17. Subsequent Events 

See Note 1 for additional information on Predecessor and Successor reporting 

For information on subsequent events related to regulatory matters. see Note 12. 
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Item 2. Management's Discussion and Analysis of Financial Condition and Results of Operations. 

INTRODUCTION 

EXECUTIVE OVERVIEW 
Management's Discussion and Analysis should be read in conjunction with the Consolidated Financial Statements. 
On April 3, 2006, Duke Energy Corporation (Old Duke Energy) and Cinergy Corp. (Cinergy) merged into wholly-owned subsidiaries of Duke Energy Holding Corp. (Duke 

Due to the impact of push-down accounting, the financial statements and certain note presentations separate Duke Energy Ohio, lnc's (Duke Energy Ohio) presentations 

Energy HC), resulting in Duke Energy HC becoming the parent entity. In connection with the closing of the merger transactions, Duke Energy HC changed its name to Duke 
Energy Corporation (Duke Energy), 

into two distinct periods, the period before the consummation of the merger (labeled "Predecessor") and the period after that date (labeled "Successor"). to indicate the 
application of different bases of accounting between the periods presented 

BASIS OF PRESENTATION 
The resuns of operations and variance discussion for Duke Energy Ohio is presented in a reduced disclosure format in accordance with General Instructions (H)(2) of 

Form 104. 

RESULTS OF OPERATIONS 

Results of Operations and Variances 

Summary of Results (in milllons) 

Successor@) 

Increase 
June 30,2007 June 30, 2006 (Decrease) 

Three Months Ended Three Months Ended 

-~ 

----T-541/ 
I 24 28/T 1 I (@I 

I I r q  (20)/ 

_ . _ _ ~  

7 1 

7 25 

[ Operating income 
Other income and expenses, net 
Interest expense 
Income tax expense from continuing operations .---__ 3 2 - . - -  __ 
~LOSS from discontinued operations, net of tax 

8 -_ -- _ _ ~ . _ _ _ _ _  r---- 

-- 

'Net income (loss) 4q- I I (a I$ I 5a - 
(a) See Note 1 to the Consolidated Financial Statements, "Basis of Presentation" for additional information on Predecessor and Successor reporting 

Net Income 

following factors: 
The $56 million increase in Duke Energy Ohio's Net income for the three months ended June 30, 2007 compared to the same period in 2006 was primarily due to the 

operating Revenues 
The $67 million increase in Operating revenues was driven primarily by: 

* $30 million increase as a result of higher retail generation revenue primarily due to increase in fuel and purchased power rider compared to the same quarter of 2006, 

- $27 million increase in wholesale revenues from the Midwest gas-fired generation assets due primarily to higher generation volumes as a result of favorable weather in 
2007 compared to 2006, 

$20 million increase in retail demand resulting from favorable weather in 2007 compared to 2006, - 
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* $19 million increase in regulated fuel revenue due to increased volume and implementation of new fuel clause rates in Kentucky, 

* $7 million increase due to new electric base rates implemented in the first quarter of 2007 for Duke Energy Kentucky, Inc. (Duke Energy Kentucky), and 

* 

Partially offset by: 
$8 million resulting from temporary rate reductions in 2006 associated with the regulatory approval of the Cinergy merger with Duke Energy. 

$29 million net mark-to-market losses on non-qualifying power hedge contracts consisting of $5 million of net mark-to-market losses in 2007 as compared to net 
mark-to-market gains of $24 million in 2006, and 

$1 9 million decrease in revenues from sales of fuel - 
Operating Expenses 

The $18 million increase in Operating expenses was driven primarily by: 

* $38 million increase in fuel expense for the Midwest gas-fired generation assets primarily due to increased generation volumes as a result of favorable weather in 2007 
as compared to 2006, 

$10 million increase in maintenance expenses due to more generation plant outages in 2007 versus 2006, * 

$24 million increase in fuel and purchased power expense primarily resulting from the increase in load due to warmer weather compared to the same quarter 
of 2006, and 

$7 million increase in property and other taxes mainly driven by increased property taxes due to capital additions. * 

Partially offset by: 

- $49 million decrease in mark-to-market on non-qualifying fuel hedge contracts as a result of $27 million of mark-to-market gains in 2007 as compared to 
mark-to-market losses of $22 million in 2006. and 

* $15 million decrease in expenses from sales of fuel 

(Losses) Gains on Sales of OtherAssets and Other. net 
The $5 million improvement in (Losses) gains on sales of other assets and other, net is primarily attributable to losses in the second quarter of 2006 of approximately $5 

million related to sales of emissions allowances, as compared to negligible sales in the comparable period of 2007. 

Operating lncome 
The increase in operating income resulted primarily from favorable Weather conditions, mark-to-market gains on non-qualifying fuel hedge contracts, new rates for Duke 

Energy Kentucky and improved results from the Midwest gas-fired generation assets. These increases were partially offset by increased operating and maintenance expenses 
due primarily to plant outages in 2007 

Income Tax Expense from Continuing Operations 

Loss From Discontinued Operations, Net of Tax 

The $25 million increase in Income tax expense from continuing operations was due primarily to an increase in pre-tax income 

The Loss from discontinued operations. net of tax for 2006 is primarily related to the marketing and trading operations, which were classified as discontinued operations in 
connection with the June 2006 announcement to sell certain of Duke Energy Ohio's contracts to Fortis Bank S A.lN.V", a Benelux-based financial services group, 
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RESULTS OF OPERATIONS 

Results of Operations and Variances 

Summary of Results (in millions) 

Successor@) - 
Three Months Ended 

March 31,2007 - 
Pperating revenues --id- I 9161 1 I 
,Operating expenses __ 
blesses) Sains on sales of other assetsand other, net I I I _ f l u . -  

--- 
831 

Predecesso?) 

Increase 
March 31, 2006 (Decrease) 

Three Months Ended 

P I 964 1 P I (47b.l 

1 I 2q I I I (375) 
781 50 

(a) 

Net Income 

following factors: 

See Note 1 to the Consolidated Financial Statements, "Basis of Presentation" for additional information on Predecessor and Successor reporting 

The 68 percent decrease in Duke Energy Ohio's Net income for the three months ended March 31, 2007 compared to the same period in 2006 was primarily due to the 

Operating Revenues 
The $47 million decrease in Operating revenues was driven primarily by: 

* $88 million as a result of mark-to-market losses on non-qualifying power hedge contracts in 2007 of $45 million versus gains of $43 million in 2006, and 

* 

Partially offset by: 

* 

$28 million as a result of decreased volumes of physical coal sales due to expiration of contracts and the increased use of financial products to manage fuel costs 
which are reported net in operating expenses. 

Approximately $40 million increase in generation revenues due to Duke Energy's contribution of its five Midwest generating plants in the second quarter of 2006, 

* $24 million increase resulting from favorable weather in 2007 compared to 2006, 

- $7 million increase due to new electric base rates implemented in the first quarter of 2007 for Duke Energy Kentucky, and 

$4 million resulting from temporary rate reductions in 2006 associated with the regulatory approval of the Cinergy merger with Duke Energy. 

Operating Expenses 
The $50 million increase in Operating expenses was driven primarily by: 

- $55 million increase in operating expenses due to Duke Energy's contribution of its five Midwest generating plants in the second quarter of 2006, 

- $30 million higher fuel and emission allowance consumption expense due to recognizing coal and emission allowances at fair value as of April 1 I 2006 in conjunction 
with the Cinergy merger with Duke Energy, 

$7 million increase in line maintenance expense as a result of ice storms in February 2007, and - 
$7 million of incremental amortization expense resulting from recognizing the unregulated generation facilities at fair value as of April 1 I 2006 in conjunction with the 
Cinergy merger with Duke Energy. 
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Partially offset by 

$35 million related to $19 million of mark-to-market gains on non-qualifying fuel hedge contracts in 2007 versus losses of $16 million in 2006, and 

* $1 2 million related to 2006 costs for incentive and retention payments incurred as a result of the Duke Energy merger. 

{Losses) Gains on Sa/es of OfherAssefs and OtheC ne1 

2006. The losses in 2007 were a result of recording emission allowances at fair value as of April 1, 2006 as part of purchase accounting for the Cinergy merger with Duke 
Energy and decreases in market prices at the time of sale. 

The decrease in (Losses) gains on sales of other assets and other, net is due to losses on emission allowance sales in 2007 of $11 million versus gains of $26 million in 

Income Tax Expense from Continuing Operations 
The $45 million decrease in Income tax expense from continuing operations was due primarily to a $126 million decrease in pretax income 
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Item 4. Controls and Procedures. 

Disclosure Controls and Procedures 

reports it files or submits under the Securities Exchange Act of 1934 (Exchange Act) is recorded, processed, summarized, and reported, within the time periods specified by the 
Securities and Exchange Commission's (SEC) rules and forms. 

disclosed by Duke Energy Ohio in the reports it files or submits under the Exchange Act is accumulated and communicated to management, including the Chief Executive 
Ofker  and Chief Financial Officer, as appropriate to allow timely decisions regarding required disclosure. 

effectiveness of its disclosure controls and procedures (as such term is defined in Rule 13a-I5(e) and 15d-l5(e) under the Exchange Act) as of June 30, 2007, and, based 
upon this evaluation, the Chief Executive Officer and Chief Financial Officer have concluded that these controls and procedures are effective in providing reasonable assurance 
of compliance. 

Changes in Internal Control over Financial Reporting 

changes in internal control over financial reporting (as such term is defined in Rules 13a-l5(f) and 15d-l5(f) under the Exchange Act) that occurred during the fiscal quarter 
ended June 30, 2007 and found no change that has materially affected, or is reasonably likely to materially affect, internal control over financial reporting 

Disclosure controls and procedures are controls and other procedures that are designed to ensure that information required to be disclosed by Duke Energy Ohio in the 

Disclosure controls and procedures include, without limitation, controls and procedures designed to provide reasonable assurance that information required to be 

Under the supervision and with the participation of managemenf including the Chief Executive Officer and Chief Financial Officer, Duke Energy Ohio has evaluated the 

l lnder the supervision and with the participation of management, including the Chief Executive Officer and Chief Financial Officer, Duke Energy Ohio has evaluated 
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Item 1. Legal Proceedings 

the Consolidated Financial Statements, "Regulatory Matkrs" and Note 13 to the Consolidated Financial Statements, "Commitments and Contingencies" 

Item $A. Risk Factors 

Ohio's Annual Report on Form 10-K forthe year ended December 31 ~ 2006, which could materially affect Duke Energy Ohio's financial condition or future results. Additional 
risks and uncertainties not currently known to Duke Energy Ohio orthat Duke Energy Ohio currently deems to be immaterial also may adversely affect Duke Energy Ohio's 
financial condition andlor results of operations 

Item 4. Submission of Matters to a Vote of Security Holders 

shareholder, effective March 14, 2007, electing the following members to the Board of Directors for one-year terms expiring in 2008: 

For information regarding legal proceedings that became reportable events or in which there were material developments in the second quarter of 2007, see Note 12 to 

In addition to the other information set forth in this report, careful consideration should be given to the factors discussed in Part I( "Item 1A Risk Factors" in Duke Energy 

In lieu of an annual meeting of shareholders of Duke Energy Ohio, a resolution was duly adopted by unanimous written consent of Cinergy Corp., Duke Energy Ohio's sole 

. David L. Hauser 

* James E. Rogers 

* James L. Turner 
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Item 6. Exhibits 

(a) Exhibits 
Exhibits filed or furnished herewith are designated by an asterisk (*) 

Exhibit 
Number 

10 1 $2,650,000,000 Amended and Restated Credit Agreement, dated as of June 28,2007, among Duke Energy Corporation, Duke Energy Carolinas, LLC, Duke 
Energy Ohio, lnc., Duke Energy Indiana, Inc. and Duke Energy Kentucky, Inc., as Borrowers, the banks listed therein, Wachovia Bank, National Association, 
as Administrative Agent, JPMorgan Chase Bank, National Association, Barciays Bank PLC, Bank of America, N A. and Citibank, N.A., as Co-Syndication 
Agents and The Bank of Tokyo-Milsubishi, Ltd., New York Branch and Credit Suisse, as Co-Documentation Agents (filed in Form 8-K of Duke Energy Ohio, 
Inc.. July 5, 2007, File No. 1-1232, as Exhibit 10.1). 

Certification of the Chief Executive Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. 

Certification of the Chief Financial Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. 

Certification Pursuant lo 18 U.S C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 

Certification Pursuant to 18 U S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 

'31.1 

'31.2 

'32.1 

'32.2 

The total amount of securities of the registrant or its subsidiaries authorized under any instrument with respect to long-term debt not filed as an exhibit does not exceed 
10% of the total assets of the registrant and its subsidiaries on a consolidated basis. The registrant agrees, upon request of the Securities and Exchange Commission, to 
furnish copies of any or all of such instruments to it 
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SIGNATURES 

Pursuant to the requirements of the Securlties Exchange Act of 1934, the reglstrant has duly caused this report to be signed on its behalf by the undersigned 
thereunto duly authorized. 

DUKE ENERGY OHIO, INC. 

Date: August 14, 2007 

Date: August 14, 2007 
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Is /  DAVID L. HAUSER - - 
David L. Hauser 

Group Executive and 
Chief Financial Officer 

lsl STEVEN K. YOUNG 

Steven K. Young 
Senior Vice President and 

Controller 
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EXHIBIT 31.1 

CERTIFICATION OF THE CHIEF EXECUTIVE OFFICER 
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002 

I( James E. Rogers, certify that: 

1) I have reviewed this quarterly report on Form 10-0 of Duke Energy Ohio, lnc.; 

2) Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in 
light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report: 

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition, 
results of operations and cash flows of the registrant as of, and for, the periods presented in this report; 

The registrant's other certifying officers and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 
13a-l5(e) and 15d-I5(e)) for the registrant and have: 

a) 

3) 

4) 

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that 
material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities. particularly during the 
period in which this report is being prepared; 

Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the 
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and 

Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most recent fiscal quarter (the 
registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant's internal 
control over financial reporting; and 

b) 

c) 

5 )  The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant's auditors 
and the audit committee of the registrant's board of directors (or persons performing the equivalent functions): 

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely 
affect the registrant's ability to record, process, summarize and report financial information; and 

Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal control over financial 
reporting. 

Date: August 14, 2007 

b) 

Is/ JAMES E. ROGERS 
James E. Rogers 

Chief Executive Officer 

Source: Duke Energy Ohio, In, 10-Q, August 14, 2007 



EXHIBIT 31.2 

CERTIFICATION OF THE CHIEF FINANCIAL OFFICER 
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002 

I, David L. Hauser, certify that: 

1) 

2) 

I have reviewed this quarterly report on Form 10-0 of Duke Energy Ohio, Inc.: 

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in 
light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report; 

Based on my knowledge, the financial statements. and other financial information included in this report, fairly present in all material respects the financial condition, 
results of operations and cash flows of the registrant as of, and for, the periods presented in this report; 

The registrant's other certifying officers and I are responsible for establishing and maintaining disclosure controls and procedures (as denned in Exchange Act Rules 
13a-I5(e) and 15d-I5(e)) for the registrant and have: 

a) 

3) 

4) 

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that 
material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities. particularly during the 
period in which this report is being prepared; 

Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the 
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation: and 

Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most recent fiscal quarter (the 
registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant's internal 
control over financial reporting: and 

b) 

c) 

5) The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant's auditors 
and the audit committee of the registrant's board of directors (or persons performing the equivalent functions): 

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely 
affect the registrant's ability to record, process, summarize and report financial information: and 

Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal control over financial 
reporting. 

Date: August 14, 2007 

b) 

Is/  DAVID L. HAUSER 
David L. Hauser 

Group Executive and 
Chief Financial Officer 
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EXHIBIT 32.1 

CERTIFICATION PURSUANT TO 
18 U.S.C. SECTION 1350, 

AS ADOPTED PURSUANT TO 
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

In connection with the Quarterly Report of Duke Energy Ohio, Inc ("Duke Energy Ohio") on Form 10-Q for the period ending June 30, 2007 as filed with the Securities and 
Exchange Commission on the date hereof (the "Report"). I, James E. Rogers, Chief Executive Officer of Duke Energy Ohio, certify, pursuant to 18 U.S C. section 1350, as 
adopted pursuant to section 906 of the Sarbanes-Oxley Act of 2002, that: 

(1) 

(2) 

The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and 

The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of Duke Energy Ohio 

Is/ JAMES E. ROGERS 
James E Rogers 

Chief Executive Officer 
August 14,2007 

Is/ JAMES E. ROGERS 
James E Rogers 

Chief Executive Officer 
August 14,2007 

Saurce: Duke Energy Ohio, In, 10-Q, August 14, 2007 



EXHIBIT 32.2 

CERTIFICATION PURSUANT TO 
18 U.S.C. SECTION 1350, 

AS ADOPTED PURSUANT TO 
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

In connection with the Quarterly Report of Duke Energy Ohio, Inc ("Duke Energy Ohio") on Form 1 0 4  for the period ending June 30, 2007 as filed with the Securities and 
Exchange Commission on the date hereof (the "Repor!"). I ,  David L. Hauser, Group Executive and Chief Financial Officer of Duke Energy Ohio, certify, pursuant to 18 U S C 
section 1350, as adopted pursuant to section 906 of the Sarbanes-Oxley Act of 2002, that: 

( I )  

(2) 

The Report fully complies with the requirements of section 13(a) or t5(d) of the Securities Exchange Act of 1934; and 

The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of Duke Energy Ohio 

Is/ DAVID L. HAUSER 
David L. Hauser 

Group Executive and Chief Financial Officer 
August 14,2007 

Crcatcd by I O K  Wizaid \z'\v\v. IOK Wi/.ard.com 
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UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

Washington, D.C. 20549 

FORM 8-K 
CURRENT REPORT 

Pursuant to Section 13 or 15(d) of the 
Securities Exchange Act of 1934 

Date of Report (Date of earliest event reported): May 14,2009 

DUKE ENERGY CORPORATION 
(Exact Name of Registrant as Specified in its Charter) 

Delaware 
(State or Other .Jurisdiction 
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001-32853 
(Commission 
File Number) 

526 South Church Street, Charlotte, North Carolina 28202-1904 
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DUKE ENERGY OHIO, INC. 
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Ohio 
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Pre-comniencemetit comniiinicatioiis pursuant to Rule I 3e-4(c) under the Exchange Act ( I7 CFR 240. 13e-4(c)) 
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Itern 7.01. Regulatioii FD Disclosure. 

011 May 14, 2009, Duke Energy Ohio, Inc. was notified that it was one of the successful bidders in the FirstEnergy Ohio Utilities 
Standard Service Offer auction to supply the retail generation needs of FirstEiiergy C0rp.k Ohio operating companies from June 1, 
2009 through May 31,  201 1 at a filial wholesale price of $61 .SO per megawatt hour. The auction results have beeti accepted by the 
Public Utilities Commission of Ohio. 
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Pursuant to the requirements of the Securities arid Exchange Act of 1934, the registrant has duly caused this report to be 
signed on its behalf by the undersigned hereunto duly authorized. 

DUKE ENERGY CORPORATION 

Date: May IS, 2009 

Date: May 15, 2009 

By: /s/Marc E. Manly 
Name: Marc E. Manly 
Title: Group Executive, Chief Legal Officer and Corporate 

Secretaty 

DUKE ENERGY OHIO, INC. 

By: /s/Marc E. Manly 
Name. Marc E. Manly 
Title: Group Executive and Chief Legal Officer 
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UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

Washington, D.C. 20549 

FORM 8-I( 
CURRENT REPORT 

Pursuant to Section 13 or 15(d) of the 
Securities Exchange Act of 1934 

Date of Report (Date of earliest event reported): March 23,2009 

DUKE ENERGY OHIO, INC. 
(Exact Name of Registrant as Specified in i ts Charter) 

Ohio 
(State or Other Jurisdiction 

of Incorporation) 

1-1232 
(Commission 
File Number) 

31-0240030 
(IRS Employer 

Identification No.) 

139 East Fourth Street, Cincinnati, Ohio 45202 
(Address of Principal Executive Offices, including Zip code) 

(704) 594-6200 
(Registrant’s telephone number, including area code) 

Check the appropriate box below if the Form 8-K tiling is intended to simultaneously satisfy the filing obligation of the 
registrant under any of the following provisions: 

0 
0 
0 
0 

Written communications pursuant to Rule 425 under the Securities Act ( 1  7 CFR 230.425) 
Soliciting material pursuant to Rule 14a-12 under the Exchange Act (17 CFR 240.14a-12) 
Pre-commencement communications pursuant to Rule 14d-2(b) under the Exchange Act (17 CFR 240.14d-2(b)) 
Pre-commencement communications pursuant to Rule 13e-4(c) under the Exchange Act ( 1  7 CFR 240. 13e-4(c)) 
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Item 8.01. Other Events. 

On March 18,2009, Duke Energy Ohio, Inc. (the “Company”) entered into an underwriting agreement, dated as of March 18, 
2009, with Barclays Capital Inc., Deutsche Bank Securities Inc., SunTrust Robinson Humphrey, Inc. and UBS Securities LLC, as 
representatives of the several underwriters named therein (the “Undenvriters”), pursuant to which the Company agreed to issue and 
sell to the IJnderwriters $450,000,000 aggregate principal amount of the Company’s First Mortgage Bonds, 5.45% Series, Due 
April 1,2019 (the “Bonds”). The Bonds will be issued under the First Mortgage, dated as of August 1,  1936, as amended from time to 
time, including by the Fortieth Supplemental Indenture, dated as of March 23, 2009, between the Company and The Bank of New 
York Mellon Ttust Company, N.A., as successor tiustee. In coniiection with the issuance and sale ot the Bonds, the Company is tiling 
a legal opinion regarding the validity ofthe Bonds as Exhibit 5.1 to this Form 8-IC for the purpose of incorporating the opinion into the 
Company’s Registration Statement No. 333-146483-01. 

Item 9.01. Financial Statements and Exhibits. 

(d) fihibils 

5.1 Opinion regarding validity of the Bonds. 

23.1 Consent (included as part of Exhibit 5.1). 

SIGNATURES 

Pursuant to the requirements of the Securities and Exchange Act of 1934, the registrant has duly caused this report to be 
signed on its behalf by the undersigned hereunto duly authorized. 

DUKE ENERGY OHIO, INC. 

Date: March 23,2009 By: 
Name: Robert T. Lucas Ill, Esq. 
Title: Associate General Counsel and 

Assistant Secretary 

/s/ Robert T. Lucas 111, Esq. 
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Exhibit Description 

5.1 Opinion regarding validity of the Bonds. 

2.3.1 Consent (included as part of Exhibit 5.1). 
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Exhibit 5.1 

,! ’I’ ‘I‘  0 R s 1: Y s 

OHIO . KENTUCKY. INDIANA I TENNESSEE . WEST VIRGINIA 

March 23,2009 

Duke Energy Ohio, Inc. 
139 East Fourth Street 
Cincinnati, Ohio 45202 

Ladies and Gentlemen: 

We have acted as counsel to Duke Energy Ohio, Inc., an Ohio corporation (the “Company”), in connection with the public 
offering of $4SO,OOO,OOO aggregate principal amount of the Company’s First Mortgage Bonds, 5.45% Series, Due April 1, 2019 (the 
“Bonds”), issuable pursuant to a First Mortgage, dated August 1,  1936, between the Company and The Bank of New York Mellon, as 
supplemented and amended from time to time (the “Original Mortgage”), which has been amended and restated in its entirety by a 
Fortieth Supplemental Indenture, dated as of March 23, 2009 (the “Fortieth Supplenlental Indenture”), between the Company and The 
Bank of New York Mellon Trust Company, N.A., as successor trustee (the “Trustee”) (the Original Mortgage, as so amended and 
restated. being hereinafter called the “Indenture”). On March 18,2009, the Company entered into an Llndetwriting Agreement (the 
“Underwriting Agreement”) with Barclays Capital Inc.. Deutsche Bank Securities Inc., SunTrust Robinson Humphrey, Inc. and IJBS 
Securities LLC, as representatives of the several underwriters named therein (the “Underwriters”), relating to the sale by the Company 
to the Underwriters ofthe Bonds. 

In connection with the rendering of this opinion, we have examined and relied, as to factual matters, upon originals, or copies 
certified or otherwise identified to our satisfaction, of sucli documents, corporate records, statements of public officials and Company 
officers and directot s, and such other instruments, and have niade such investigations of law, as we have deemed relevant and 
necessary as a basis for this opinion, including, without limitation, the following documents: 

(a) the registration statement on Form S-3 (File No. 333-146483-01) of the Company filed on October 3, 2007, with the 
Securities and Exchange Commission (the “Commission”) under the Securities Act of 1933, as amended (the “1933 
Act”). allowing for delayed offerings pursuant to Rule 415 under the 1933 Act, the 

2200 PNC Center, 201 East Fifth Street Cincinnati, Ohio 45202-4182 (513) 651-6800 (513) 651-6981 fax www.frostbrowntodd.corn 

Source: Duke Energy Ohio, In, 8-K, March 23, 2009 



information deemed to be a part of such registration statement as of the date hereof pursuant to Rule 430B of the 
rules and regulations under the 193.3 Act (the “1933 Act Regulations”) and the information incorporated or deemed 
to be incorporated by reference in such registration statement pursuant to Item 12 of Form S-3 under the 1933 Act 
(such registration statement being hereinafter referred to as the “Registration Statement”); 

the prospectus, dated October 3, 2007, which forms a part of and is included in the Registration Statement in the 
form filed with the Commission pursuant to Rule 424(b) of the 1933 Act Regulations; 

tlie preliminary prospectus supplement. dated March 18, 2009, relating to the offering of the Bonds in tlie form tiled 
with the Commission pursuant to Rule 424(b) of the 19.33 Act Regulations; 

tlie prospectus supplement, dated March 18, 2009, relating to the offering of the Bonds in tlie form filed with the 
Commission puisuant to Rule 424(b) of the 1933 Act Regulations; 

the Issuer Free Writing Prospectus issued at or prior to the Applicable Time, attached as Schedule C to the 
Underwriting Agreement and filed with the Commission pursuant to Rule 433(d) of the 1933 Act Regulations and 
Section 5(e) ofthe LJnderwriting Agreement; 

an executed copy of tlie Underwriting Agreement; 

an executed copy of the Indenture; 

an executed copy of tlie Fortieth Supplemental Indenture; 

a specimen of the Bonds; 

the Amended Articles of Incorporation of the Company, effective October 1. 2006; 

the Regulations of the Company, as amended on July 23, 2003; 

the Company’s minute books, including an Action by Written Consent ofthe Board of Directors of tlie Company, 
effective September 26, 2007, relating to the preparation and filing with the Commission of the Registration 
Statement and the issuance of the Company’s securities, and a Written Consent of the Assistant 
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Treasurer of tlie Company, effective March 20, 2009, establishing the terms of the Bonds pursuant to authority 
granted in the aforementioned Action of the Board of Directors; 

(m) the Order entered on February 11, 2009 by The Public Utilities Commission of Ohio in Case No. 09-1 8-GE-AIS 
wherein, among other things, the Company secured the necessary authorizations and approvals of said Commission 
in respect of the issuance of the Bonds; 

(ti) a Certificate of Assistant Secretary of the Company, dated March 23, 2009, with respect to signatures and 
incumbency of ol'iicers of the Company, and other corporate matters; and 

an Officers' Certificate of the Company, dated March 23, 2009, pursuant to Section 6(i) ofthe Underwriting 
Agreem en t. 

(0) 

We have discussed with representatives of the Company such questions of fact as we have deemed necessary or appropriate 
for the purpose of this opinion, and have relied upon certificates of officers of the Company with respect to the accuracy of such 
factual matters as well as the factual matters contained i n  the representations and warranties of the Company that are contained in the 
IJnderwriting Agreement. 

For purposes of this opinion, we have assumed, other tlian as to the Company, (i) the due authoriz,ation, execution and 
delivery of each of the Undetwriting Agreement and tlie Indenture and (ii) that each of the 'CJndetwriting Agreement and tlie Indenture 
constitutes the legal, valid and binding obligation of all respective patties to each of the 1Jndenvriting Agreement and the Indenture 
under applicable law, enforceable against all such parties in accordance with its terms. Further, we have assumed the authenticity of 
all documents submitted to us as originals. the legal capacity of all parties signing such documents, the genuineness of the signatures 
on such documents, and the conformity to original documents of all photostatic copies of such documents submitted to us. 

The opinions expressed herein are limited to the laws (excluding principles of conflicts of law) of the State of Ohio and the 
laws of the United States of America. I n  rendering such opinions, we have made such examination of Ohio law and federal laws as we 
have deemed relevant for the purposes hereof, but we have not made an independent review of the laws of any jurisdiction other than 
the State of Ohio and the United States ofAmerica. Accordingly, we express no opinions as to the laws of anyjurisdiction other than 
the State of Ohio and tlie laws of the LJnited States of America. 

Based upon the foregoing, and sub,ject to the assumptions, qualifications and limitations set forth herein, we are of the 
opinion that the Bonds have been duly authorized, and when duly executed by the Company, authenticated by the Trustee and delivered to and paid for by the 
Ilndenvriters pursuant to the Underwriting Agreement, will be valid and binding obligations of the Company enforceable in accordance with their terms 
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The above opinion with regard to the enforceability of the Bonds is qualified by the effects of bankruptcy, insolvency, 
reorganization, moratorium or similar laws relating to or affecting creditors’ rights generally and general principles of equity 
(regardless of whether such principles are considered in a proceeding in equity or at law). 

This opinion is rendered as of the date hereof based upon the facts and law in existence on the date hereof. We assume no 
obligation to update or supplement this letter to reflect any circumstances which may hereafter come to our attention with respect to 
the opinion and statements set forth above, including any changes in applicable law which may hereafter occur. 

We hereby consent to the filing of this letter as an exhibit to the Current Report on Form 8-K tiled by the Company in 
connection with the issuance and sale of the Bonds. incorporated by reference in the Registration Statement. In giving such consent, 
we do not thereby concede that we are within the category of persons whose consent is required under Section 7 of the 1933 Act or the 
I933 Act Regulations. 

Very truly yours, 

/s/ FROST BROWN TODD LLC 
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This document includes forward-looking statements within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 
1934. Forward-looking statements are based on management's beliefs and assumptions. These forward-looking statements are identified by terms and phrases such as 
"anticipate," "believe," "intend," "estimate," "expect," "continue," "should," "could," "may," "plan," "project," "predict," "will," "potential," "forecast," "target," and similar expressions. 
Forward-looking statements involve risks and uncertainties that may cause actual results to be materially different from the results predicted. Factors that could cause actual 
results to differ materially from those indicated in any forward-looking statement include, but are not limited to: 

State and federal legislative and regulatory initiatives, including costs of compliance with existing and future environmental requirements; 

State and federal legislative and regulatory initiatives and rulings that affect cost and investment recovery or have an impact on rate structures; 

Costs and effects of legal and administrative proceedings, settlements. investigations and claims; 

Industrial. commercial and residential growth or decline in Duke Energy Ohio, Inc 's (Duke Energy Ohio) service territories, customer base or customer usage patterns; 

Additional competition in electric markets and continued industry consolidation; 

The influence of weather and other natural phenomena on Duke Energy Ohio's operations, including the economic, operational and other effects of storms, hurricanes, 
droughts and tornados; 

The timing and extent of changes in commodity prices and interest rates; 

llnscheduled generation outages, unusual maintenance or repairs and electric transmission system constraints; 

The performance of electric generation facilities; 

The results of financing efforts, including Duke Energy Ohio's ability to obtain financing on favorable terms. which can be affected by various factors, including Duke 
Energy Ohio's credit ratings and general economic conditions; 

Declines in the market prices of equity securities and resultant cash funding requirements of Duke Energy Ohio for Cinergy Corp.'s defined benefit pension plans; 

The level of credit worthiness of counterparties to Duke Energy Ohio's transactions; 

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

Growth in opportunities for Duke Energy Ohio's business units, including the timing and success of efforts to develop domestic power and other projects; and 

The effect of accounting pronouncements issued periodically by accounting standard-setting bodies. 
In light of these risks, uncertainties and assumptions, the events described in the forward-looking statements might not occur or might occur to a different extent or at a 

different time than Duke Energy Ohio has described Duke Energy Ohio undertakes no obligation to publicly update or revise any forward-looking statements, whether as a 
result of new information, future events or otherwise. 

Source: Duke Energy Ohio, In, 10-Q, May 13, 2009 
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DUKE ENERGY OHIO, INC. 
CONSOLIDATED STATEMENTS OF OPERATIONS 

(Unaudited) 
(In millions) 

Item 1. Financial Statements. 

Three Months Ended 
March 3 1 ,  

Kegulated natural gas 3uu 35 I 

I Total operating revenue I 1 ~1.006j 1 19911 
Operating Ex enses r Fuel used electric generat ion-wurchased power-regulated r - - r Z O @  r - 3 q  

I--~-TGT --r-iq 1 
Operation, maintenance and other 202 182 

99; I --- Depreciation and amoc!h!.k! ~ __ _.__ i_ LL 
Total operating expenses I I I 843/ 1 17811 

k!EEc!E!&!x!s ~ _~ .-_.-.--..._.I_- L I L l W  J-W' 

--- - 
Fuel used in electric eneration and purchased 59 144 
Cost of natural gas a i d  coal sold-- 

Property and other taxes 73 

4 13 

9 

Income Before Income BXE. ~ - . ~ _ - . - l _ _ _  132 206 

Net Income $ 85 $ 133 

Gains on Sales of Other Assets and Other, net 

--p-T-35/ - I  I 2q  
~ _____ ____._.._. ~ 

income Tax Expense 

See Notes to Unaudited Consolidated Financial Statements 
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DUKE ENERGY OHIO, INC. 
CONSOLIDATED BALANCE SHEETS 

(Unaudited) 
(In millions) 

March 31, December 31 
2009 2008 

inssETs- - ___ - - - - -  - _  __ I 1 _ J  __ -- - 

-- -1---p- ]-TC-3:--:27, 
Receivables (net of allowance for doubtful a ~ c o u ~ s s o t $ l 7 ~ i f M a r c i i  3,-%%9 

303 
L : m O r - -  r 18y I 180: 

Unrealized gains on mark-to-market and hedging transactions 44 51 
299/ I 1 - 3 T  

1,087 897 
1 Other- r i i  

,Investments and Other Assets 1 I 1  I I I I 
Restricted funds held in trust 10 10 
Goodwill I I 1  - 2,360/ I I 2,360, 

386 403 ’ Intangibles, net r Unrealized gains on mark-to-market and hedimg transactions_ ____ -I__- __ _ _  __ ---ZIT 3 1 J T  2 I G  
Other 54 55 

i Total investments and other assets- -_ I I /  2.821 I I 2.8451 

- 1  - - 1  -pJo?- [--JloJa?4 

i I I 1  I Net property, plant and equipment -_ 7,764 I 7,770 

1-1-1 481-- 1 I 4 9  

current Assets _ - ~  _-_ - - ______ - __- __ - - _ __ - __ - 

and $18 at December 31 2 0 ! -  - ~ ____I--__ __ -____ --____I_ __ __ __- 

- I-- I _ -  
I- Cash and cash equivalents 

___ - - --523-- 

Total current assets 
______I_----- 

_ _ _ _ - _ _ _ - ~ -  

Less accumulated depreciiition and amortization 2,341 2,277 

- -- 
- - _  - _ _ -  

105 

61 6 

_-____-_- Regulatory assets related to income taxes 

577 
1 Total Assets - P - 1 1 2 , 2 9 2 L . J - J  12,089, 

-_____.-,.-”. [ Other 
Total regulatory assets and deferred debits 

__ _ _ _  _ _  _ _ _  - - -- -- 

See Notes to Unaudited Consolidated Financial Statements 
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DUKE ENERGY OHIO, INC. 
CONSOLIDATED BALANCE SHEETS-(Continued) 

(Unaudited) 
(In millions, except share and per-share amounts) 

See Notes to Unaudited Consolidated Financial Statements 
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DUKE ENERGY OHIO, INC. 
CONSOLIDATED STATEMENTS OF CASH FLOWS 

(Unaudited) 
(In millions) 

Three Months Ended 
March 31, 

puppiemental Disclosures - ___ I I /  I /  I 1-11 
Significant non-cash transactions: ___ 1 Accrued capltalpenditures 1 - - J  5Y I-- t I 39u ~- 

See Notes to Unaudited Consolidated Financial Statements 
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RUKE ENERGY OHIO, iNC. 
CONSOLIDATED STATEMENTS OF COMMON STOCKHOLDER'S EQUITY AND COMPREHENSIVE INCOME 

(Unaudited) 
(In millions) 

Accumulated Other Comprehensive 
Income (Loss) 

Pension and 
OPEB 

Net Gains Related 
Additional (Losses) on Adjustments 

to Cash Flow Common Paid-in Retained 
Stock Capital Earnings Hedges AOCl Total 

- 133 
I 32,) I $ 1  711 t b  ,534 
I I l l  U I  I l l  I I I I T  

palance at  December 31,2007 /$ 176a c6 /5,570: 18 1227 6 I ( 

Cash flb hedgesraJ- - - - 2 - I I  i n  2 
- - - 133 Net income - 

1 Other corn rehensive income 

1 r 1 -  1 -T-' 135 
Balance at  March 31,2008 $ 762 $ 5,570 $ 360 $ (30) $ 7 $ 6,669 

Balance at December 31,2008 $ 762 $ 5,570 $ 381 $ (15) E (28) $ 6,670 

- ~ _- --, -~- ~ ~ - - ,  - , - ~  ,I--- 
r 

- I J  ~ 85 ___. N e ' l n c o m e -  ~- I .I 1 .Y-__ I .__ - 85 - _. 1 ____ 

9 -- - -1::: - A_-- 1-19 A_.: - __ .____ Cash f lowG%Sal  ___ - 

1 1 -  I - - I  1 1  I 94 

Total comprehensive income 

I I I I I -- 
- 

_ _  
_. - . ._ - ._- , - , --Id Other comprehensive income--_ __  ._ 

- .- 
I , -  - .  

TOXI comprehe~s iE ikome - 
Balance at March 31,2009 $ 762 $ 5,570 $ 466 $ (6) $ ( 2 q  $ 6,764 

(a) Net of $4 tax expense in 2009 and $1 tax expense in 2008. 

See Notes to Unaudited Consolidated Financial Statements 
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DUKE ENERGY OHIO, INC. 
Notes To Unaudited Consolidated Financial Statements 

1. Basis of Presentation 

Cinergy Corp. (Cinergy). Cinergy is a wholly-owned subsidiary of Duke Energy Corporation (Duke Energy) Duke Energy Ohio is a combination electric and gas public utility 
company that provides service in the southwestern portion of Ohio and through its wholly-owned subsidiary, Duke Energy Kentucky, Inc. (Duke Energy Kentucky), in nearby 
areas of Kentucky, as well as unregulated electric generation in parts of Ohio, Illinois, Indiana and Pennsylvania. Duke Energy Ohio's principal lines of business include 
generation, transmission and distribution of electricity, the sale of and/or transportation of natural gas, and energy marketing Duke Energy Kentucky's principal lines of 
business include generation, transmission and distribution of electricity as well as the sale of andlor transportation of natural gas Except where separately noted, references to 
Duke Energy Ohio herein relate to the consolidated operations of Duke Energy Ohio, including Duke Energy Kentucky. These Llnaudited Consolidated Financial Statements 
include, after eliminating intercompany transactions and balances. the accounts of Duke Energy Ohio and ail majority-owned subsidiaries where Duke Energy Ohio has control, 
as well as Duke Energy Ohio's proportionate share of certain generation and transmission facilities in Ohio, Kentucky and Indiana. 

These Unaudited Consolidated Financial Statements have been prepared in accordance with generally accepted accounting principles (GAAP) in the LJnited States of 
America ( U S )  lor interim financial information and with the instructions to Form 10-Q and Regulation S-X Accordingly, these Unaudited Consolidated Financial Statements do 
not include all of the information and notes required by GAAP in the U S. for annual financial statements. Because the interim Unaudited Consolidated Financial Statements 
and Notes do not include all of the information and notes required by GAAP in the U.S for annual financial statements, the Unaudited Consolidated Financial Statements and 
other information included in this quarterly report should be read in conjunction with the Consolidated Financial Statements and Notes in Duke Energy Ohio's Form 10-K for the 
year ended December 31, 2008. 

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

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

Unbilled Revenue. Revenues on sales of electricity and gas are recognized when either the service is provided or the product is delivered. [Jnbiiled retail revenues are 
estimated by applying an average revenue per kilowatt-hour or per thousand cubic feet (Mcf) for all customer classes to the number of estimated kilowatt-hours or Mcfs 
delivered but not billed. Unbilled wholesale energy revenues are calculated by applying the contractual rate per megawatt hour (MWh) to the number of estimated M M  
delivered, but not yet billed. Unbilled wholesale demand revenues are calculated by applying the contractual rate per megawatt (MW) to the MW volume not yet billed The 
amount of unbilled revenues can vary significantly from period to period as a result of factors, including seasonality, weather, customer usage patterns and customer mix. 
Unbilled revenues, which are primarily recorded as Receivables on the Consolidated Balance Sheets, primarily relate to wholesale sales at Commercial Power and were 
approximately $45 million and $41 million, at March 31, 2009 and December 31, 2008, respectively. Additionally, Duke Energy Ohio and Duke Energy Kentucky sell, on a 
revolving basis, nearly all of their retail and wholesale accounts receivable and related collections to Cinergy Receivables Company, LLC (Cinergy Receivables), a bankruptcy 
remote, special purpose entity that is a wholly-owned limited liability company of Cinergy. The securitization transaction was structured to meet the criteria for sale treatment 
under Financial Accounting Standards Board (FASB) Statement of Financial Accounting Standards (SFAS) No 140, "Accounting for Transfers and Servicing of Financial 
Assets and Extinguishments of Liabilities-a replacement of FASB Statement No 125' (SFAS No 140), and, accordingly, the transfers of receivables are accounted for as sales. 
Receivables for unbiiled revenues of approximately $92 million and $149 million at March 31, 2009 and December 31, 2008, respectively, related to retail and wholesale 
accounts receivable at Duke Energy Ohio and Duke Energy Kentucky were included in the sales of accounts receivable to Cinergy Receivables. 

Other Regulatory Assets and Deferred Debits. The state of Ohio passed comprehensive electric deregulation legislation in 1999, and in 2000, the Public Utilities 
Commission of Ohio (PUCO) approved a stipulation agreement relating to Duke Energy Ohio's transition plan creating a Regulatory Transition Charge (RTC) designed to 
recover Duke Energy Ohio's generation-related regulatory assets and transition costs over a ten-year period beginning January 1. 2001 and ending December 2010 
Accordingly, application of SFAS No. 71, 

Nature of Operations and Basis of Consolidation, Duke Energy Ohio, Inc. (Duke Energy Ohio), an Ohio corporation organized in 1837, is a wholly-owned subsidiary of 
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DlJKE ENERGY OHIO, INC 
Notes To Unaudited Consolidated Financial Statements-(Continued) 

"Accounting for Cedain Types of Regulation" (SFAS No. 71), was discontinued for the generation portion of Duke Energy Ohio's business at that time (see below for 
subsequent reapplication of SFAS No. 71 to certain portions of Commercial Power's business) Duke Energy Ohio has a RTC related regulatory asset balance of approximately 
$123 million and $138 million as of March 31, 2009 and December 31, 2008, respectively, which is classified in Other within Regulatory Assets and Deferred Debits on the 
Consolidated Balance Sheets. 

Reapplication of SFAS No. 71 to Portions of Generation in Ohio. Duke Energy Ohio's generation operations within its Commercial Power business segment (see Note 
2) include generation assets located in Ohio that are dedicated to serve Ohio native load customers. These assets, as excess capacity allows, also generate revenues through 
sales outside the native load customer base, and such revenue is termed non-native. 

Prior to December 17. 2008, Duke Energy Ohio's Commercial Power business segment did not apply the provisions of SFAS No. 71 due to the comprehensive electric 
deregulation legislation passed by the state of Ohio in 1999 As described further below, effective December 17, 2008. the PlJCO approved Duke Energy Ohio's Electric 
Security Plan (ESP), which resulted in the reapplication of SFAS No 71 to certain portions of Commercial Power's operations as of that date. 

From January 1 ,  2005 through December 31, 2008, Duke Energy Ohio, including its Commercial Power business segment, had been operating under a rate stabilization 
plan (RSP), which was a market-based standard service offer. Although the RSP contained certain trackers that enhanced the potential for cost recovery, there was no 
assurance of stranded cost recovery upon the expiration of the RSP on December 31, 2008 since it was initially anticipated that, upon the expiration of the RSP, there would be 
a move to full competitive markets. Accordingly, Duke Energy Ohio's Commercial Power business segment did not apply the provisions of SFAS No 71 to any of its generation 
operations prior to December 17, 2008. As discussed further in Note 10, in April 2008, new legislation (SB 221) was passed in Ohio and signed by the Governor of Ohio on 
May 1, 2008. The new law codified the PUCD's authority to approve an electric utility's standard service offer either through an ESP or a Market Rate Option (MRO) The MRO 
is a price determined through a competitive bidding process. On July 31, 2008, Duke Energy Ohio filed an ESP, and with certain amendments, the ESP was approved by the 
PUCO on December 17,2008. The ESP became effective on January 1,2009. 

In connection with the approval of the ESP, Duke Energy Ohio reassessed the applicability of SFAS No. 71 to Commercial Power's generation operations as SB 221 
substantially increased the PUCO's oversight authority over generation in the state of Ohio, including giving the PUCO complete approval of generation rates and the 
establishment of an earnings test to determine if a utility has earned significantly excessive earnings. Duke Energy Ohio determined that certain costs and related rates (riders) 
of Commercial Power's operations related to generation serving native load meet the criteria established by SFAS No 71 for regulatory accounting treatment as SEI 22 1 and 
Duke Energy Ohio's approved ESP solidified the automatic recovery of certain costs of its generation serving native load within its Commercial Power business segment and 
increased the likelihood that Commercial Power's operations will remain under a cost recovery model for certain costs for the foreseeable future 

llnder the ESP, Duke Energy Ohio bills for its native load generation via numerous riders. SB 221 and the ESP resulted in the approval of the automatic recovery of 
certain of these riders, which includes, but is no1 limited to, a price-to-compare fuel and purchased power rider and certain portions of a price-to-compare cost of environmental 
compliance rider, Accordingly, Duke Energy Ohio's Commercial Power business segment began applying SFAS No. 71 to the corresponding RSP riders granting automatic 
recovery under the ESP on Recember 17, 2008. The remaining portions of Commercial Power's native load generation operations, revenues from which are reflected in rate 
riders for which the ESP does not specifically allow automatic cost recovery, as well as all generation operations associated with non-native customers, including Commercial 
Power's Midwest gas-fired generation assets, continue to not apply regulatory accounting as those operations do not meet the criteria of SFAS No 71. Moreover, generation 
remains a competitive market in Ohio and native load customers continue to have the ability to switch to alternative suppliers for their electric generation service. As customers 
switch, there is a risk that some or all of the regulatory assets will not be recovered through the established riders Duke Energy Ohio will continue to monitor the amount of 
native load customers that have switched to alternative suppliers when assessing the recoverability of its regulatory assets established for its native load generation operations 
within its Commercial Power business segment. 

Despite certain portions of the Ohio native load operations not being subject to the accounting provisions of SFAS No 71, all of Duke Energy Ohio's native load 
operations' rates are subject to approval by the PUCO, and thus these operations are referred to herein as Duke Energy Ohio's regulated operations Accordingly, beginning 
January 1, 2009, these revenues and corresponding fuel and purchased power expenses are recorded in Regulated Electric within Operating Revenues and Fuel Used in 
Electric Generation and Purchased Power-Regulated within Operating Expenses, respectively, on the Consolidated Statements of Operations 
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DUKE ENERGY OHIO, INC. 
Notes To Unaudited Consolidated Financial Statements-(Continued) 

2. Business Segments 

of an Enterprise and Related Information": Franchised Electric and Gas and Commercial Power. Duke Energy Ohio's management believes these reportable business 
segments properly align the various operations of Duke Energy Ohio with how the chief operating decision maker views the business. Duke Energy Ohio's chief operating 
decision maker regularly reviews financial information about each of these reportable business segments in deciding how to allocate resources and evaluate performance. 
There is no aggregation within Duke Energy Ohio's defined business segments 

Franchised Electric and Gas generates, transmits, distributes and sells electricity in southwestern Ohio and northem Kentucky and transports and sells natural gas in 
southwestern Ohio and northem Kentucky. It conducts operations primarily through Duke Energy Ohio and Duke Energy Kentucky These electric and gas operations are 
subject to the rules and regulations of the Federal Energy Regulatory Commission (FERC), the PlJCO and the Kentucky Public Service Commission (KPSC). Substantially all of 
Franchised Electric and Gas' operations are regulated and, accordingly, these operations are accounted for under the provisions of SFAS No 71. 

Commercial Power owns, operates and manages power plants and engages in the wholesale marketing and procurement of electric power, fuel and emission allowances 
related to these plants, as well as other contractual positions. Commercial Power's asset portfolio comprises approximately 7,550 net MW and its generation assets consist of a 
diversified fuel mix with baseload and mid-merit coal-fired units, as well as combined cycle and peaking natural gas-fired units. Commercial Power's portfolio includes the five 
Midwestem gas-fired generation assets that were transfened from Duke Energy in 2006. Through December 31, 2008, most of the generation asset output in Ohio was 
contracted through the RSP (see Note IO). Effective January 1, 2009, Commercial Power began operating under an ESP, which expires on December 31,201 1, As a result of 
the approval of the ESP, certain of Commercial Power's operations reapplied the provisions of SFAS No. 71 effective December 17, 2008. See Notes 1 and 10 for a discussion 
of the reapplication of the provisions of SFAS No 71 to certain of Commercial Power's operations, as well as for further discussion related to the RSP and ESP. 

The remainder of Duke Energy Ohio's operations is presented as Other. While it is not considered a business segment, Other primarily includes certain allocated 
governance costs (see Note 8). 

Duke Energy Ohio's reportable business segments offer different products and services or operate under different competitive environments and are managed separately 
as business units. Accounting policies for Duke Energy Ohio's segments are the same as those described in the Notes to the Consolidated Financial Statements in Duke 
Energy Ohio's Annual Report on Form 10-K for the year ended December 31,2008. Management evaluates segment performance based on earnings before interest and taxes 
from continuing operations (EBIT). On a segment basis, EBIT excludes discontinued operations and represents all profits from continuing operations (both operating and 
non-operating and excluding corporate governance costs) before deducting interest and taxes. 

are excluded from the segments' €BIT. 

Duke Energy Ohio operates the following business segments, which are all considered reportable business segments under SFAS No. 131, "Disclosures about Segments 

Cash, cash equivalents, and short-term investments, if any, are managed centrally by Cinergy and Duke Energy, so the interest and dividend income on those balances 
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Segment EBlTl 
Consolidated income Depreclatlon 

Amortization 
Unaffillated Before Income and 
Revenues'" Taxes 

(a) 

Segment Assets 

There were no intersegment revenues for the three months ended March 31, 2009 and 2008 

December 31, March 31, 
2009 2008 

(in millions) 
5,85 Franchised Electric and Gas ~ J---_,k.-lL%m 1-1- Commercial Power 6,459 6 d 1  

3. Sales of Other Assets 

pre-tax gains of approximately $4 million and $13 million, respectively, recorded in Gains on Sales of Other Assets and Other, net on the Consolidated Statements of 
Operations. These amounts primariiy relate to Commercial Power's sales of emission allowances. 

Forthe three months ended March 31, 2009 and 2008, the sale of other assets resulted in proceeds of approximately $5 million and $16 million, respectively. and net 

11 
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4. Inventory 
Inventory consists primarily of coal held for electric generation and materials and supplies and is recorded primarily using the average cost method. Inventory related to 

Duke Energy Ohio's regulated operations is valued at historical cost consistent with ratemaking treatment. Materials and supplies are recorded as inventory when purchased 
and subsequently charged to expense or capitalized to plant when installed. Inventory related to Duke Energy Ohio's non-regulated operations is valued at the lower of cost or 
market. 

March 31, December 31, 
2009 2008 

______ 'I""!"-i-. -~~ 
. - .__..___ I:r-T:._ng$T-- ..-. -- 

paturalgas. ______________-____-___._. ~ .. ____- 1 : I Z I I n - r T  E - 3  
Total lnf6ntory l z Z I z ~ m ~ ~ . ~ r n  

coa l  held for electric generation ~ . 
Materials and supplies 88 ~- 87 -- 

- 
Effective November 1, 2008, Duke Energy Ohio and Duke Energy Kentucky execufed agreements with a third party to transfer title of naturat gas inventory purchased by 

Duke Energy Ohio and Duke Energy Kentucky to the third party. Under the agreements, the gas inventory will be stored and managed for Duke Energy Ohio and Duke Energy 
Kentucky and will be delivered on demand. The gas storage agreements will expire on October 31, 2009, unless extended by the third party for an additional 12 months. As a 
resun of the agreements, the combined natural gas inventory of approximately $18 million and $81 million being held by a third party as of March 31. 2009 and December 31, 
2008, respectively, has been classified as Other within Current Assets on the Consolidated Balance Sheets. 

5. Debt and Credit Facilities 
First and Refunding Mortgage Bonds. In March 2009, Duke Energy Ohio issued $450 million principal amount of first mortgage bonds, which carry a fixed interest rate 

of 5.45% and mature April 1, 2019. Proceeds from this issuance will be used to repay short-term notes and for general corporate purposes, including funding capital 
expenditures. 

Money Pool. Duke Energy Ohio and its wholly-owned subsidiary, Duke Energy Kentucky, receive support for their short-ten borrowing needs through their participation 
with Duke Energy and other Duke Energy subsidiaries in a money pool arrangement. Under this arrangement, those companies with short-term funds may provide short-term 
loans to affiliates participating under this arrangement. The money pool is structured such that Duke Energy Ohio and Duke Energy Kentucky separately manage their cash 
needs and working capital requirements. Accordingly, there is no net setllement of receivables and payables of Duke Energy Ohio and Duke Energy Kentucky, as each of these 
entities independently participate in the money pool. As of March 31, 2009, Duke Energy Ohio and Duke Energy Kentucky had combined net receivables of approximately $243 
million, which is classified within Receivables in the accompanying Consolidated Balance Sheets. As of December 31, 2008, Duke Energy Ohio and Duke Energy Kentucky had 
combined net borrowings of approximately $63 million, which is classified within Notes Payable in the accompanying Consolidated Balance Sheets. The $243 million increase 
in receivables during the three months ended March 31, 2009 is reflected in Notes due from affiliate, net within Net cash used in investing activities on the Consolidated 
Statements of Cash Flows. In addition, the $63 million decrease in payables during the three months ended March 31, 2009 is reflected in Notes payable to affiliate, net within 
Net cash provided by (used in) financing activities on the Consolidated Stalements of Cash Flows. 

Available Credit Facilities and Capacity Utilized Under Available Credit Facllitles. The total credit facility capacity under Duke Energy's master credit facility is 
approximately $3.14 billion. Duke Energy has the unilateral ability under the master credit facility to increase or decrease the borrowing sub limits of each borrower, subject to 
maximum cap limitation, at any time. At March 31, 2009, Duke Energy Ohio and Duke Energy Kentucky had borrowing sub limits under Duke Energy's master credit facility of 
$650 million and $100 million, respectively. The amount available to Duke Energy Ohio and Duke Energy Kentucky under their sub limits to Duke Energy's master credit facility 
has been reduced by drawdowns of cash, borrowings through the money pool arrangement, and the use of the master credit facility to backstop issuances of letlers of credit 
and pollution control bonds, as discussed below. 

$750 million under Duke Energy's master credit facility, of which Duke Energy Ohio's and Duke Energy Kentucky's portions are approximately $279 million and $74 million, 
respectively, The loans, which are revolving credit loans, bear interest at one-month London Interbank Offered Rate (LIBOR) plus an applicable spread ranging from 19 to 24 
basis points and are due in 

At March 31, 2009. Duke Energy and its wholly-owned subsidiaries, including Duke Energy Ohio and Duke Energy Kentucky, had outstanding borrowings of approximately 
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September 2009; however, Duke Energy Ohio and Duke Energy Kentucky have the ability under the master credit facility to renew the loan up through the date the master 
credit facility matures, which is in June 2012 As Duke Energy Kentucky has the intent and ability to refinance this obligation on a long-term basis, either through renewal of the 
terms of the loan through the master credit facility, which has non-cancelable terms in excess of one-year, or through issuance of long-term debt to replace the amounts drawn 
under the master credit facility. Duke Energy Kentucky's borrowing is reflected as Long-Term Debt on the Consolidated Balance Sheets at March 31, 2009. Since Duke Energy 
Ohio does not have the intent to refinance these obligations on a long-term basis, Duke Energy Ohio's borrowing is reflected in Notes Payable within Current Liabilities on the 
Consolidated Balance Sheets at March 31, 2009. These borrowings reduce Duke Energy Ohio's and Duke Energy Kentucky's available credit capacity under Duke Energy's 
Master Credit Facility, as discussed above. 

as Long-Term Debt on the Consolidated Balance Sheets due to Duke Energy Ohio's intent and ability to utilize such borrowings as long-term financing. Duke Energy's credit 
facilities with non-cancelable terms in excess of one year as of the balance sheet date give Duke Energy Ohio the ability to refinance these short-term obligations on a 
long-term basis. Of the $146 million of pollution control bonds outstanding at March 31, 2009, approximately $84 million were backstopped by Duke Energy's master credit 
facility, with the remaining balance backstopped by other specific credit facilities separate from the master credit facility. 

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

6. Employee Benefit Obligations 

post-retirement benefit plans represents the allocated cost of the respective pension plan for the periods presented. However, portions of the net periodic pension cost 
discussed below have been capitalized as a component of property, plant and equipment. Duke Energy Ohio's net periodic benefit costs as allocated by Cinergy were as 
f 0 I Io w s : 

At both March 31, 2009 and December 31, 2008, approximately $146 million of certain pollution control bonds, which are short-term obligations by nature, were classified 

Duke Energy Ohio participates in pension and other post-retirement benefit plans sponsored by Cinergy. Net periodic pension cost discussed below for qualified and other 

Three Months Ended 
March 31, 

2009 

Three Months Ended 
March 31, 

2008 

(a) These amounts exclude approximately $1 million of regulatory asset amortization resulting from purchase accounting adjustments in connection with Duke Energy's 
merger with Cinergy in April 2006 for each of the three months ended March 31, 2009 and 2008. 

(b) These amounts exclude approximately $1 million and an insignificant amount of regulatory asset amortization resulting from purchase accounting adjustments in 
connection with Duke Energy's merger with Cinergy in April 2006 for the three months ended March 31, 2009 and 2008, respectively. 
Duke Energy's policy is to fund amoonts for its US. qualified pension plans on an actuarial basis to provide assets sufficient to meet benefit payments to be paid to plan 

participants. In February 2009, Duke Energy Ohio made a cash contribution of approximately $143 million, which represented its proportionate share of an approximate $500 
million total contribution to Cinergy's and Duke Energy's qualified pension plans. Duke Energy did not make contributions to the legacy Cinergy qualified or non-qualified 
pension plans during the three months ended March 31, 2008. Duke Energy does not anticipate making additional contributions to the legacy Cinergy qualified or non-qualified 
pension plans during the remainder of 2009. Cinergy also sponsors employee savings plans that cover substantially all employees. Duke Energy Ohio expensed pre-tax 
employer matching contributions of approximately $1 million for each of the three months ended March 31, 2009 and 2008. 
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7. Goodwill and Intangibles 
Goodwill 

in the Commercial Power segment and approximately $1,154 million was reflected in the Franchised Electric and Gas segment. 

lntanglble Assets 

The carrying amount of goodwill as of both March 31, 2009 and December 31 ~ 2008 was approximately $2,360 million, of which approximately $1,206 million was reflected 

The carrying amount and accumulated amortization of intangible assets as of March 31, 2009 and December 31, 2008 are as follows: 

March 31, December 31, 
2009 2008 

L- -5-1 1 
_ _ _ _ _ _ _ _ _ _ _ ~ - - - _ _ _ - _ - _ _  __ - .___-__ - - l _ _ _  ,-- , 5--~ 
1 Totalgrosscarrying amount - -- - _ _  - -  . 08 I -- 

1 l(il3l - I - _ I  (111Jl 
(6) (5)  

~-c~m~-l-- ~- ~ _ -  - __ 

/Ex.3i"ota!_accumulated amofiiz*n -__.___ __ ___ .- - _--~--zIEI:Il:7xa--::- - L l I  (!GI 
F~m!&?L?gibleA?~ss,net - ____ - _ _- __ - - -- .. -- __ - _- I ~ I E ~ - - l : l ~ l I - ~  

- 
I ated amortizationyga!s, coal an4 power_confiGts 

AFukulated amortization-other 

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

~ ______ - 
Emission allowances in the table above include emission allowances which were recorded at the then fair value on the date of Duke Energy's merger with Cinergy in April 

2006 and emission allowances purchased by Duke Energy Ohio Additionally, Duke Energy Ohio is allocated certain zero cost emission allowances on an annual basis The 
change in the gross carrying value of emission allowances during the three months ended March 31, 2009 is as follows 

(a) Carrying values of emission allowances are recognized via a charge to expense when consumed. Carrying values of emission allowances sold or consumed during the 
three months ended March 31, 2008 was approximately $16 million 

See Note 3 for a discussion of gains and losses on sales of emission allowances by Commercial Power during the three months ended March 31, 2009 and 2008. 
Amortization expense for gas, coal and power contracts and other intangible assets for both the three months ended March 31, 2009 and 2008 was approximately $6 

(b) 

million. 

Intangible Liabilities 
In connection with the Duke Energy and Cinergy merger, Duke Energy Ohio recorded an intangible liability of approximately $113 million associated with the RSP in Ohio, 

which was recognized in earnings over the regulatory period that ended on December 31, 2008. This liability became fully amortized in the fourth quarter of 2008 Duke Energy 
Ohio also recorded approximately $56 million of intangible liabilities associated with other power sale contracts in connection with the Duke Energy and Cinergy merger. The 
carrying amount of these intangible liabilities associated with other power sale contracts was approximately $15 million and $16 million at March 31, 2009 and December 31, 
2008, respectively. During the three months ended March 31, 2009 and 2008, Duke Energy Ohio amortized approximately $1 million and $18 million, respectively, to income 
related to these intangible liabilities. Intangible liabililies are classified as Other within Deferred Credits and Other Liabilities on the Consolidated Balance Sheets. 
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Duke Energy Ohio engages in related party transactions, which are generally performed at cost and in accordance with the applicable state and federal commission 
8. Related Party Transactions 

regulations. Balances due to of due from related parties included in the Consolidated Balance Sheets as of March 3 1, 2009 and December 31, 2008 are as follows: 

Balances exclude assets or liabilities associated with accrued pension and other post-retirement benefits, Cinergy Receivables and money pool arrangements as 
discussed below 

Of the balance at March 31, 2009, approximately $38 million is classified as Receivables, approximately $2 million is classified as Unrealized gains on mark-to-market and 
hedging transactions within Current Assets and approximately $12 million is classified as Other within Current Assets. Of the balance at December 31, 2008. 
approximately $18 million is classified as Receivables, approximately $2 million is classified as Unrealized gains on mark-to-market and hedging transactions within 
Current Assets and approximately $35 million is classified as Other within Current Assets on the Consolidated Balance Sheets. 

The balances at March 31, 2009 and December 31, 2008 are classified as Unrealized gains on mark-to-market and hedging transactions within Investments and Other 
Assets on the Consolidated Balance Sheets 

Of the balance at March 31, 2009, approximately $(56) million is classified as Accounts payable, approximately $(3) million is classified as Taxes accrued and 
approximately $(4) million is classified as Unrealized losses on mark-to-market and hedging transactions within Curren! Liabilities on the Consolidated Balance Sheets Of 
the balance at December 31, 2008, approximately $( 133) million is classified as Accounts payable, approximately $(2) million is classified as Taxes accrued and 
approximately $43) million is classified as Unrealized losses on mark-to-market and hedging transactions within Current Liabilities on the Consolidated Balance Sheets. 

The balances at March 31, 2009 and December 31, 2008 are classified as Unrealized losses on mark-to-market and hedging transactions within Deferred Credits and 
Other Liabilities on the Consolidated Balance Sheets 

Of the balance at March 31, 2009, approximately $( 1,595) million is classified as Deferred income taxes and approximately $49 million is classified as Other within Current 
Assets on the Consolidated Balance Sheets. Of the balance at December 31, 2008, approximately $(I  ,580) million is classified as Deferred income taxes and 
approximately $61 million is classified as Other within Current Assets on the Consolidated Balance Sheets. 
Duke Enerav Ohio is charaed its orooortionate share of coroorate aovemance and other costs bv an unconsolidated affiliate that is a consolidated affiliate of Duke Enerav. 

Corporate governance and other shared services costs are primarily related to human resources, legal and accounting fees, as well as other third party costs During the th re i  
months ended March 31, 2009 and 2008, Duke Energy Ohio recorded governance and shared services expenses of approximately $100 million and $61 million, respectively, 
which are recorded in Operation, Maintenance and Other within Operating Expenses on the Consolidated Statements of Operations 

subsidiary. These expenses, which are recorded in Operation, Maintenance and Other within Operating Expenses on the Consolidated Statements of Operations, were 
approximately $4 million for each of the three months ended March 31, 2009 and 2008. Additionally, Duke Energy Ohio records income associated with the rental of office 
space to a consolidated affiliate of Duke Energy, as well as income associated with certain other recoveries of cost. Rental income and other cost recoveries were 
approximately $2 million for each of the three months ended March 31,2009 and 2008. 

share of expenses associated with these plans (see Note 6). Additionally. Duke Energy Ohio has been allocated accrued pension and other post-retirement benefit obligations 
from Cinergy of approximately $296 million at March 31, 2009 and approximately $416 million at December 31, 2008. These amounts have been classified in the Consolidated 
Balance Sheets as follows: 

Duke Energy Ohio incurs expenses related to certain insurance coverages through Bison Insurance Company Limited, Duke Energy's wholly-owned captive insurance 

Duke Energy Ohio participates in Cinergy's qualified pension plan, non-qualified pension plan and other post-retirement benefit plans and is allocated its proportionate 

March 31, December 31, 

2009 2008 

,Accrued pension and other post-retirement benefit costs $ 286 $ 406 

As discussed in Note 1, certain trade receivables have been sold by Duke Energy Ohio to Cinergy Receivables, an unconsolidated entity formed by Cinergy. The 
proceeds obtained from the sales of receivables are largely cash but do include a subordinated note from Cinergy Receivables for a portion of the purchase price. This 
subordinated note is classified as Receivables in the Consolidated Balance 

mhsL~AcE~!? !Jab i l i t ies  .________ . __I__ _. . __ ___. - .--i J7:Ezr-m 
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Sheets and was approximately $154 million and $174 million as of March 31, 2009 and December 31, 2008. respectively. The interest income associated with the subordinated 
note, which is recorded in Other Income and Expenses, net on the Consolidated Statements of Operations, was approximately $5 million and $8 million for the three months 
ended March 31,2009 and 2008, respectively 

As discussed further in Note 5, Duke Energy Ohio participates in a money pool arrangement with Duke Energy and other Duke Energy subsidiaries. As of March 31, 2009, 
Duke Energy Ohio was in a receivable position of approximately $243 million As of December 31, 2008, Duke Energy Ohio was in a payable position of approximately $63 
million. The expenses associated with money pool activity, which are recorded in Interest Expense on the Consolidated Statements of Operations for the three months ended 
March 31, 2009 and 2008 were insignificant and approximately $1 million, respectively. 

9. Risk Management, Derivative Instruments and Hedging Activities 

risks associated with commodity price changes and changes in interest rates on its operations and, where appropriate, uses various commodity and interest rate instruments to 
manage these risks. Certain of these derivative instruments are designated as hedging instruments under SFAS No. 133, "Accounting for Derivative lnstruments and Hedging 
Activities" (SFAS No. 133). while others either do not qualify as a hedge or have not been designated as hedges by Duke Energy Ohio (hereinafter referred to as undesignated 
contracts). Duke Energy Ohio's primary use of energy commodity derivatives is to hedge its generation portfolio against exposure to the prices of power and fuel. Interest rate 
swaps are entered into to manage interest rate risk primarily associated with Duke Energy Ohio's variable-rate and fixed-rate borrowings. 

SFAS No. 133 requires the recognition of all derivative instruments as either assets or liabilities at fair value in the Consolidated Balance Sheets. In accordance with SFAS 
No. 133, Duke Energy Ohio may elect to designate qualifying commodity and interest rate derivatives as either cash flow hedges or fair value hedges. 

For derivative instruments that are designated and qualify as cash flow hedges, the effective portion of the gain or loss is reported as a component of Accumulated Other 
Comprehensive Income (AOCI) and reclassified into earnings in the same period or periods during which the hedged transaction affects earnings. Any gains or losses on the 
derivative that represent either hedge ineffectiveness or hedge components excluded from the assessment of effectiveness are recognized in current earnings. For derivative 
instruments that are designated and qualify as a fair value hedge, the gain or loss on the derivative as well as the offsetting loss or gain on the hedged item are recognized in 
earnings, to the extent effective, in the current period Duke Energy Ohio includes the gain or loss on the hedged items in the same line item as the offsetting loss or gain on the 
derivative in the Consolidated Statements of Operations, Additionally, Duke Energy Ohio enters into derivative agreements that are economic hedges that either do not qualify 
for hedge accounting or have not been designated as a hedge These derivative instruments are typically reflected on the Consolidated Balance Sheets at fair value with 
changes in the value of the derivative instrument reflected in regulatory assets or liabilities, as discussed below, or, if appropriate, in current earnings. 

As Duke Energy Ohio's regulated operations within its Franchised Electric and Gas and Commercial Power business segments apply the provisions of SFAS No. 71, 
certain gains and losses associated with undesignated contracts are deferred as regulatory liabilities and assets, respectively, thus there is no immediate earnings impact 
associated with the change in fair values associated with these derivative contracts 

Commodit Price Risk 

emission allowances (sulfur $oxide (SOz), seasonal nitro en oxi8e (NOx) and annual NOx) as a result of fs'energy operations such as electric generaiion a i d  natura7 gas 
distribution. With res ecl to commodit p rke  risks associaged with electric generation, Duke Ener y Ohio is,exposqd to changes including, but not Ijmipd to, the cost of coal 
and natural gas usefto generate elecyricity the prices of electricity in wholesale markets the cos?of capacity required to purchase and sell electricity in wholesale markets and 
the cost of emission allowances for SO2 sdasonal NOx and annual NOx primarily at Duke Energy,Ohio's coal fired power lants. Duke Ener Ohio closely mon!tors the risks 
associated with commodit price changds on its future operations and, where appropriate, uses various,commodit contrack to miti ate the e%ct of such fluctuations on 
operations. Duke Energy ,&hio's exposure to commodity price risk is influenced by a number of factors, includmg, l u t  not limited to, &e term of the contract, the liquidity of the 
market and delivery location. 

The primary risks Duke Energy Ohio manages by utilizing derivative instruments are commodity price risk and interest rate risk. Duke Energy Ohio closely monitors the 

Duke Energy Ohio is ex osed to the impact of market chan es in the future prices of electricity (ener y capacity and financial transmission rights) coal natural as and 
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Commodity derivatives associated with the risk management of Duke Energy Ohio's energy operations are accounted for as either cash flow hedges or fair value hedges if 
the derivative instrument qualifies as a hedge under SFAS No. 133, or as an undesignated contract if either the derivative instrument does not qualify as a hedge or Duke 
Energy Ohio has elected to not designate the contract as a hedge. Additionally, Duke Energy Ohio enters into various contracts that qualify for the normal purchase and normal 
sales (NPNS) exception described in paragraph 10 of SFAS No. 133, as amended. Duke Energy Ohio primarily applies the NPNS exception to contracts within the Franchised 
Electric and Gas and Commercial Power business segments that relate to the physical delivery of electricity over the next 5 years 

Commodity Fair Value Hedges At March 31, 2009, Duke Energy Ohio did not have any open commodity derivative instruments that were designated as fair value hedges 
under SFAS No. 133. 

Commodity Cash Now Hedges. Duke Energy Ohio uses commodity instruments. such as swaps, futures, forwards and options, to protect margins for a portion of future 
revenues and fuel and purchased power expenses. Duke Energy Ohio generally uses commodity cash flow hedges to mitigate exposures to the price variability of the 
under1 in commodities for a maximum period of 1 year. 

l)lnd%signated Contracts. Duke Energy Ohio uses derivative contracts as economic hedges to mana e the market risk exposures that arise from roviding electric 
generation and capacity to large energy customers ener y ag re ators and other wholesale companies. hdesignated contracts include contracts noydesignated as a hedge, 
contracts that do not qualif for hedge accounting herivatves wafno Ion er ualify for the NPNS scope exception and de-designated hedge contracts that were not 
re-designated as a hedge.ihe contracts in this cate ory as of March 31 500% are primarily associated with forwaid power sales and coal purchases, as well as forward SOz 
emission allowances, for the Commercial Power an3Franchised Electrid and Gas business segments. 

Interest Rate Rlsk 
Duke Energy Ohio is exposed to risk resulting from changes in interest rates as a result of its issuance or anticipated issuance of variable and fixed-rate debt and 

commercial paper. Duke Energy Ohio manages its interest rate exposure by limiting its variable-rate exposures to a percentage of total capitalization and by monitoring the 
effects of market changes in interest rates. To manage risk associated with changes in interest rates, Duke Energy Ohio may enter into financial contracts, primarily interest 
rate swaps and US. Treasury lock agreements. All of Duke Energy Ohio's derivative instruments related to interest rate risk are categorized as undesignated contracts. At 
March 31, 2009, the total notional amount of Duke Energy Ohio's receive variable/pay-flxed interest rate swaps was approximately $27 million 

Volumes 
The following table shows information relating to the volume of Duke Energy Ohio's derivative activity as of March 31, 2009. Amounts disclosed represent the notional 

volumes of commodities and the notional dollar amounts of debt subject to derivative contracts accounted for at fair value in accordance with SFAS No. 133. For option 
contracts, notional amounts include only the delta-equivalent volumes which represent the notional volumes times the probability of exercising the option based on current price 
volatility. Volumes associated with contracts qualiving for the NPNS exception have been excluded from the table below. Amounts disclosed represent the absolute value of 
notional amounts. Duke Energy Ohio has netted contractual amounts where offsetting purchase and sale contracts exist with identical delivery locations and times of delivery. 

Underlylng Notional Amounts for Derivative Instruments Accounted for At Fair Value 

March 31,2009 

Source: Duke Energy Ohio, In, 10-Q, May 13, 2009 
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The following table shows fair value amounts of derivative contracts as of March 31. 2009 and the line item(s) in the Consolidated Balance Sheets in which such amounts 
are included. The fair values of derivative contracts are presented on a gross basis, even when the derivative instruments are subject to master netting arrangements. Cash 
collateral payables and receivables associated with the derivative contracts have not been netted against the fair value amounts. 

Location and Fair Value Amounts of Derlvatlves reflected In the Consolldated Balance Sheets 

Balance Sheet Locatlon 

March 31, 2009 

Asset Llablllty 
Derivatives Derivatlves 
-.1 -- 

_(in mllllons 
'Derlvatlves deslgnated as hedging instruments under SFAS No. 133 
Comm_odit)r con t rac t_____-  _I___-__ ____ ._ -- --- 
fivestments and Other Assets _Other -_ _ ~ _ _  __ - - -I:IF-:l-:T--I-: &:-:LE! 

-T?-i_--- I'---L--I 

Current Liabilities Other 4 - 

Three Months Ended 
March 31, 

2009 

;Location of Pre-tax Losses Reclassified from AOCl into E G i s ]  
Cornmoditv contracts 

Fuel used in electric generation and purchased power-non-regulated 
, 'R evenue ~. non-regulated electric and other 

(a) Represents the gains and losses on cash flow hedges previously recorded in AQCl during the term of the hedging relationship and reclassified into earnings during the 
current period 
The effective portion of gains on cash flow hedges that were recognized in AOCl during the three months ended March 31, 2009 were insignificant In addition, there was 

no hedge ineffectiveness during the three months ended March 31, 2009. No gains or losses have been excluded from the assessment of hedge effectiveness. As of March 31, 
2009, approximately $1 1 million of pre-tax deferred net losses on derivative instruments related to commodity cash flow hedges accumulated on the Consolidated Balance 
Sheets in AOCl are expected to be recognized in earnings during the next twelve months as the hedged transactions occur 
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The following table shows the amount of the pretax gains and losses recognized on undesignated hedges by type of derivative instrument during the three months ended 
March 31, 2009 and the line item(s) in the Consolidated Statements of Operations in which such gains and losses are included or deferred on the Consolidated Balance Sheets 
as regulatory assets 

Undeslgnated Hedges-Locatlon and Amount of Pre-tax Galns and (Losses) 
Recognlzed in Income or  as Regulatory Assets 

Three Months Ended 
March 31, 

2009 

(In mlllions) 
I 

- van of Pre-tax Galns and (Losses) Recognlzed In Earnlngs 
Commodity_contracts 

Fuel used in electric generation and purchased power-non-regulated 

I li 
~ _ _ _ _ _ _  

bzenTeTnTreg&ted electric and other _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ ~  I P '4 
~ _ _ _ _ _ _  -_____ _________ - .___-_ 

W P r e - t a x  Galns and (Losses) Recognized In Earnings L_-- P 1-3 

Certain of Duke Energy Ohio's derivative contracts contain contingent credit features, such as material adverse change clauses or payment acceleration clauses that 
could result in immediate payments, the posting of letters of credit or the termination of the derivative contract before maturity if specific events occur, such as a downgrade of 
Duke Energy Ohio's credit rating below investment grade 

The following table shows information with respect to derivative contracts that are in a net liability position and contain objective credit-risk related payment provisions. The 
amounts disclosed in the table below represents the aggregate fair value amounts of such derivative instruments at the end of the reporting period, the aggregate fair value of 
assets that are already posted as collateral under such derivative instruments at the end of the reporting period, and the aggregate fair value of additional assets that would be 
required to be transferred in the event that credit-risk-related contingent features were triggered at March 31, 2009 

Information Regardlng Derivative Instruments that Contaln Credit-risk Related Contingent Features 

March 31, 
2009 

receivables related to the right to reclaim cash collateral of approximately $162 million and $85 million, respectively, and had payables related to obligations to return cash 
collateral of an insignificant amount, respectively, that have been offset against net derivative positions in the Consolidated Balance Sheets. Duke Energy Ohio had $60 million 
and approximately $57 million in cash collateral receivables under master netting arrangements that have not been offset against net derivative positions at March 31, 2009 and 
December 31, 2008, respectively, as these amounts primarily represent initial margin deposits related to New York Mercantile 
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Exchange (NYMEX) futures contracts. Duke Energy Ohio had insignificant cash collateral payables under master netting arrangements that have not been offset against net 
derivative positions at March 31. 2009 and December 31,2008. 

I O .  Regulatory Matters 
Franchised Electric and Gas. 

Rate Related Information. The KPSC approves rates for retail electric and gas services within the Commonwealth of Kentucky The PUCO approves rates and market 
prices for retail gas and electric service within the state of Ohio, except that non-regulated sellers of gas and electric generation also are allowed to operate in Ohio (see 
"Commercial Power" below). The FERC approves rates for electric sales to wholesale customers served under cost-based and market-based rates. 

Duke Energy Ohio Electric Rate Filings. New legislation (SB 221) was passed on April 23, 2008 and signed by the Governor of Ohio on May 1, 2008. The new law 
codifies the PUCO's authority to approve an electric utility's standard service offer through an ESP, which would allow for pricing structures similar to those under the historic 
RSP. Electric utilities are required to file an ESP and may also file an application for a MRO at the same time. The MRO is a price determined through a competitive bidding 
process. If a MRO price is approved, the utility would blend in the RSP or ESP price with the MRO price over a six- to ten-year period, subject to the PUCO's discretion. SB 221 
provides for the PUCO to approve non-by-passable charges for new generation, including construction work-in-process from the outset of construction, as part of an ESP. The 
new law grants the PUCO discretion to approve single issue rate adjustments to distribution and transmission rates and establishes new alternative energy resources (including 
renewable energy) portfolio standards, such that the utility's portfolio must consist of at least 25% of these resources by 2025 SB 221 also provides a separate requirement for 
energy efficiency, which must reduce 22% of a utility's load by 2025. The utility's earnings under the ESP can be subject to an annual earnings test and the PUCO must order a 
refund if it finds that the utility's earnings significantly exceed the earnings of benchmark companies with similar business and financial risks The earnings test acts as a cap to 
the ESP price. SB 221 also limits the ability of a utility to transfer its designated generating assets to an exempt wholesale generator absent PUCO approval 

On July 31, 2008, Duke Energy Ohio filed a new generation pricing formula to be effective January 1, 2009, when the current RSP expired Among other things, the plan 
provides pricing mechanisms for compensation related to the advanced energy, renewable energy supply and energy efficiency portfolio standards established by SB 221. 

On October 27, 2008, Duke Energy Ohio filed a Stipulation and Recommendation (Stipulation) for consideration by the PUCO regarding Duke Energy Ohio's July 31, 2008 
ESP filing. The Stipulation reflects agreement on all but two issues in this proceeding and was filed with the support of most of the parties to this proceeding. In addition to the 
Stipulation, the ability for residential governmental aggregation customers to avoid certain charges and to receive a shopping credit was presented to the PUCO for a ruling. 
Parties to this proceeding who did not support the Stipulation were free to litigate any, or all, issues. 

The Stipulation agrees to a net increase in base generation revenues of approximately $36 million, $74 million and $98 million in 2009, 2010 and 2011, respectively, 
including termination of the residential and non-residential RTC. Such amounts result in a residential net rate increase of 2% in 2009 and in 2010, and a non-residential net rate 
increase of 2% in 2009, 2010 and 2011, The Stipulation also allows the recovery of expenditures incurred to deploy SmartGrid infrastructure modernization technology on the 
distribution system. The recovery of such expenditures, net of savings, is subject to an annual residential revenue cap. Further, the Stipulation allows for the implementation of 
a new energy efficiency compensation model, referred to as save-a-watt, to achieve the energy efficiency mandate pursuant to the recent electric energy legislation. The criteria 
customers must meet to be exempt from Duke Energy Ohio's program was also presented to the PUCO for a ruling in this case. Also, under the Stipulation, Duke Energy Ohio 
may defer tip to $50 million of certain operation and maintenance costs incurred at the W.C Beckjord generating station and amortize such costs over a three-year period. 

The ESP hearing occurred on November 10, 2008 On December 17, 2008, the PUCO issued its finding and order resolving the two litigated issues and adopting a 
modified Stipulation. Specifically, the PUCO modified the Stipulation to permit certain non-residential customers to opt out of utility-sponsored energy efficiency initiatives and to 
allow residential governmental aggregation customers who leave Duke Energy Ohio's system to avoid some charges. Applications for rehearing of the PUCO's decision have 
been filed by environmental groups and a residential customer advocate group. On February 11, 2009, the PUCO issued an Entry denying the rehearing requests. On April 13, 
2009, the Office of the Ohio Consumers' Counsel (OCC) filed a notice of appeal to the Ohio Supreme Court, challenging the 

See Note 12 for additional information on fair value disclosures related to derivatives required by SFAS No 157, "Fair Value Measurements" (SFAS No 157). 
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PUCO'S interpretation of the system-reliability-adjustment capacity dedication rider (SRA-CD). The OCC claims that the PUCO incorrectly determined that SRA-CD is 
unavoidable for residential governmental aggregation customers. Duke Energy Ohio has moved to intervene as an appellee in the proceeding. 

the provisions of SFAS No. 71 to certain portions of its operations. 

Ohio sought an increase of approximately $34 million in revenue, or approximately 5.7%, to be effective in the spring of 2008. The application also requested approval to 
continue tracker recovery of costs associated with the accelerated gas main replacement program The staff of the PUCO issued a Staff Report in December 2007 
recommending an increase of approximately $14 million to $20 million in revenue. The Staff Report also recommended approval for Duke Energy Ohio to continue tracker 
recovery of costs associated with the accelerated gas main replacement program On February 28, 2008, Duke Energy Ohio reached a settlement agreement with the PUCO 
Staff and all of the intervening parties on its request for an increase in natural gas base rates The settlement called for an annual revenue increase of approximately $18 million 
in base revenue, or 3% over current revenue, permitted continued recovery of costs through 2018 for Duke Energy Ohio's accelerated gas main replacement program and 
permitted recovery of carrying costs on gas stored underground via its monthly gas cost adjustment filing. The settlement did not resolve a proposed rate design for residential 
customers, which involved moving more of the fixed charges of providing gas service, such as capital investment in pipes and regulating equipment, billing and meter reading, 
from the per unit charges to the monthly charge. On May 28, 2008, the PUCO approved the settlement in its entirety and the proposed rate design. On June 28, 2008, the OCC 
and Ohio Partners for Affordable Energy (OPAE) filed Applications for Rehearing opposing the rate design. On July 23. 2008, the Ohio Commission issued an Entry denying the 
rehearing requests of OCC and OPAE. On September 16 and 19, 2008, respectively, the OCC and OPAE filed their notices of appeal to the Ohio Supreme Court opposing the 
residential rate design issue, Merit briefs were filed with the Ohio Supreme Court on February 2, 2009 On April 17, 2009, and after providing the required notice to the PUCO, 
the OCC filed a motion to stay implementation of Stage 3 of the rate design, which was approved to take effect on June 1, 2009 Duke Energy Ohio filed a memorandum in 
opposition to this request on April 27, 2009. At this time, Duke Energy Ohio cannot predict whether the Ohio Supreme Court will reverse the PUCO's decision of May 28, 2008. 

Duke Energy Ohio Electric Distribution Rate Case. On June 25. 2008, Duke Energy Ohio filed notice with the PUCO that it will seek a rate increase for electric delivery 
service of approximately $86 million, or 4.8% on total electric revenues, to be effective in the second quarter of 2009 On December 22, 2008, Duke Energy Ohio filed an 
application requesting deferral of approximately $31 million related to damage to its distribution system from a September 14, 2008 windstorm On January 14, 2009, the PUCO 
granted Duke Energy Ohio's deferral request, Accordingly, a regulatory asset was recorded as of December 31, 2008 for $31 million. On March 31, 2009, Duke Energy Ohio 
and Parties to the case filed a Stipulation and Recommendation which settles all issues in the case. The Stipulation provides for a revenue increase of $55 3 million or 
approximately a 2.9% overall increase. The Parties also agreed that Duke Energy Ohio will recover any approved costs associated with the September 14, 2008 wind storm 
restoration through a separate rider recovery mechanism. Duke Energy Ohio agreed to file a separate application to set the rider and the PUCO will review the request and 
determine the appropriate amount of storm costs that should be recovered. The Stipulation includes, among other things, a weatherization and energy efficiency program, and 
recovery of uncollectible expenses through a rider mechanism The Stipulation is subject to approval by the PUCO 

Duke Energy Kentucky Gas Rate Cases. In 2002, the KPSC approved Duke Energy Kentucky's gas base rate case which included, among other things, recovery of 
costs associated with an accelerated gas main replacement program The approval authorized a tracking mechanism to recover certain costs including depreciation and a rate 
of return on the program's capital expenditures The Kentucky Attorney General appealed to the Franklin Circuit Court the KPSC's approval of the tracking mechanism as Well 
as the KPSC's subsequent approval of annual rate adjustments under this tracking mechanism. In 2005, both Duke Energy Kentucky and the KPSC requested that the court 
dismiss these cases. 

In February 2005, Duke Energy Kentucky filed a gas base rate case with the KPSC requesting approval to continue the tracking mechanism and for a $14 million annual 
increase in base rates. A portion of the increase is attributable to recovery of the current cost of the accelerated gas main replacement program in base rates. In June 2005, the 
Kentucky General Assembly enacted Kentucky Revised Statue 278 509 (KRS 278 509), which specifically authorizes the KPSC to approve tracker recovery for utilities' gas 
main replacement programs In December 2005, the KPSC approved an annual rate increase of $8 million and reapproved the tracking mechanism through 

As discussed further below within "Commercial Power" and in Note 1, as a result of the approval of the ESP, effective December 17. 2008, Commercial Power reapplied 

Duke Energy Ohio Gas Rate Case. In July 2007, Duke Energy Ohio filed an application with the PUCO for an increase in its base rates for gas service Duke Energy 
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2011. In February 2006, the Kentucky Attorney General appealed the KPSC's order to the Franklin Circuit Court. claiming that the order improperly allows Duke Energy 
Kentucky to increase its rates for gas main replacement costs in between general rate cases, and also claiming that the order improperly allows Duke Energy Kentucky to earn 
a return on investment for the costs recovered under the tracking mechanism which permits Duke Energy Kentucky to recover its gas main replacement costs. 

In August 2007, the Franklin Circuit Court consolidated all the pending appeals and ruled that the KPSC lacks legal authority to approve the gas main replacement 
tracking mechanism, which were approved prior to enactment of KRS 278 509 To date, Duke Energy Kentucky has collected approximately $9 million in annual rate 
adjustments under the tracking mechanism Per the KPSC order, Duke Energy Kentucky collected these revenues subject to refund pending the final outcome of this litigation. 
Duke Energy Kentucky and the KPSC have requested that the Kentucky Court of Appeals grant a rehearing of its decision. On February 5, 2009, the Kentucky Court of 
Appeals denied the rehearing requests of both Duke Energy Kentucky and the KPSC. Duke Energy Kentucky filed a motion for discretionary review to the Kentucky Supreme 
Court on March 9. 2009 At this time, Duke Energy Kentucky cannot predict whether the Kentucky Supreme Court will accept the case for review. 

Energy Efficiency. On July 11,2007, the PLlCO approved Duke Energy Ohio's Demand Side ManagemenVEnergy Efficiency Program (DSM Program). The DSM 
programs were first proposed in 2006 and were endorsed by the Duke Energy Community Partnership, which is a collaborative group made up of representatives of 
organizations interested in energy conservation, efficiency and assistance lo  low-income customers. The program costs are recouped through a cost recovery mechanism that 
will be adjusted annually to reflect the previous year's activity. Duke Energy Ohio is permitted to recover lost revenues, program costs and shared savings (once the programs 
reach 65% Df the targeted savings level) through the cost recovery mechanism based upon impact studies to be provided to the Staff of the PUCO. Duke Energy Ohio filed the 
save-a-watt Energy Efficiency Plan as part of its ESP filed with the PUCO on July 31, 2008 (discussed above) A Stipulation and Recommendation for consideration by the 
PUCO regarding Duke Energy Ohio's ESP filing, including implementation of save-a-wan, was filed on October 27, 2008. The ESP hearing occurred on November 10, 2008. 
On December 17, 2008, the PUCO approved the ESP, including allowing for the implementation of a new save-a-watt energy efficiency compensation model. However, the 
PUCO determined that certain non-residential customers may opt out of Duke Energy Ohio's energy efficiency initiative. Applications for rehearing of this issue were denied by 
the PUCO and no further appeals of this issue have been taken. 

On November 15, 2007, Duke Energy Kentucky filed its annual application to continue exisling energy efficiency programs, consisting of nine residential and two 
commercial and industrial programs, and to true-up its gas and electric tracking mechanism for recovery of lost revenues, program costs and shared savings On February 11, 
2008, Duke Energy Kentucky filed a motion to amend its energy efficiency programs and applied to reinstitute a low income Home Energy Assistance Program. The KPSC 
bifurcated the proposed Home Energy Assistance Program from the other energy efficiency programs. On May 14, 2008, the KPSC approved the energy efficiency programs. 
On September 25. 2008, the KPSC approved Duke Energy Kentucky's Home Energy Assistance program, making it available for customers at or below 150% of the federal 
poverty level. On December 1, 2008, Duke Energy Kentucky filed an application for a save-a-watt Energy Efficiency Plan. The application seeks a new energy efficiency 
recovery mechanism similar to what was proposed in Ohio. Intervenor testimony is due on May 11, 2009 An evidentiary hearing with the KPSC is expected to occur in the third 
quarter of 2009. 

investigation followed four explosions since 2000 caused by gas riser leaks, including an April 2000 explosion in Duke Energy Ohio's service area In November 2006, the 
PUCO Staff released the expert report, which concluded that certain types of risers are prone to leaks under various conditions. including over-tightening during initial 
installation. The PUCO Staff recommended that natural gas companies continue 10 monitor the situation and study the cause of any further riser leaks to determine whether 
further remedial action is warranted. As of January 1, 2009, Duke Energy Ohio had approximately 80,000 of these risers on its distribution system If the PClCO orders natural 
gas companies to replace all of these risers, Duke Energy Ohio estimates a replacement cost of approximately $40 million. As part of the rate case filed in July 2007 (see "Duke 
Energy Ohio Gas Rate Case" above), Duke Energy Ohio requested approval from the PClCO to accelerate its riser replacement program The riser replacement program is 
contained in the settlement reached with all intervenors and expected to be completed at the end of 2012. 

Midwest lndependent Transmission System Operator, Inc. (Midwest /SO) Resource Adequacy Filing. On December 28, 2007, the Midwest IS0 filed its Electric 
Tariff Filing Regarding Resource Adequacy in compliance with the FERC's request of Midwest IS0 to file Phase II of its long-term Resource Adequacy plan by December 2007. 
The proposal includes establishment of a resource adequacy requirement in the form of planning reserve margin. On March 26, 2008, the FERC ruled on the Midwest ISOs 
Resource Adequacy filing 

Ohio Riser Leak Investigation. In April 2005, the PUCO issued an order opening a statewide investigation into riser leaks in gas pipeline systems throughout Ohio The 
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and ordered that the new Module E tariff be effective March 27, 2008. This action established a Midwest ISO-wide resource adequacy requirement for the first Planning Year, 
which begins June 2009. In the Order, the FERC, among other things, clarified that States have the authority to set their own Planning Reserve Margins, as long as they are not 
inconsistent with any reliability standard approved by the FERC. 

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

Commercial Power. 
As discussed in Note 1, effective December 17, 2008, Commercial Power reapplied the provisions of SFAS No. 71 to certain portions of its operations due to the passing 

of SB 221 and the PUCO's approval of the ESP However, since certain portions of Commercial Power's operations are not subject to regulatory accounting pursuant to SFAS 
No 71. reported results for Commercial Power are subject to volatility due to the over- or under-collection of certain costs for which recovery is not automatic under the 
ESP. Commercial Power may be impacted by certain of the regulatory matters discussed above, including the Duke Energy Ohio electric rate filings. 

to transfer Duke Energy Ohio's electric generating facilities, some of which are designated to serve Ohio customers, to affiliate companies. The FERC filing, if approved, does 
not obligate Duke Energy to make the transfer of the electric generating facilities, and does not impact Duke Energy Ohio's current rates. On October 10, 2008, Duke Energy 
Ohio and affiliates filed a notice with the FERC reporting that Duke Energy Ohio was in settlement discussions with all parties in the Ohio proceeding regarding Duke Energy 
Ohio's application to establish an ESP, as discussed above. Duke Energy Ohio advised the FERC that it believes that in light of those discussions good cause exists for the 
FERC to extend the time to consider Duke Energy Ohio's Section 203 application On October 17, 2008, the FERC issued an order extending the time for the FERC to act on 
the application by 180 additional days, and ordered Duke Energy Ohio to inform the FERC of the status of settlement discussions by November 16, 2008. As part of the 
settlement that was approved by the PUCO on December 17, 2008 (see discussion above) Duke Energy Ohio agreed to withdraw that portion of its application for approval 
related to the transfer of its generating facilities designated to serve Ohio customers and the PUCO approved of the transfer for the remaining generating facilities. Duke Energy 
Ohio filed a new application requesting FERC approval to transfer to affiliate companies only the remaining generating facilities not designated to serve Ohio customers, which 
was conditionally approved by the FERC on February 19, 2009. As a condition of approval, the FERC requires that all acquisition premiums related to generating assets being 
transferred to an affiliate of Duke Energy be removed from Duke Energy Ohio's financial statements when Duke Energy Ohio submits its final accounting entries and that any 
debt associated with the generation assets being transferred be transferred to the generating facility before Duke Energy Ohio submits its final accounting entries. In addition, 
the FERC will hold Duke Energy Ohio to its commitments to not pay taxes associated with the proposed transaction, to maintain a minimum equity to total capital ratio of 30%, 
and to retain an amount of debt that will accommodate the preservation of Duke Energy Ohio's current credit ratings. 

PJM lnterconnection Reliability Pricing Model (RPM) Buyers' Complaint. On May 30, 2008, a group of public utility commissions, state consumer counsels, industrial 
power customers and load serving entities, known collectively as the RPM Buyers, filed a complaint at the FERC. The complaint asks the FERC to find that the results of the 
three transitional base residual auctions conducted by PJM to procure capacity for its RPM capacity market during the years 2008-2011 are unjust and unreasonable because, 
allegedly, they have produced excessive capacity prices, have failed to prevent suppliers from exercising market power, and have not produced benefits commensurate with 
costs. In their complaint, the RPM Buyers propose revised, administratively determined auction clearing prices. Certain Duke Energy Ohio revenues during the years 
2008-201 1 are at risk, as Duke Energy Ohio planned to supply capacity to this market. On July 11, 2008, Duke Energy Ohio filed a response to the complaint with the FERC. 
On September 19, 2008, the FERC issued an Order denying and dismissing the RPM Buyer's complaint, finding that, for the transition auctions, no party violated PJMs tariff 
and the prices determined during the auctions were in accordance with the tariff provisions governing the auctions On October 20, 2008, the RPM Buyers filed a Request for 
Rehearing with the FERC that raised the same issues as in the initial complaint that was denied by the FERC. 

FERC 203 Application. On April 23, 2008 (supplemented on May 6 ,  2008), Duke Energy Ohio and certain affiliates filed an application with the FERC requesting approval 
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11. Commitments and Contingencies 
Envlronmental 

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

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

Clean Water Act 316fb). The US.  Environmental Protection Agency (EPA) finalized its cooling water intake structures rule in July 2004. The rule established aquatic 
protection requirements for existing facilities that withdraw 50 million gallons or more of water per day from rivers, streams, lakes, reservoirs, estuaries, oceans or other U.S. 
waters for cooling purposes. Three of six coal-fired generating facilities in which Duke Energy Ohio is either a whole or partial owner are affected sources under that rule. On 
April 1, 2009, the US. Supreme Court ruled in favor of the plaintiff that the EPA may consider costs when determining which technology option each site should implement. 
Dependinq on how the cost-benefit analysis is incorporated into the revised EPA rule, the analysis could narrow the range of technology options required for each of the three 

Duke Energy Ohio plans to spend approximately $85 million between 2009 and 201 3 to comply with Phase 1 of the CAlR Duke Energy Ohio is currently unable to 
estimate the costs to comply with any new rule the EPA will issue in the future as a resun of the D.C. District Court's December 2008 decision discussed above Duke Energy 
Ohio received partial recovery of depreciation and financing costs related to environmental compliance projects for 2005-2008 through its RSP and continues to be able to 
recover a portion of these costs through the ESP. 

Coal Combusrion Product (CCP) Management, Duke Energy Ohio currently estimates that it will spend approximately $68 million over the period 2009-2013 to install 
synthetic caps and liners at existing and new CCP landfills and to convert some of its CCP handling systems from wet to dry systems 
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Comprehensive Environmental Rwponse, Compensation, and Liability Act Matter. In August 2008, Duke Energy Ohio received a notice from the EPA that it has 
been identified as a potentially responsible party under the Comprehensive Environmental Response, Compensation, and Liability Act at the LWD, Inc., Superfund Site in 
Calvert City, Kentucky At this time, Duke Energy Ohio does not have any further information regarding the scope of potential liability associated with this matter 

Extended Environmental Activities and Accruals. Included in Other within Deferred Credits and Other Liabilities on the Consolidated Balance Sheets were total 
accruals related to extended environmental-related activities of approximately $1 1 million as of both March 31 I 2009 and December 31, 2008. These accruals represent Duke 
Energy Ohio's provisions for costs associated with remediation activities at some of its current and former sites, as well as other relevant environmental contingent liabilities. 
Management, in the normal course of business, continually assesses the nature and exlent of known or potential environmental-related contingencies and records liabilities 
when losses become probable and are reasonably estimable. 

Lltlgation 
New Source Review (NSR). In 1999-2000, the U.S. Department of Justice, acting on, behalf of the EPA and joined by various citizen rou s and states, filed a number of 

complaints and notices of violatron a ainst multiple utilities across the country for alle ed violations of the NSR provisions of the Clean A i r k t  (8AA Generally the 
government alleges that pro'ects pejormed at various coal-fired units were major mo%ifications as defined in the CAA and that the utilities violatedihe CAA when they 
undertook those projects wihout obtaining permits and installing the best available emission cohrols for SO2 NOx and particulate matter. The complaints seek rnjunctive relief 
to require installation of pollution control technology on various generating units that allegedly violated the CA'A, and unspecified civil penalties in amo!ints.of u to $32,500 per 
day for each Violation. Two of Duke Energy Ohio's plants have been subject to these allegations.,Duke Energy,Ohio asserts that there were no C,AAviolations gecause the 
applicable regulations do not require permitting in cases where the projects undertaken are "routine" or otherwise do not result in a net increase in emissions. 

the CAA at Duke Energy Ohio's W.C. Beckjord and Miami Fort Stations. Three northeast states and two environmental groups have intervened in the case A jury trial 
commenced on May 5, 2008 and jury verdict was returned on May 22. 2008. The jury found in favor of Cinergy and Duke Energy Ohio. Additionally, the plaintiffs had claimed 
that Duke Energy Ohio violated an Administrative Consent Order entered into in 1998 between the EPA and Cinergy relating to alleged violations of Ohio's State 
Implementation Plan (SIP) provisions governing particulate matter at Duke Energy Ohio's W.C. Beckjord Station. 

On October 21 ~ 2008, plaintiffs filed a motion for a new liability trial claiming that defendants misled the plaintiffs and the jury by, among other things, not disclosing a 
consulting agreement with a fact witness and by referring to that witness as "retired during the liability trial when in fact he was working for Duke Energy under the referenced 
consulting agreement in connection with the trial, On December 18, 2008, the court granted plaintiffs' motion for a new liability trial on claims for which Duke Energy Ohio was 
not previously found liable. That trial began on May 11, 2009. The remedy trial for violations already established at the W.C. Beckjord Station was held during the week 
beginning February 2, 2009. The parties are awaiting a decision from the trial court. 

It is not possible to estimate the damages, if any, that Duke Energy Ohio might incur in connection with these matters. llltimate resolution of these matters relating to NSR, 
even in settlement, could have a material adverse effect on Duke Energy Ohio's consolidated results of operations. cash flows or financial position However, Duke Energy Ohio 
will pursue appropriate regulatory treatment for any costs incurred in connection with such resolution. 

Section 126 Petitions. In March 2004, the state of North Carolina filed a petition under Section 126 of the CAA in which it alleges that sources in 13 upwind states, 
including Ohio, significantly contribute to North Carolina's non-attainment with certain ambient air quality standards. In August 2005, the EPA issued a proposed response to the 
petition. The EPA proposed to deny the ozone portion of the petition based upon a lack of contribution to air quality by the named states. The EPA also proposed to deny the 
particulate matter portion of the petition based upon the CAlR Federal Implementation Plan (FIP) that would address the air quality concerns from neighboring states. On 
April 28, 2006, the EPA denied North Carolina's petition based upon the final CAlR FIP described above. North Carolina has filed a legal challenge to the EPA's denial. Briefing 
in that case is under way. On March 5, 2009 the D.C. Circuit remanded the case to the EPA for reconsideration. The EPA has conceded that the D.C. Circuit's July 18, 2008 
decision in the CAlR litigation, North Carolina v. €PA No 05-1244, discussed above, and a subsequent order issued by the D.C. Circuit on December 23, 2008, have 
eliminated the legal basis for the EPA's denial of North Carolina's Section 126 petition. At this time, Duke Energy Ohio cannot predict the outcome of this proceeding. 

In November 1999, the US. brought a lawsuit in the US. Federal District Court for the Southem District of Indiana against Duke Energy Ohio alleging various violations of 
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Carbon Dioxide (COz] Litigation. In July 2004 the states of Connecticut, New York, California, Iowa, New Jersey, Rhode Island, Vermont, Wisconsin and the City of 
New York brought a lawsuit in the U.S. District Court for the Southem Ojstrict of New York a ainst Cinerg , American Electric Power Com any Inc ,American Electric,Power 
Service Corporation The Southem Company Tennessee Valley Authority and Xcel Energyjnc. A similarl(awsuit was filed in the U S  D ish3  d o u i  for the Southem District of 
New York against thk same companies by Open Space Institute Inc., Opbn Space Conservanc\(, Inc., and The Audubon Society of New Hampshire. These lawsuits allege that 
the defendants' emissions of COZ from the Combustion of fossil tuels at electric generating facili ies contribute to lobal warrnin and amount to a public nuisance. The 
complaints also allege that the defendants could generate the same amount of electricity while emittin si nificanyly less C02 ?he plaintiffs are seekin an injunction re uiring 
each defendant to cap its COz emissions and then reduce them by a specified, percenta e each ear 8r 9 least a decade. In September 2005, the DiJrict Court grante%,the 
defendants' motion to dismiss the lawsuit. The plaintiffs have ap ealed this rulin to the Eecond 6ircuit Court of Appeals,Oral arguments were held before the Second Circuit 
Court of Appeals on June 7 2006. It is not possible to predict wirh certainty whe8er Duke Energy Ohio will incur any liability or to estimate the damages, if any, that Duke 
Energy Ohio might incur in bonnection with this matter. 

Zimmer Generating Station (Zimmer Stationj Lawsuit. In November 2004, a citizen of the Village of Moscow, Ohio. the town adjacent to Duke Energy Ohio's Zimmer 
Station. brought a purported class action in the US. District Court for the Southern District of Ohio seeking monetary damages and injunctive relief against Duke Energy Ohio 
for alleged violations of the CAA, the Ohio SIP, and Ohio laws against nuisance and common law nuisance. The plaintiffs have filed a number of additional notices of intent to 
sue and two lawsuits raising claims similar to those in the original claim. One lawsuit was dismissed on procedural grounds, and the remaining two have been consolidated On 
Recember 28, 2006, the District Court certified this case as a class action In March 2009, a settlement in principle was reached with the class plaintiffs, subject to execution of 
a definitive settlement document and approval by the court The settlement, as currently structured, will not have a material adverse effect on Duke Energy Ohio's consolidated 
results of operations, cash flows or financial position 

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

Ohio Antitrust Lawsuit. In January 2008, four plaintiffs, including individual, industrial and non-profit customers, filed a lawsuit against Duke Energy Ohio in federal court 
in the Southem District of Ohio. Plaintiffs allege that Duke Energy Ohio (then The Cincinnati Gas 8 Electric Company (CGBE)). conspired to provide inequitable and unfair price 
advantages for certain large business consumers by entering into non-public option agreements with such consumers in exchange for their withdrawal of challenges to Duke 
Energy Ohio's (then CGBE's) pending RSP, which was implemented in early 2005 Duke Energy Ohio denies the allegations made in the lawsuit. Following Duke Energy 
Ohio's filing of a motion to dismiss plaintiffs' claims, plaintiffs amended their complaint on May 30, 2008. Plaintiffs now contend that the contracts at issue were an illegal rebate 
which violate antitrust and Racketeer Influenced and Corrupt Organizations (RICO) statutes. Defendants have again moved to dismiss the claims On March 31. 2009, the 
District Court granted Duke Energy Ohio's motion to dismiss. Plaintiffs have filed a motion to alter or set aside the judgment. 

Asbestos-related Injuries and Damages Claims. Duke Energy Ohio has been named as a defendant or co-defendant in lawsuits related to asbestos at its electric 
generating stations. The impact on Duke Energy Ohio's consolidated results of operations, cash flows or financial position of these cases to date has not been material. Based 
on estimates under varying assumptions concerning uncertainties, such as, among others: (i) the number of contractors potentially exposed to asbestos during construction or 
maintenance of Duke Energy Ohio's generating plants; (ii) the possible incidence of various illnesses among exposed workers; and (iii) the potential settlement costs without 
federal or other legislation that addresses asbestos tort actions, Duke Energy Ohio estimates that the range of reasonably possible exposure in existing and future suits over 
the foreseeable future is not material. This estimated range of exposure may change as additional settlements occur and claims are made and more case law is established. 

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

insignificant reserves for these proceedings and exposures. Duke Energy Ohio expenses legal costs related to the defense of loss contingencies as incurred. 

Other Comrnltments and Contlngencles 
General. Duke Energy Ohio enters into various fixed-price, non-cancelable commitments to purchase or sell power (tolling arrangements or power purchase contracts) 

that may or may not be recognized on the Consolidated Balance Sheets. Some of these arrangements may be recognized at market value on the Consolidated Balance Sheets 
as undesignated hedge contracts or qualifying hedge positions. 

12. Fair Value of Financial Assets and Liabilities 

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

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

Duke Energy Ohio determines fair value of financial assets and liabilities based on the following fair value hierarchy, as prescribed by SFAS No. 157, which prioritizes the 
inputs to valuation techniques used to measure fair value into three levels: 

Level 1 Inputs-unadjusted quoted prices in active markets for identical assets or liabilities that Duke Energy Ohio has the ability to access. An active market for the 
asset or liability is one in which transactions for the asset or liability occur with sufficient frequency and volume to provide ongoing pricing information. Duke Energy Ohio does 
not adjust quoted market prices on Level 1 inputs for any blockage factor 

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

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

No 11s' (SFAS No. 159), which permits entities to elect to measure many financial instruments and certain other items at fair value. For Duke Energy Ohio, SFAS No 159 was 
effective as of January 1 ,  2008 and had no impact on amounts presented for periods prior to the effective date Duke Energy Ohio does not currently have any financial assets 
or financial liabilities for which the provisions of SFAS No. 159 have been elected. However, in the future, Duke Energy Ohio may elect to measure certain financial instruments 
at fair value in accordance with this standard. 

Duke Energy Ohio has exposure to certain legal matters that are described herein. As of both March 31, 2009 and December 31, 2008, Duke Energy Ohio has recorded 

On January 1,2008, Duke Energy Ohio adopted SFAS No. 157. Through December 31,2008. Duke Energy Ohio's adoption of SFAS No. 157 was limited to financial 
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The following tables provide the fair value measurement amounts for assets and liabilities recorded in both current and non-current unrealized gains on mark-to-market 
and hedging transactions and unrealized losses on mark-to-market and hedging transactions on Duke Energy Ohio's Consolidated Balance Sheets at fair value at March 31, 
2009 and December 31, 2008. Amounts presented in the tables below exclude cash collateral amounts which are disclosed separately in Note 9 

Total Fair Value 
Amounts at 

March 31,2009 Level 1 Level 2 Level 3 
- _I_ 

( ~ m i l l l o n ~  
Pescriptlon ~ -3- - i _____ 11-_1..i ~ - ~ ~ ~ l - - - ~ ~ ~ l ~ ~ ~ . - ~ ~ - l  Derivative Assets $ 61 9.. $ $ 52. 
Perivative Liabilities ___ -- L--1~~212ilj-----:ml.-_____ U(7ill___-- ! I l E t l  - ___ 

I 
I 

Total Fair Value 
Amounts at 

December 31,2008 Level 1 Level 2 Level 3 

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

Rollforward of Level 3 Measurements 

Derivatives (net) 

I C h l  
mer cornpceiiarisivr IIILUIIIE 

-____._ ~ 

?re-tax gains included in the Consolidated Statements of Operations related to Level 3 measurements 

5 1 
I outstanding at March 31,2008: .- 

Revenue, non-regulated electric and other 

ma!.- ................................................. -. ... .... I ... .A I I T T  
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The valuation method of the primary fair value measurements disclosed above are as follows: 
commodity derivatives: The pricing for commodity derivatives is primarily a calculated value which incorporates the forward price and is adjusted for liquidity (bid-ask 

spread), credit or non-performance risk (afler reflecting credit enhancements such as collateral) and discounted to present value. The primary difference between a Level 2 and 
a Level 3 measurement has to do with the level of activity in forward markets for the commodity. If the market is relatively inactive, the measurement is deemed to be a Level 3 
measurement, Some commodity derivatives are NYMEX contracts, which Duke Energy Ohio classifies as Level 1 measurements. 

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

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

Book Approximate Book Approximate 
Value Fair Value Value Fair Value -- - I- 

carrying amounts because of the short-term nature of these instruments andlor because the stated rates approximate market rates. 

13. New Accounting Standards 

presented in the accompanying Consolidated Financial Statements: 

"Business Combinations." SFAS No. 141R retains the fundamental requirements in SFAS No, 141 that the acquisition method of accounting be used for all business 
combinations and that an acquirer be identified for each business combination. This statement also establishes principles and requirements for how an acquirer recognizes and 
measures in its financial statements the identifiable assets acquired, the liabilities assumed, any noncontrolling (minority) interests in an acquiree, and any goodwill acquired in 
a business combination or gain recognized from a bargain purchase. For Duke Energy Ohio, SFAS No. 141R must be applied prospectively to business combinations for which 
the acquisition date occurs on or afler January 1. 2009. The impact to Duke Energy Ohio of applying SFAS No. 141R for periods subsequent to implementation will be 
dependent upon the nature of any transactions within the scope of SFAS No. 141R. Additionally, SFAS No. 141R changes the accounting for income taxes related to prior 
business combinations 

SFAS No. 161, "Disclosures about Derivative hstfuments and Hedgtng Activities-an amendment to FASB Statement No 133"(SFAS No. 161) In March 2008, the FASB 
issued SFAS No. 161. which amends and expands the disclosure requirements for derivative instruments and hedging activities prescribed by SFAS No. 133, "Accounting for 
Derivative Instruments and Hedging Activities." SFAS No. 161 requires qualitative disclosures about objectives and strategies for using derivatives, quantitative disclosures 
about fair value amounts of and gains and losses on derivative instruments, and disclosures about credit-risk-related contingent features in derivative agreements. Duke Energy 
Ohio adopted SFAS No. 161 as of January 1, 2009. The adoption of SFAS No. 161 did not have any impact on Duke Energy Ohio's consolidated results of operations, cash 
flows or financial position. See Note 9 for the disclosures required under SFAS No. 161. 

14. income Taxes and Other Taxes 

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

The following new accounting standards were adopted by Duke Energy Ohio subsequent to March 31, 2008 and the impact of such adoption, if applicable, has been 

SFAS No. 141 (revised2007), "Business Combinations"(SFASNo. 141R) In December 2007, the FASB issued SFAS No. 141R, which replaces SFAS No. 141, 

The taxable income of Duke Energy Ohio is reflected in Duke Energy's IJ.S federal and state income tax returns. Duke Energy Ohio has a tax sharing agreement with 
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Changes to Unrecognlzed Tax Benefits 

Increase/(Decrease) 

~~ (In millions) 
;Unrecognized Tax Benefits-January 1,2009 I a I la 

- 
~ _ _ _ _ _  b I 121 1 p J g n i z e d  Tax Benefits-March 31,2009 

At March 31, 2009, no portion of the total unrecognized tax benefits, if recognized, would affect the effective tax rate. Duke Energy Ohio does not anticipate a significant 

Duke Energy Ohio has the following lax years open: 
increase or decrease in unrecognized tax benefits in the next twelve months. 

Jurisdlctlon Tax Years 
Federal 2005 and after 
State 

The effective tax rate for the three months ended Match 31, 2009 was approximately 35.4% as compared to the effective tax rate of approximately 35.7% for the same 
period in 2008 

As of March 31, 2009 and December 31, 2008, approximately $63 million and $64 million, respectively, of deferred income taxes were included in Other within Current 
Assets on the Consolidated Balance Sheets. At March 31,2009 and December 31,2008, these balances exceeded 5% of total current assets 

Excise Taxes. Certain excise taxes levied by state or local governments are collected by Duke Energy Ohio from its customers These taxes, which are required to be 
paid regardless of Duke Energy Ohio's ability to collect from the customer, are accounted for on a gross basis. When Duke Energy Ohio acts as an agent, and the tax is not 
required to be remitted if it is not collected from the customer, the taxes are accounted for on a net basis. Duke Energy Ohio's excise taxes accounted for on a gross basis and 
recorded as revenues in the accompanying Consolidated Statements of Operations were approximately $40 million and $39 million for the three months ended March 31, 2009 
and 2008, respectively. 

15. Sales of Accounts Receivable 
Accounts Receivable Securitization. Duke Energy Ohio and Duke Energy Kentucky sell, on a revolving basis, nearly all of their retail and wholesale accounts receivable 

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

The proceeds obtained from the sales of receivables are largely cash but do include a subordinated note from Cinergy Receivables for a portion of the purchase price 
(typically approximates 25% of the total proceeds). The note, which amounts to approximately $154 million and $174 million at March 31, 2009 and December 31, 2008, 
respectively, is subordinate to senior loans that Cinergy Receivables obtains from commercial paper conduits controlled by unrelated financial institutions, which is the source of 
funding for the subordinated note This subordinated note is a retained interest (right to receive a specified portion of cash flows from the sold assets) under SFAS No. 140 and 
is classified within Receivables in the accompanying Consolidated Balance Sheets at March 31, 2009 and December 31, 2008. 

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

Closed through 2001, with the exception of any adjustments related to open federal years 

In 2008, Cinergy Receivables and Duke Energy Ohio and Duke Energy Kentucky amended the governing purchase and sale agreement to allow Cinergy Receivables to 
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Duke Energy Ohio and Duke Energy Kentucky retain servicing responsibilities for their role as collection agents on the amounts due on the sold receivables. However, 
Cinergy Receivables assumes the risk of collection on the purchased receivables without recourse to Duke Energy Ohio and Duke Energy Kentucky in the event of a loss, 
While no direct recourse to Duke Energy Ohio and Duke Energy Kentucky exists, these entities risk loss in the event collections are not sufficient to allow for full recovery of 
their retained interests. No servicing asset or liability is recorded since the servicing fee paid to Duke Energy Ohio approximates a market rate, 

The carrying value of the retained interest is determined by allocating the carrying value of the receivables between the assets sold and the interests retained based on 
relative fair value. The key assumptions used in estimating the fair value for 2009 were an anticipated credit loss ratio of 0.7%, a discount rate of 2 8% and a receivable 
turnover rate of 12.5%. Because (a) the receivables generally turnover in less than two months, (b) credit losses are reasonably predictable due to Duke Energy Ohio's broad 
customer base and lack of significant concentration, and (c) the purchased beneficial interest is subordinate to all retained interests and thus would absorb losses first, the 
allocated bases of the subordinated notes are not materially different than their face value The hypothetical effect on the fair value of the retained interests assuming both a 
10% and a 20% unfavorable variation in credit losses or discount rates is not material due to the short turnover of receivables and historically low credit loss history. Interest 
accrues to Duke Energy Ohio and Duke Energy Kentucky on the retained interests using the accretable yield method, which generally approximales the stated rate on the 
notes since the allocated basis and the face value are nearly equivalent. An impairment charge is recorded against the carrying value of both the retained interests and 
purchased beneficial interest whenever it is determined that an other-than-temporary impairment has occurred. 

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

Three Months Ended 
March 31, 2009 

II' sales - __ ... .. ._._ .._ - _-_ .. .. .. . . -. .. . . . ... -.-LI::--: . . . - .. .- .. . . I 

,-___.. Cash flows ~ -__-_________.___.I_-.__-_--I_ __ 
E a & P L o ~ ~ ~ r ~ a b J e * . . .  .-. ~ __ .. ... -_ ~- - ~ _L::..:=-Il 6. -__I_ m 

., - 
958 

-. -- 

-- 
Collection fees received 

monthly utilizing a three year weighted average formula that considers charge-off history, late charge history, and turnover history on the sold receivables, as well as a 
component for the time value of money. The discount rate, or component for the time value of money, is calculated monthly by summing the prior month-end LIBOR rate plus a 
fixed rate of 2.39%. 

16. Subsequent Events 
For information on subsequent events related to regulatory matters and commitments and contingencies, see Notes 10 and 11, respectively. 
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Item 2. Management's Discussion and Analysis of Financial Condition and Results of Operations. 

INTRODUCTION 

PART I 

Management's Discussion and Analysis should be read in conjunction with the Unaudited Consolidated Financial Statements. 
Duke Energy Ohio, Inc. (Duke Energy Ohio) is a wholly-owned subsidiary of Cinergy Corp. (Cinergy) Cinergy is a wholly-owned subsidiary of Duke Energy Corporation 

(Duke Energy). Duke Energy Ohio's principal lines of business include generation, transmission and distribution of electricity, the sale of andlor transportation of natural gas, 
and energy marketing. 

BASIS OF PRESENTATION 

10-61. 

DUKE ENERGY OHIO 

The results of operations and variance discussion for Duke Energy Ohio is presented in a reduced disclosure format in accordance with General Instructions H(2) of Form 

Three Months Ended 
March 31, 

Increase 
2009 2008 (Decrease) 
- - -  

Net Income 
The $48 million decrease in Duke Energy Ohio's Net Income was primarily due to the following factors: 

Operating Revenues The increase was primarily driven by: 

* A $52 million increase in retail electric revenues resulting from higher retail pricing principally related to the implementation of the Electric Security Plan (ESP) in 2009; 

A $27 million increase in revenues due to higher generation volumes and PJM capacity revenues from the Midwest gas-fired assets in 2009 compared to 2008; and 

A $23 million increase in net mark-tc-market revenues on non-qualifying power and capacity hedge contracts, consisting of mark-to-market gains of $9 million in 2009 
compared to losses of $14 million in 2008 

Partially offsetting these increases were: 

* A $47 million decrease in regulated fuel revenues driven primarily by lower natural gas costs and reduced sales; 

* A $13 million decrease in retail electric revenues resulting from lower retail volumes due to the overall declining economic conditions, which are primarily impacting the 
industrial sector; 

A $12 million decrease in wholesale electric revenues due to lower generation margin and hedge realization in 2009 compared to 2008; . 
* A $9 million decrease related to native load due to milder weather in 2009 compared to 2008; and 

* A $9 million decrease in retail electric revenues resuning from the expiration of the Ohio electric Regulatory Transition Charge (RTC) for residential customers 
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Operating Expenses The increase was primarily driven by: 

* A $66 million increase in mark-to-market fuel expense on non-qualifying fuel hedge contracts, consisting of mark-to-market losses of $8 million in 2009 compared to 
gains of $58 million in 2008; 

A $21 million increase in fuel and operating expenses for the Midwest gas-tired assets primarily due to higher generation volumes in 2009 compared to 2008; 

. A $16 million increase in plant maintenance expenses resulting from increased plant outages and maintenance in 2009 compared to 2008; and 

. 
Partially offsetting these increases were: 

. 

A $9 million increase in operating and maintenance expenses primarily due to higher storm costs largely driven by the impact of an ice storm in January 2009 

A $52 million decrease in regulated fuel expense primarily due to lower natural gas costs and reduced purchases; and 

* 

Gains on Sales of OtherAssets and Other. net The decrease in 2009 as compared to 2008 is attributable to lower gains on sales of emission allowances in 2009 

Other h o m e  and Expenses, net The decrease in 2009 as compared to 2008 is primarily attributable to reduced interest income on the subordinated note from Cinergy 

lnterest Expense The increase was primarily due to higher debt balances in the first quarter of 2009 as compared to the same period in 2008. 
h o m e  Tax Expense The decrease was primarily the result of lower pre-tax income. 

Matters lmpactlng Future Results 
Duke Energy Ohio evaluates the carrying amount of its recorded goodwill for impairment under the guidance of SFAS No 142, "Goodwill and lntangible Assets." For 

further information on key assumptions that impact Duke Energy Ohio's goodwill impairment assessments, see Critical Accounting Policy for Goodwill Impairment in Duke 
Energy Ohio's Form 10-K for the year ended December 31, 2008. As of the date of the August 2008 annual impairment test, the fair value of Duke Energy Ohio's reporting units 
exceeded their respective carrying values, thus no goodwill impairment charges were recorded. However, management is continuing to monitor the impact of recent market and 
economic events to determine if it is more likely than not that the carrying values of Duke Energy Ohio's reporting units have been impaired. Should any such triggering events 
or circumstances occur in 2009 prior to the annual August 2009 testing date that would more likely than not reduce the fair value of a reporting unit below its carrying value, 
management would perform an interim detailed impairment test of Duke Energy Ohio's goodwill and it is possible that goodwill impairment charges could be recorded as a 
result of these tests. At March 31, 2009, Duke Energy Ohio had goodwill of approximately $2,360 million. 

A $9 million decrease in regulatory asset amortization resulting from the expiration of the Ohio electric RTC for residential customers. 

compared to 2008. 

Receivables Company, LLC, a wholly-owned subsidiary of Cinergy, to which Duke Energy Ohio sells certain of its accounts receivable, resulting from lower interest rates and a 
reduction in interest income accrued for uncertain income tax positions. 
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Item 4. Controls and Procedures. 

Disclosure Controls and Procedures 
Disclosure controls and procedures are controls and other procedures that are designed to ensure that information required to be disclosed by Duke Energy Ohio in the 

reports it files or submits under the Securities Exchange Act of 1934 (Exchange Act) is recorded, processed, summarized, and reported, within the time periods specified by the 
Securities and Exchange Commission's (SEC) rules and forms. 

Disclosure controls and procedures include, without limitation, controls and procedures designed to provide reasonable assurance that information required to be 
disclosed by Duke Energy Ohio in the reports it files or submits under the Exchange Act is accumulated and communicated to management, including the Chief Executive 
Officer and Chief Financial Officer, as appropriate, to allow timely decisions regarding required disclosure. 

Under the supervision and with the participation of management, including the Chief Executive Officer and Chief Financial Officer, Duke Energy Ohio has evaluated the 
effectiveness of its disclosure controls and procedures (as such term is defined in Rule 13a-l5(e) and 15d-I5(e) under the Exchange Act) as of March 31, 2009, and, based 
upon this evaluation, the Chief Executive Officer and Chief Financial Officer have concluded that these controls and procedures are effective in providing reasonable assurance 
of compliance. 

Changes in Internal Control over Flnanclal Reportlng 

changes in internal control over financial reporting (as such term is defined in Rules 13a-I5(f) and 15d-150 under the Exchange Act) that occurred during the fiscal quarter 
ended March 31, 2009 and have concluded no change has materially affected, or is reasonably likely to materially affect, internal control over financial reporting. 

Under the supervision and with the participation of management, including the Chief Executive Officer and Chief Financial Officer, Duke Energy Ohio has evaluated 
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Item 1. Legal Proceedings 

Consolidated Financial Statements, "Regulatory Matters" and Note 11 to the Consolidated Financial Statements, "Commitments and Contingencies." 

Item I A .  Risk Factors 

Ohio's Annual Report on Form 10-K for the year ended December 31, 2008, which could materially affect Duke Energy Ohio's financial condition or future results. Additional 
risks and uncertainties not currently known to Duke Energy Ohio or that Duke Energy Ohio currently deems to be immaterial also may adversely affect Duke Energy Ohio's 
financial condition andlor results of operations. 

For information regarding legal proceedings that became reportable events or in which there were material developments in the first quarter of 2009. see Note 10 to the 

In addition to the other information set forth in this report, careful consideration should be given to the factors discussed in Part I, "Item IA ,  Risk Factors" in Duke Energy 
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Item 6. Exhibits 

(a) Exhiblts 

constituting management contracts or compensatory plans or anangements are designated by a double asterisk (*'). 
Exhibits filed or furnished herewith are designated by an asterisk r). All exhibits not so designated are incorporated by reference to a prior filing, as indicated. Items 

Exhibit 
Number 

4 1" Fortieth Supplemental Indenture, dated as of March 23, 2009 to the First Mortgage, dated as of August 1, 1936, between Duke Energy Ohio, Inc. and The 
Bank of New York Mellon Trust Company, N A ,  as successor trustee (filed on Form 8-K of Duke Energy Ohto, March 24,2009, File No 1-01232, as 
Exhibit 4 1). 

10.1*' Underwriting Agreement, dated March 18. 2009, between Duke Energy Ohio, Inc. and Barclays Capital Inc., Deutsche Bank Securities Inc , SunTrust 
Robinson Humphrey, Inc. and UBS Securities LLC, as representatives of the several underwriters named therein (filed on Form 8-K of Duke Energy Ohio, 
March 24, 2009. File No. 1-01232, as Exhibit 4.1). 

Certification of the Chief Executive Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. 

Certification of the Chief Financial Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. 

Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002. 

Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002. 

"31.1 

'31.2 

'32.1 

'32.2 
The total amount of securities of the registrant or its subsidiaries authorized under any instrument with respect to long-term debt not filed as an exhibit does not exceed 

10% of the total assets of the registrant and its subsidiaries on a consolidated basis The registrant agrees, upon request of the Securities and Exchange Commission, to 
furnish copies of any or all of such instruments to it. 
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SIGNATURES 

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on Its behalf by the undersigned 
thereunto duly authorized. 

DUKE ENERGY OHIO, INC. 

Date: May 13, 2009 

Date: May 13, 2009 
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lsl DAVID L. HAUSER 
David L. Hauser 

Grow Executive and 
Chief'Financial Officer 

Is/ STEVEN K. YOUNG 
Steven K. Young 

Senior Vice President and 
Controller 
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EXHIBIT 31.1 

CERTIFICATION OF THE CHIEF EXECUTIVE OFFICER 
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002 

I ,  James E. Rogers, certify that: 

1) I have reviewed this quarterly report on Form 10-Q of Duke Energy Ohio, Inc.; 

2) Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in 
light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report; 

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition, 
results of operations and cash flows of the registrant as of, and for, the periods presented in this report; 

The registrant's other certifying ofiicer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 
13a-l5(e) and 15d-I5(e)) and internal conlrol over financial reporting (as defined in Exchange Acts Rules 13a-15(0 and 15d-15(0) for the registrant and have: 

a) 

3) 

4) 

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that 
material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the 
period in which this report is being prepared; 

Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide 
reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally 
accepted accounting principles; 

Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the 
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and 

Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most recent fiscal quarter (the 
registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant's internal 
control over financial reporting; and 

b) 

c) 

d) 

5)  The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant's auditors 
and the audit committee of the registrant's board of directors (or persons performing the equivalent functions): 

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely 
affect the registrant's ability to record, process, summarize and report financial information; and 

Any fraud, whether or not material. that involves management or other employees who have a significant role in the registrant's internal control over financial 
reporting. 

b) 

Date: May 13, 2009 

Is1 JAMES E. ROGERS 
James E. Rogers 

Chief Executive Officer 

Source: Duke Energy Ohio, In, 10-Q, May 13, 2009 
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CERTIFICATION OF THE CHIEF FINANCIAL OFFICER 
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002 

I ,  David L. Hauser, certify that: 

I )  

2) 

I have reviewed this quarterly report on Form 10-9 of Duke Energy Ohio, Inc.; 

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in 
light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report; 

Based on my knowledge, the financial statements. and other financial information included in this report, fairly present in all material respects the financial condition. 
results of operations and cash flows of the registrant as of, and for, the periods presented in this report; 

The registrant's other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 
13a-l5(e) and 15d-?5(e)) and internal control over financial reporting (as defined in Exchange Acts Rules 13a-I5(f) and 15d-I5(f)) for the registrant and have: 

a) 

3) 

4) 

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that 
material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the 
period in which this report is being prepared; 

Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide 
reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally 
accepted accounting principles; 

Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the 
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and 

Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most recent fiscal quarter (the 
registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant's internal 
control over financial reporting; and 

b) 

c) 

d) 

5) The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting. to the registrant's auditors 
and the audit committee of the registrant's board of directors (or persons performing the equivalent functions): 

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely 
affect the registrant's ability to record, process, summarize and report financial information; and 

Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal control over financial 
reporting. 

b) 

Date: May 13. 2009 

Is/  DAVID L. HAUSER -- 
David L. Hauser 

Group Executive and 
Chief Financial Officer 

Source: Duke Energy Ohio, In, 10-Q, May 13, 2009 



EXHIBIT 32.1 

CERTIFICATION PURSUANT TO 
18 U.S.C. SECTION 1350, 

AS ADOPTED PURSUANT TO 
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

In connection with the Quarterly Report of Duke Energy Ohio, Inc. ("Duke Energy Ohio") on Form 10-9 for the period ending March 31, 2009 as filed with the Securities 
and Exchange Commission on the date hereof (the "Report"). I, James E. Rogers, Chief Executive Officer of Duke Energy Ohio, certify, pursuant to 18 U S C. section 1350, as 
adopted pursuant to section 906 of the Sarbanes-Oxley Act of 2002, that: 

( 1 )  

(2) 

The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934: and 

The information contained in the Report fairly presents, in all material respects, the financial condition and resulls of operations of Duke Energy Ohio. 

Is/  JAMES E. ROGERS 
James E. Rogers 

Chief Executive Officer 
May 13,2009 

Source: Duke Energy Ohio, In, 10-Q, May 13, 2009 



EXHIBIT 32.2 

CERTIFICATION PURSUANT TO 
18 U.S.C. SECTION 1350, 

AS ADOPTED PURSUANT TO 
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

In connection with the Quarterly Report of Duke Energy Ohio, Inc. ("Duke Energy Ohio") on Form 10-Q for the period ending March 31, 2009 as filed with the Securities 
and Exchange Commission on the date hereof (the "Report"), I, David L. Hauser, Group Executive and Chief Financial Officer of Duke Energy Ohio, certify, pursuant to 18 
U.S C section 1350, as adopted pursuant to section 906 of the Sarbanes-Oxley Act of 2002, that: 

(1) 

(2) 

The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and 

The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of Duke Energy Ohio 

- / S I  DAVID L. HAUSER 
David L. Hauser 

Group Executive and Chief Financial Officer 
May 13, 2009 

Created by I OKWizard w ~ w v .  IOKWi,md.com 

Saurce: Duke Energy Ohio, In, 1042, May 13, 2009 
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EXHIBIT INDEX E- 1 

CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING INFORMATION 

This document includes forward-looking statements within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 
1934. Forward-looking statements are based on management's beliefs and assumptions These forward-looking statements are identified by terms and phrases such as 
"anticipate," "believe," "intend," "estimate," "expect," "continue," "should," "could," "may," "plan," "project," "predict," "will," "potential," "forecast," "target," and similar expressions. 
Forward-looking statements involve risks and uncertainties that may cause actual results to be materially different from the results predicted. Factors that could cause actual 
results to differ materially from those indicated in any forward-looking statement include, but are not limited to: 

State and federal legislative and regulatory initiatives, including costs of compliance with existing and future environmental requirements; 

- State and federal legislative and regulatory initiatives and rulings that affect cost and investment recovery or have an impact on rate structures; 

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

* Industrial, commercial and residential growth in Duke Energy Ohio, Inc.3 (Duke Energy Ohio) service territories; 

Additional competition in electric markets and continued industry consolidation; 

- The influence of weather and other natural phenomena on Duke Energy Ohio's operations, including the economic, operational and other effects of storms, hurricanes, 
droughts and tornados; 

The timing and extent of changes in commodity prices and interest rates: * 

* Unscheduled generation outages, unusual maintenance or repairs and electric transmission system constraints; 

. The performance of electric generation facilities; 

. The results of financing efforts, including Duke Energy Ohio's ability to obtain financing on favorable terms. which can be affected by various factors, including Duke 
Energy Ohio's credit ratings and general economic conditions; 

Declines in the market prices of equity securities and resultant cash funding requirements of Duke Energy Ohio for Cinergy Corp.'s defined benefit pension plans; . 
Source: Duke Energy Ohio, In, 10-K, March 13, 2009 



- The level of credit worthiness of counterparties to Duke Energy Ohio's transactions; 

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

* Growth in opportunities for Duke Energy Ohio's business units, including the timing and success of efforts to develop domestic power and other projects; and 

The effect of accounting pronouncements issued periodically by accounting standard-setting bodies. 
In light of these risks, uncertainties and assumptions, the events described in the forward-looking statements might not occur or might occur to a different extent or at a 

different time than Duke Energy Ohio has described. Duke Energy Ohio undertakes no obligation to publicly update or revise any forward-looking statements, whether as a 
resun of new information, future events or otherwise. 

Source: Duke Energy Ohio, In, lfl-K, March 13, 2009 
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Item 1. Business. 

GENERAL 
Overview. Duke Energy Ohio, Inc. (Duke Energy Ohio), an Ohio corporation organized in 1837, is a wholly-owned subsidiary of Cinergy Corp. (Cinergy). Cinergy is a 

wholly-owned subsidiary of Duke Energy Corporation (Duke Energy). Duke Energy Ohio is a combination electric and gas public utility company that provides service in the 
southwestern portion of Ohio and through its wholly-owned subsidiary, Duke Energy Kentucky, Inc. (Duke Energy Kentucky), in nearby areas of Kentucky, as well as electric 
generation in parts of Ohio, Illinois, Indiana and Pennsylvania through Duke Energy Ohio's Commercial Power business segment operations, which are discussed further 
below. Duke Energy Ohio's principal lines of business include generation, transmission and distribution of electricity, the sale of andlor transportation of natural gas, and energy 
marketing. Duke Energy Kentucky's principal lines of business include generation, transmission and distribution of electricity, as well as the sale of andlor transportation of 
natural gas in northern Kentucky. Except where separately noted, references to Duke Energy Ohio herein relate to the consolidated operations of Duke Energy Ohio, including 
Duke Energy Kentucky. 

In the second quarter of 2006, Duke Energy and Cinergy consummated a merger which combined the Duke Energy and Cinergy regulated franchises as well as 
deregulaled generation in the Midwestem United States ( U S )  

Buslness Segments. At December 31, 2008, Duke Energy Ohio operated two business segments, both of which are considered reportable segments under the 
provisions of Financial Accounting Standards Board (FASB) Statement of Financial Accounting Standards (SFAS) No. 131, "Disclosures about Segments of an €nnterprise and 
Related Information": Franchised Electric and Gas and Commercial Power. Duke Energy Ohio's chief operating decision maker regularly reviews financial information about 
each of these business segments in deciding how to allocate resources and evaluate performance. For additional information on each of these business segments, including 
financial information about each reportable business segment, see Note 2 to the Consolidated Financial Statements, "Business Segments." 

The following is a brief description of the nature of operations of each of Duke Energy Ohio's reportable business segments, as well as Other. 
Franchised Electric and Gas. Franchised Electric and Gas consists of Duke Energy Ohio's regulated electric and gas transmission and distribution systems, including its 

regulated electric generation in Kentucky. Franchised Electric and Gas plans, constructs, operates and maintains Duke Energy Ohio's transmission and distribution systems, 
which generate, transmit and distribute electric energy to consumers in southwestern Ohio and northern Kentucky Franchised Electric and Gas also transports and sells natural 
gas in southwestern Ohio and northern Kentucky. These electric and gas operations are subject to the rules and regulations of the Federal Energy Regulatory Commission 
(FERC), the Public Utilities Commission of Ohio (PUCO) and the Kentucky Public Service Commission (KPSC). Substantially all of Franchised Electric and Gas' operations are 
regulated and, accordingly, these operations are accounted for under the provisions of SFAS No. 71, "Accounting for the Effects of Certain Types of Regulation" (SFAS No. 71). 

Franchised Electric and Gas' service area covers about 3,000 square miles with an estimated population of 2.1 million in southern Ohio and northern Kentucky. 
Franchised Electric and Gas supplies electric service to approximately 820,000 residential, commercial and industrial customers over approximately 19,500 miles of distribution 
lines and an approximate 2,500-mile transmission system in Ohio and Kentucky Franchised Electric and Gas provides regulated transmission and distribution services for 
natural gas to approximately 500,000 customers via approximately 7,100 miles of gas mains (gas distribution lines that serve as a common source of supply for more than one 
service line) and service lines See Item 2. "Properties" for further discussion of Franchised Electric and Gas' generating facilities 

emission allowances related to these plants, as well as other contractual positions Commercial Power's asset portfolio comprises approximately 7.550 net megawatts (MW) 
and its generation assets consist of a diversified fuel mix with baseload and mid-merit coal-fired units, as well as combined cycle (CC) and peaking natural gas-fired units. 
Commercial Power's portfolio includes the five Midwestem gas-fired generation assets that were transferred from Duke Energy in 2006 See Item 2. "Properties" for further 
discussion of Commercial Power's generating facilities. Most of the generation asset output in Ohio has been contracted through the Rate Stabilization Plan (RSP), which 
expired on December 31, 2008. Effective January 1,2009, Commercial Power began operating under an Electric Security Plan (ESP), which expires on December 31, 2011. As 
a result of the approval of the ESP, certain of Commercial Power's operations reapplied the provisions of SFAS No. 71 effective December 17, 2008. See Notes 1 and 4, 
"Summary of Significant Accounting Policies," and "Regulatory Matters," to the Consolidated Financial Statements, respectively, for a discussion of the reapplication of SFAS 
No. 71 to certain of Commercial Power's operations, as well as for further discussion related to the RSP and ESP. 

Commercial Power. Commercial Power owns, operates and manages power plants and engages in the wholesale marketing and procurement of electric power, fuel and 

3 
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Other. The remainder of Duke Energy Ohio's operations is presented as Other. While it is not considered a business segment, Other for Duke Energy Ohio includes 
certain allocated governance costs. 

General. Duke Energy Ohio is an Ohio corporation. Duke Energy Ohio's principal executive ofiices are located at 139 East Fourth Street, Cincinnati, Ohio 45202. The 
telephone number is 704-594-6200. Duke Energy Ohio electronically files reports with the Securities and Exchange Commission (SEC), including annual reports on Form 10-K, 
quarterly reports on Form 10-Q, current reports on Form 8-K and amendments to such reports The public may read and copy any materials that Duke Energy Ohio files with 
the SEC at the SEC's Public Reference Room at 100 F Street, N.E., Washington, D.C. 20549. The public may obtain information on the operation of the Public Reference 
Room by calling the SEC at 1-800-SEC-0330. The SEC also maintains an internet site that contains reports, proxy and information statements. and other information regarding 
issuers that file electronically with the SEC at http:/kvwsec.gov. Additionally, information about Duke Energy Ohio, including its reports filed with the SEC, is available through 
Duke Energy's web site at http:/nYww.dduke-energy.com. Such reports are accessible at no charge through Duke Energy's web site and are made available as soon as 
reasonably practicable afler such material is filed with or furnished to the SEC. 

GLOSSARY OF TERMS 
The following terms or acronyms used in this Form IO-K are defined below: 

Term or Acronym Definltlon 
~ - _ _ _ _  

.___-__ - _ _ L I t z n n u a l l y ~ j ~ t e ~ . c o m ~ ~ - ~ - ~  __ - .. -. - __. .... __ .. 3 

E@ _L.IEmia>:Pn'nciplesBoaLX.__ -"= :I-:-- __ 1 ________ -. ___-=I- - .___.-:-.-I2 

&xw . . __ _ T _ _ ~ ~ g y _ C _ ~ ~ . ~ ~ y - ~ ~ . ~ ~ d ! a ~ ~ ~ )  ~. ~ ____ -1 

EL- 1 3 3 m b u s t i o n  T ~ E ! !  - -.._I I____-..._-..____._.--._-_..__.-.-..... .-...--I 
DOE Department of Energy ;I------ 
POJ.. . . -. . . iOepafltmentotJGkice -. .. . . .. - . .. . . _. .- .-- - __ . . .-. .. . .. .. ... . . ~- ... .. - I 
Duke Energy 

I.p P & ~ g Y K e n t ~ c k Y .  - ..-.____-_ uke EnergWucky..lnc. - ___ _3 

E!IL - - L l E E b b @ ? m c E -  .____ - 2 

;ESP -Electric Security Plan .- _-.--_-3 

AFUDC Allowance for Funds Used During Construction 
- -  

cc Combined Cycle 
__ .__-I-_.____--_ ~ _ _ _ .  . ~ _ ___- . .  

CO2 Carbon dioxide 
.._____________ ~ -.-____-_ 

.. ~ ~ ____ 
__ 

Duke Energy Corporation (collectively with its subsidiaries) 
.. . - .-___ 

Duke Energy Ohio Duke Energy Ohio, Inc. 
- -- ~ ___ --- 

EPA Environmental Protection Agency 
- 

Exempt Wholesale Generator 
- 

EWG -_ .____ @$E.- 1 X.Lnancial  AccounW9.-+&aA .- -__- 3 
FERC Federal Energy Regulatory Commission 

E _- 1 Financial Accounting- Standards Board lnterpretation- __ ..____-..-_._~I 

FE.L I___ ~ . ~ ~ c ~ A ~ ~ o u n ~ g ~ a ~ r ~ B ~ ~ - s ~ a f f - P o ~ i ~  . ..-__-__ ._ ___ . . . . -. ___ . . - ~. _ .... .__- 

E---- ? . - i v n i ! e _ d _ s ~ ~ _ ~ ~ ~ ~ ~ t ~ A ~ c g u n t i n g _ p ~ ! ~ ~ - _ - ~  2 

,._..-___ - . l__)-on_d.On~n!erb~nkof fer~~a~e . .. -.-...--..__I_ ~ .- . .. . .. ... - . . .. . . ....-~I______._..-__ 1 

mBL! I.__ T 3 i l l W r i t i s h t h e n a l . L  ___ .--_-.-.---I 

FPP Fuel and Purchased Power 

1Jnited States Federal Trade Commission 
~ 

FTC 

KPSC Kentucky Public Service Commission ' ~ - - - ~  .. .--_____ 

Midwest I S 0  Midwest Independent Transmission System Operator 
- ___ 

MW Megawatt 

4 
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Term or Acronym Definition 
~ box 1 pitrogen oxide -_ 

puco I -. Public Utilities C o m ! W ~ ~ ! O h i o  ~. ...I_.-__.__..-__I____-__ .. -1 
occ Office of the Ohio Consumers' Counsel 

RSP Rate Stabilization Plan 

PTC 
SAB 

;SEC __ I /Securities and Exchangf?Commission I 
SFAS 

Po2 I Fulfur dioxide I 
ENVIRONMENTAL MATTERS 

environmentai matters. Environmental laws and regulations affecting Duke Energy Ohio include, but are not limited to: 

____ I - Regulatory Transition C h a f r -  

Securities and Exchange Commission Staff Accounting Bulletin 

Statement of Financial Accounting Standards 
- ___ 

Duke Energy Ohio is subject to federal, state and local laws and regulations with regard to air and water quality, hazardous and solid waste disposal and other 

. The Clean Air Act, as well as state laws and regulations impacting air emissions, including State Implementation Plans related to existing and new national ambient air 
quality standards for ozone and particulate matter. Owners andlor operators of air emission sources are responsible for obtaining permits and for annual compliance 
and reporting. 

The Clean Water Act which requires permits for facilities that discharge wastewaters into the environment. . 
- The Comprehensive Environmental Response, Compensation and Liability Act, which can require any individual or entity that currently owns or in the past may have 

owned or operated a disposal site, as well as transporters or generators of hazardous substances sent to a disposal site, to share in remediation costs. 

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

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

* 

* 

(For more information on environmental matters involving Duke Energy Ohio, including possible liability and capital costs, see Notes 4 and 18 to the Consolidated 
Financial Statements, "Regulatory Matters," and "Commitments and Contingencies," respectively.) 

Except to the extent discussed in Note 4 to the Consolidated Financial Statements, "Regulatory Matters," and Note 18 to the Consolidated Financial Statements. 
"Commitments and Contingencies," compliance with current federal, state and local provisions regulating the discharge of materials into the environment, or otherwise 
protecting the environment, is incorporated into the routine cost structure of our various business segments and is not expected to have a material adverse effect on the 
competitive position, consolidated results of operations, cash flows or financial position of Duke Energy Ohio. 

Item I A .  Risk Factors. 
The risk factors discussed herein relate specifically to risks associated with Duke Energy Ohio 

Duke Energy Ohio's electric revenues, earnings and results are dependent on  federal and state legislation and regulation that affect electric generation, 
transmission, distribution and  related activities, which may limit Duke Energy Ohio's ability to recover costs. 

Duke Energy Ohio's franchised electric businesses are regulated on a cost-of-servicelrate-of-return basis subject to the statutes and regulatory commission rules and 
procedures of Ohio and Kentucky. If Duke Energy Ohio's franchised electric earnings exceed the returns established by the state regulatory commissions, Duke Energy Ohio's 
retail electric rates may be subject to review by the commissions and possible reduction, which may decrease Duke Energy Ohio's future earnings. Additionally, if regulatory 
bodies do not allow recovery of costs incurred in providing service on a timely basis, Duke Energy Ohio's future earnings could be negatively impacted. Additionally, certain 
portions of Duke Energy Ohio's Commercial Power operations are regulated on a partial cost-of-servicelrate-of-return basis under the ESP. 
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Duke Energy Ohio's business is subject to extensive regulation that wi l l  affect Duke Energy Ohio's operations and costs. 
Duke Energy Ohio is subject to regulation by FERC and by federal, state and local authorities under environmental laws and by state public utility commissions under laws 

regulating Duke Energy Ohio's businesses. Regulation affects almost every aspect of Duke Energy Ohio's businesses, including, among other things, Duke Energy Ohio's 
ability to: take fundamental business management actions: determine the terms and rates of Duke Energy Ohio's transmission and distribution businesses' services as well as 
its regulated generation business; make acquisitions; issue debt securities; engage in transactions between Duke Energy Ohio's utilities and other subsidiaries and affiliates; 
and pay dividends to its ultimate parent, Duke Energy. Changes to these regulations are ongoing, and Duke Energy Ohio cannot predict the future course of changes in this 
regulatory environment or the ultimate effect that this changing regulatory environment will have on Duke Energy Ohio's businesses. However, changes in regulation (including 
re-regulating previously deregulated markets) can cause delays in or affect business planning and transactions and can substantially increase Duke Energy Ohio's costs. 

New laws or regulations could have a negative impact on  Duke Energy Ohio's results o f  operations, cash flows or financial position. 
Changes in laws and regulations affecting Duke Energy Ohio, including new accounting standards could change the way Duke Energy Ohio is required to record 

revenues, expenses, assets and liabilities These types of regulations could have a negative impact on Duke Energy Ohio's results of operations, cash flows or financial 
position or access to capital. 

Deregulation or restructuring in the electric industry may result in increased competition and unrecovered costs that could adversely affect Duke Energy 
Ohio's consolidated results of operations, cash flows o r  financial position and its utilities' businesses. 

Increased competition resulting from deregulation or restructuring efforts could have a significant adverse financial impact on Duke Energy Ohio and consequently on its 
consolidated results of operations, cash flows or financial position Increased cornpetition could also result in increased pressure to lower costs, including the cost of electricity. 
Duke Energy Ohio cannot predict the extent and timing of entry by additional competitors into the electric markets. Duke Energy Ohio cannot predict when it will be subject to 
changes in legislation or regulation, nor can it predict the impact of these changes on its consolidated results of operations, cash flows or financial position. 

increased volatility. 

Energy Ohio is unable to secure these types of agreements, Duke Energy Ohio's sales volumes would be exposed to increased volatility, Without the benefit of long-term 
customer power purchase agreements. Duke Energy Ohio cannot assure that it will be able to operate profitabiy. The inability to secure these agreements could materially 
adversely affect Duke Energy Ohio's results and business. 

Competition in the unregulated markets in which Duke Energy Ohio operates may adversely affect the growth and profitability o f  Duke Energy Ohio's 
business. 

Duke Energy Ohio may not be able to respond in a timely or effective manner to the many changes designed to increase competition in the electricity industry. To the 
extent competitive pressures increase, the economics of Duke Energy Ohio's business may come under long-term pressure. 

Duke Energy Ohio may also face competition from new competitors that have greater financial resources than Duke Energy Ohio does, seeking attractive opportunities to 
acquire or develop energy assets or energy trading operations both in the United States and abroad. These new competitors may include sophisticated financial institutions, 
some of which are already entering the energy trading and marketing sector, and international energy players, which may enter regulated or unregulated energy businesses. 
This competition in generation assets in non-regulated competitive markets may adversely affect Duke Energy Ohio's ability to make investments or acquisitions. 

Duke Energy Ohio may be unable to secure long-term powersales agreements or transmission agreements, which could expose Duke Energy Ohio's sales to 

In the future. Duke Energy Ohio may not be able to secure long-term power sales agreements for Duke Energy Ohio's unregulated power generation facilities. If Duke 
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Duke Energy Ohio must meet credit quality standards and there is no  assurance that Duke Energy Ohio wi l l  maintain investment grade credit ratings. If Duke 
Energy Ohio o r  its rated subsidiary is unable to maintain an investment grade credit rating, it would be  required under credit agreements to provide collateral in the 
form of letters of credit o r  cash, which may materially adversely affect its liquidity. 

Both Duke Energy Ohio's and its rated subsidiary's senior unsecured long-term debt is rated investment grade by various rating agencies. Duke Energy Ohio cannot be 
sure that its or its rated subsidiary's senior unsecured long-term debt will continue to be rated investment grade. 

If the rating agencies were to rate Duke Energy Ohio or its rated subsidiary below investment grade, Duke Energy Ohio's borrowing costs would increase, perhaps 
significantly. In addition, Duke Energy Ohio would likely be required to pay a higher interest rate in future financings, and its potential pool of investors and funding sources 
would likely decrease. Any downgrade or other event negatively affecting the credit ratings of Duke Energy Ohio or its rated subsidiary could also increase Cinergy's or Duke 
Energy's need to provide liquidity in the form of capital contributions or loans, thus reducing the liquidity and borrowing availability of the consolidated group 

payments. All of these events would likely reduce Duke Energy Ohio's liquidity and profitability and could have a material adverse effect on its consolidated results of 
operations, cash flows or financial position. 

Duke Energy Ohio relies on access to short-term intercompany borrowings and longer-term capital markets to finance its capital requirements and support its 
liquidity needs, and Duke Energy Ohio's access to those markets can be  adversely affected b y  a number o f  conditions, many of which are beyond its control. 

Duke Energy Ohio's business is financed to a large degree through debt and the maturity and repayment profile of debt used to finance investments often does not 
correlate to cash flows from its assets. Accordingly, Duke Energy Ohio relies on access to short-term borrowings via Duke Energy's money pool arrangement and financings 
from longer-term capital markets as a source of liquidity for capital requirements not satisfied by the cash flow from its operations and to fund investments originally financed 
through debt instruments with disparate maturities. If Duke Energy Ohio is not able to access capital at competitive rates or Duke Energy Ohio cannot obtain short-term 
borrowings via the money pool arrangement, its ability to finance its operations and implement its strategy could be adversely affected. 

include: economic downturns; the bankruptcy of an unrelated energy company; capital market conditions generally; market prices for electricity and gas; terrorist attacks or 
threatened attacks on Duke Energy Ohio's facilities or unrelated energy companies; or the overall health of the energy industry. Restrictions on Duke Energy Ohio's ability to 
access financial markets may also affect its ability to execute its business plan as scheduled An inability to access capital may limit Duke Energy Ohio's ability to pursue 
improvements or acquisitions that it may otherwise rely on for future growth. 

entities. These facilities typically include financial covenants which limit the amount of debt that can be outstanding as a percentage of the total capital for the specific entity. 
Failure to maintain these covenants at a particular entity could preclude that entity from issuing commercial paper or letters of credit or borrowing under the revolving credit 
facility and could require other of Duke Energy Ohio's affiliates to immediately pay down any outstanding drawn amounts under other revolving credit agreements. 

A downgrade below investment grade could also trigger termination clauses in some interest rate and foreign exchange derivative agreements, which would require cash 

Market disruptions may increase Duke Energy Ohio's cost of borrowing or adversely affect its ability to access one or more financial markets. Such disruptions could 

Duke Energy Ohio's uRimate parent, Duke Energy, maintains revolving credit facilities to provide back-up for commercial paper programs and/or letters of credit at various 

Current levels o f  market volatility are unprecedented. 
The capital and credit markets have been experiencing extreme volatility and disruption. In recent months, the volatility and disruption have reached unprecedented levels. 

In some cases, the markets have exerted downward pressure on credit capacity for certain issuers. If current levels of market disruption and volatility continue or worsen, Duke 
Energy Ohio may be forced to meet its other liquidity needs by further drawing upon contractually committed lending agreements primarily provided by global banks, although 
there is no assurance that the commitments made by lenders under Duke Energy's master credit facility will be available if needed due to the recent turmoil throughout the 
financial services industry. This could require Duke Energy Ohio to seek other funding sources. However, under such extreme market conditions. there can be no assurance 
other funding sources would be available or sufficient. 

Duke Energy Ohio is exposed to credit risk o f  customers and counterparties with whom it does business. 
Adverse economic conditions affecting, or financial difficulties of customers and counterparties with whom Duke Energy Ohio does business could impair the ability of 

these customers and counterparties to pay for Duke Energy Ohio's services or fulfill their contractual 
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obligations, including loss recovery payments under insurance contracts or cause them to delay such payments or obligations Duke Energy Ohio depends on these customers 
and counterparties to remit payments on a timely basis. Any delay or default in payment could adversely affect Duke Energy Ohio's consolidated results of operations, cash 
flows or financial position. 

Poor investment performance of Cinergy's pension plan holdings and other factors impacting pension plan costs could unfavorably impact Duke Energy 
Ohio's liquidity and results of operations. 

Duke Energy Ohio participates in certain employee benefit plans sponsored by its parent, Cinergy Duke Energy Ohio is allocated costs and obligations related to these 
plans. Cinergy's costs of providing non-contributory defined benefit pension plans are dependent upon a number of factors, such as the rates of return on plan assets, discount 
rates, the level of interest rates used to measure the required minimum funding levels of the plans, future government regulation and required or voluntary contributions made to 
the plans. While Cinergy has complied with the minimum funding requirements as of December 31, 2008, Cinergy's qualified pension plans had obligations which exceeded the 
value of plan assets by approximately $882 million Without sustained growth in the pension investments over time to increase the value of plan assets and depending upon the 
other factors impacting Cinergy's costs as listed above, Duke Energy Ohio could be required to fund its parent's plans with significant amounts of cash. Such cash funding 
obligations could have a material impact on Duke Energy Ohio's consolidated results of operations, cash flows or financial position. 

Duke Energy Ohio is subject to numerous environmental laws and regulations that require significant capital expenditures, can increase its cost o f  
operations, and which may impact o r  limit its business plans, o r  expose it to environmental liabilities. 

Duke Energy Ohio is subject to numerous environmental laws and regulations affecting many aspects of its present and future operations, including air emissions (such as 
reducing nitrogen oxide, sulfur dioxide and mercury emissions or potential future control of greenhouse gas emissions), water quality, wastewater discharges, solid waste and 
hazardous waste. These laws and regulations can result in increased capital, operating and other costs. These laws and regulations generally require Duke Energy Ohio to 
obtain and comply with a wide variety of environmental licenses, permits, inspections and other approvals. Compliance with environmental laws and regulations can require 
significant expenditures, including expenditures for clean up costs and damages arising out of contaminated properties, and failure to comply with environmental regulations 
may result in the imposition of fines, penalties and injunctive measures affecting operating assets. The steps Duke Energy Ohio takes to ensure that its facilities are in 
compliance could be prohibitively expensive. As a result, Duke Energy Ohio may be required to shut down or alter the operation of its facilities, which may cause it to incur 
losses. Further, Duke Energy Ohio's regulatory rate structure and its contracts with customers may not necessarily allow it to recover capital costs Duke Energy Ohio incurs to 
comply with new environmental regulations. Also, Duke Energy Ohio may not be able to obtain or maintain from time to time all required environmental regulatory approvals for 
its operating assets or development projects. If there is a delay in obtaining any required environmental regulatory approvals, if Duke Energy Ohio fails to obtain and comply 
with them or if environmental laws or regulations change and become more stringent, then the operation of Duke Energy Ohio's facilities or the development of new facilities 
could be prevented, delayed or become subject to additional costs. Although it is not expected that the costs of complying with current environmental regulations will have a 
material adverse effect on Duke Eneruv Ohio's consolidated results of ooerations. cash flows or financial oosition. no assurance can be made that the costs of comokinu with 

I ,  I 

environmental regulations in the futurebill not have such an effect 

(COz), and such regijation could result in the creation of substantial compliance costs 

' 

There is growin consensus that some form of regulation will be forthcoming at the federal level with respect to greenhouse gas emissions, including carbon dioxide 

In addition, Duke Energy Ohio is generally responsible for on-site liabilities, and in some cases off-site liabilities, associated with the environmental condition of Duke 
Energy Ohio's power generation facilities and natural gas assets which it has acquired or developed, regardless of when the liabilities arose and whether they are known or 
unknown. In connection with some acquisitions and sales of assets, Duke Energy Ohio may obtain, or be required to provide, indemnification against some environmental 
liabilities. If Duke Energy Ohio incurs a material liability, or the other party to a transaction fails to meet its indemnification obligations to Duke Energy Ohio, Duke Energy Ohio 
could suffer material losses 

Duke Energy Ohio is involved in numerous legal proceedings, rhe outcomes o f  which are uncertain, and resolution adverse to Duke Energy Ohio could 

Duke Energy Ohio is subject to numerous legal proceedings. Litigation is subject to many uncertainties and Duke Energy Ohio cannot predict the outcome of individual 
negatively affect its consolidated results o f  operations, cash flows or  financial position. 

matters with assurance. It is reasonably possible that the final resolution of some of the matters in which Duke Energy Ohio is involved could require it to make additional 
expenditures, in excess of established reserves, over an extended period 

8 

Source: Duke Energy Ohio, In, 10-K, March 13, 2009 



~- 
Table of Contents 
PART I 

of time and in a range of amounts that could have a material effect on its consolidated results of operations and cash flows. Similarly, it is reasonably possible that the terms of 
resolution could require Duke Energy Ohio to change its business practices and procedures, which could also have a material effect on its consolidated results of operations, 
cash flows or financial position. 

levels in the market prices of commodities, a l l  of which are beyond Duke Energy Ohio's control. 

demand for electricity as a result of economic downturns in Duke Energy Ohio's franchised electric service territories will reduce overall electricity sales and lessen Duke 
Energy Ohio's cash flows, especially as its industrial customers reduce production and, therefore, consumption of electricity and gas. Although Duke Energy Ohio's franchised 
electric business is subject to regulated allowable rates of return and recovery of fuel costs under a fuel adjustment clause, overall declines in electricity sold as a result of 
economic downturn or recession could reduce revenues and cash flows, thus diminishing results of operations. Additionally, prolonged economic downturns that negatively 
impact Duke Energy Ohio's result of operations and cash flows could result in future material impairment charges being recorded to write down the carrying value of certain 
assets, including goodwill, to their respective fair values. 

Duke Energy Ohio also sells electricity into !he spot market or other competitive power markets on a contractual basis With respect to such transactions, Duke Energy 
Ohio is not guaranteed any rate of return on Duke Energy Ohio's capital investments through mandated rates, and Duke Energy Ohio's revenues and results of operations are 
likely to depend, in large part, upon prevailing market prices in Duke Energy Ohio's regional markets and other competitive markets. These market prices may fluctuate 
substantially over relatively short periods of time and could reduce Duke Energy Ohio's revenues and margins and thereby diminish its consolidated results of operations. 

Duke Energy Ohio's consolidated results of operations may be negatively affected b y  sustained downturns o r  sluggishness in the economy, including low 

Sustained downturns or sluggishness in the economy generally affect the markets in which Duke Energy Ohio operates and negatively influence its operations. Declines in 

Factors that could impact sales volumes, generation of electricity and market prices at which Duke Energy Ohio is able to sell electricity are as follows: 

* weather conditions, including abnormally mild winter or summer weather that cause lower energy usage for heating or cooling purposes, respectively, and periods of 
low rainfall that decrease Duke Energy Ohio's ability to operate its facilities in an economic manner; 

supply of and demand for energy commodities; - 
illiquid markets including reductions in trading volumes which result in lower revenues and earnings; 

* general economic conditions, including downturns in the US.  or other economies which impact energy consumption particularly in which sales to industrial or large 
commercial customers comprise a significant portion of total sales; 

transmission or transportation constraints or inefficiencies which impact Duke Energy Ohio's non-regulated energy operations: * 

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

natural gas prices: 

* ability to procure satisfactory levels of fuel supplies and inventory, such as coal and natural gas; 

electric generation capacity surpluses which cause Duke Energy Ohio's non-regulated energy plants to generate and sell less electricity at lower prices and may cause 
some plants to become non-economical to operate; 

capacity and transmission service into, or out of, Duke Energy Ohio's markets; * 

* natural disasters, acts of terrorism, wars, embargoes and other catastrophic events to the extent they affect Duke Energy Ohio's operations and markets, as well as the 
cost and availability of insurance covering such risks; and 

federal, and state energy and environmental regulation and legislation * 

Duke Energy Ohio's operating results may fluctuate on a seasonal and quarterly basis. 
Electric power generation is generally a seasonal business. In most parts of the United States and in markets in which Duke Energy Ohio operates, demand for electricity 

peaks during the warmer summer months and demand for natural gas peaks during the cold winter months, with market prices also peaking during !he warmer summer months 
for electricity and cold winter months for natural gas. Further, extreme weather conditions such as heat waves or winter storms could cause these seasonal fluctuations to be 
more pronounced. As a result, in the future, the overall operating results of Duke Energy Ohio's businesses may fluctuate substantially on a seasonal and quarterly basis and 
thus make period comparison less relevant. 
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Potential terrorist activities o r  military o r  other actions could adversely affect Duke Energy Ohio's business. 
The continued threat of terrorism and the impact of retaliatory military and other action by the United States and its allies may lead to increased political, economic and 

financial market instability and volatility in prices for natural gas and oil which may materially adversely affect Duke Energy Ohio in ways it cannot predict at this time. In 
addition, future acts of terrorism and any possible reprisals as a consequence of action by the United States and its allies could be directed against companies operating in the 
United States. Infrastructure and generation facilities could be potential targets of terrorist activities. The potential for terrorism has subjected Duke Energy Ohio's operations to 
increased risks and could have a material adverse effect on Duke Energy Ohio's business. In particular, Duke Energy Ohio may experience increased capital and operating 
costs to implement increased security for its plants, such as additional physical plant security, additional security personnel or additional capability following a terrorist incident. 

The insurance industry has also been disrupted by these events. As a result, the availability of insurance covering risks that Duke Energy Ohio and its competitors typically 
insure against may decrease. In addition, the insurance Duke Energy Ohio is able to obtain may have higher deductibles, higher premiums and more restrictive policy terms. 

Additional risks and uncertainties not currently known to Duke Energy Ohio or that Duke Energy Ohio currently deems to be insignificant also may adversely affect Duke 
Energy Ohio's consolidated results of operations, cash flows or financial condition. 

Item 18. Unresolved Staff Comments. 

Item 2. Properties. 

None. 

FRANCHISED ELECTRIC AND GAS 

with a net capacity of 501 MW. Franchised Electric and Gas also owns two underground caverns with a total storage capacity of approximately 16 million gallons of liquid 
propane. The stations and caverns are located in Ohio and Kentucky. 

700 miles of 100 to 161 kilovolts, and 800 miles of 13 to 69 kilovolts. Duke Energy Ohio also owned approximately 19,500 conductor miles of electric distribution lines, including 
14,000 miles of overhead lines and 5,500 miles of underground lines, as of December 31, 2008 and approximately 7,100 miles of gas mains and service lines. As of 
December 31, 2008, the electric transmission and distribution systems had approximately 280 substations. In addition, Duke Energy Ohio has access to 5.5 million gallons of 
liquid propane storage and product loaned through a commercial services agreement with a third party. This liquid propane is used in the three propanelair peak shaving plants 
located in Ohio and Kentucky. Propanelair peak shaving plants vaporize the propane and mix with natural gas to supplement the natural gas supply during peak demand 
periods and emergencies. 

As of December 31, 2008, Franchised Electric and Gas operated two coal-fired stations with a combined net capacity of 577 MW and one combustion turbine (CT) station 

In addition, as of December 31, 2008, Duke Energy Ohio owned approximately 2,500 conductor miles of electric transmission lines, including 1,000 miles of 345 kilovolts, 

Substantially all of Franchised Electric and Gas' electric plant in service is mortgaged under the mortgage bond indenture of Duke Energy Ohio 

COMMERCIAL POWER 
As of December 31, 2008. Commercial Power jointly owns six coal-fired stations with a combined net capacity of 3,529 MW, of which Duke Energy Ohio operates three. 

Commercial Power also owns and operates five CT stations, one of which is jointly owned, with a combined net capacity of 1,544 MW and three CC stations with a combined 
net capacity of 2.480 MW. The stations are located in Ohio, Illinois, Indiana and Pennsylvania. 

Item 3. Legal Proceedings. 

and Note 18 to the Consolidated Financial Statements, "Commitments and Contingencies-Litigation" and "Commitments and Contingencies-Environmental." 
For information regarding legal proceedings, including regulatory and environmental matters, see Note 4 to the Consolidated Financial Statements, "Regulatory Matters" 
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Item 5. Market for Registrant's Common Equity, Related Stockholder Matters and Issuer Purchases of Equity Securities. 
Cinergy owns all of the common stock of Duke Energy Ohio. Duke Energy owns all of the common stock of Cinergy. Duke Energy Ohio anticipates making periodic 

dividends to provide funding support for Duke Energy's dividend. During the years ended December 31, 2008, 2007 and 2006, Duke Energy Ohio paid dividends to its parent, 
Cinergy, of $200 million, $135 million and $102 million, respectively. 
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Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations. 

INTRODUCTION 
Management's Discussion and Analysis should be read in conjunction with the accompanying Consolidated Financial Statements and Notes for the years ended 

December 31,2008.2007 and 2006. 

BASIS OF PRESENTATION 
The results of operations and variance discussion for Duke Energy Ohio is presented in a reduced disclosure format in accordance with General Instruction (1)(2)(a) of 

Form 10-K. 

RESULTS OF OPERATIONS 

Results of Operatlons and Variances 

Summary of Results (In millions) 

Years Ended December 31, 

2008 2007 (Decrease) 
Increase 

.45Y I 
2,964 

518 483 

/Operatingrevenues-- 
I I /  pains @e@ on sales of other assets and other, net - 594-1 I m i  - __ 
I 1 1 3 4  1 1  34 1 - 100 __ 2) 

!Other income and expenses, net 

,Income before income taxes ___. ____._._I_-____ rIII::Ii%2L:.7:Jxr ...... UT7::a 
~ -I- 2 8 i I  7_L L6~-l--Zl.-.Zx ;Income before extraordinax!!%x -__.___--__._.. _________..__- 

~-j.354j . . .~ .soii ke!&xm-e-. ._ - -. . ...____I ___ -_ ___ _.. -. .. _. . .- . -. __ .. - -- -- 

Operating expenses 

Operating income 

Interest expense 

Income tax expense 

Extraordinary items, net of tax 

1 671 

94 
- 

I- 

20 

- 67 

171 151 - -  _ - 
~ ...---.I - -  ~. ., : -2-6~~-~-.-~-~ ._I 67 ____-_-__---_ _ _ _ _ _ _ _ . _ ~ . . .  

Net Income 
The $90 million increase in Duke Energy Ohio's net income was primarily due to the following factors: 
Operating Revenues The decrease was due primarily to: 

* A $38 million decrease from coal sales due to the expiration of contracts, 

- A $30 million decrease in retail electric revenues resulting from lower retail volumes due to the weakening economy, 

- A $21 million decrease in wholesale electric revenues due to lower hedge realization and lower generation volumes primarily resulting from increased plant outages in 
2008 compared to 2007, 

A $21 million decrease in net mark-tomarket revenues on non-qualifying hedge accounting power and capacity contracts, consisting of $74 million of net 
mark-to-market losses in 2008, as compared to net mark-to-market losses of $53 million in 2007, 

A $17 million decrease in revenues due to lower generation volumes from the Midwest gas-tired assets resulting from milder weather net of increased PJM capacity 
revenues in 2008 compared to 2007, and 

An $11 million decrease related to native load due to milder weather in 2008 compared to 2007 

* 

. 
Partially offsetting these decreases were: 

. A $45 million increase in regulated fuel revenues driven primarily by higher natural gas costs, 

. A $21 million increase in retail electric revenues resulting from higher retail pricing primarily related lo environmental and capacity riders that were approved in the 
fourth quarter of 2007 by the PUCO and increased amortization of purchase accounting valuation liability of the Rate Stabilization Plan (RSP) in 2008 compared to 
2007, 

12 

Source: Duke Energy Ohio, In, 10-K, March 13, 2009 



Table of Contentq 
PART II 

- A $19 million increase due to implementation of new gas rates in Ohio, 

- A $9 million increase related to the Ohio electric Demand Side Management (DSM) rider implemented in the third quarter of 2007, and 

A $9 million increase in Ohio electric base transmission due to a change in the Transmission Cost Recovery rider. 
Operating Expenses The increase was due primarily to: 

An $82 million impairment of emission allowances due to the invalidation of the Clean Air Interstate Rule (CAIR) in July 2008, 

A $69 million increase in fuel expense due to mark-to-market losses on non-qualifying fuel hedge contracts, consisting of mark-to-market losses of $3 million in 2008, 
as compared to gains of $66 million in 2007, 

A $40 million increase in regulated fuel expense primarily due to higher natural gas costs, and - 
. 
Partially offsetting these increases were: 

- 
A $16 million increase in regulatory amortization of the Ohio and Kentucky DSM costs and Ohio regulatory transition charge 

A $63 million decrease in emission allowance expenses due to lower cost basis emission allowances consumed and lower overall emission allowance consumption 
due to installation of flue gas desulfurization equipment and lower generation volumes due to increased plant outages in 2008 compared to 2007, 

A $46 million decrease in net fuel and purchased power expense for retail load due to realized gains on fuel hedges, partially offset by higher purchased power as a 
result of increased plant outages in 2008 compared to 2007, 

A $31 million decrease in expenses associated with coal sales due to the expiration of contracts, 

- 

* A $24 million decrease in fuel and operating expenses for the Midwest gas-fired assets primarily due to lower generation volumes and lower amortization of locked-in 
hedge losses in 2008 compared to 2007, net of an approximate $15 million bad debt reserve related to the Lehman Eros. bankruptcy and higher plant maintenance 
expenses, 

A $21 million decrease in other post-employment benefits due to an adjustment to the liability recorded for these benefits, and * 

- 
Gains (Losses) on Sales of OtherAssets and Other, net The increase in 2008 as compared to 2007 was attributable to gains on sales of emission allowances in 2008 

compared to losses on sales of emission allowances in 2007. Gains in 2008 were a result of sales of zero cost basis emission allowances, while losses in 2007 were as a result 
of sales of emission allowances acquired in connection with Duke Energy's merger with Cinergy in 2006 which were written up to fair value as part of purchase accounting. 

lncome Tax Expense The increase was primarily the result of higher pre-tax income. 
Extraordinary Items, net of tax. The reapplication of SFAS No 71, "Accounting forthe Effects of Certain Types of Regulation" (SFAS No. 71), on December 17, 2008 

resulted in an approximate $67 million after-tax (approximately $103 million pre-tax) extraordinary gain related to total mark-to-market losses previously recorded in earnings 
associated with open forward native load economic hedge contracts for fuel, purchased power and emission allowances, which the Electric Security Plan (ESP) allows to be 
recovered through a fuel and purchased power rider See further discussion under the "Matters Impacting Future Results" below. 

Matters Impacting Future Results 
Sales, especially in the industrial sector, were impacted by the economic downturn in 2008. Duke Energy Ohio expects this trend to continue for some period into 2009, 

and perhaps beyond, until the economy begins to recover. Duke Energy Ohio's current strategy is focused on maximizing the returns and cash flows from its current portfolio 
Results for Duke Energy Ohio are sensitive to changes in power supply, power demand and weather. 

On December 17, 2008, the PUCO approved Duke Energy Ohio's ESP price structure. which establishes generation rates for 2009 through 2011. The base cost for 
generation service will increase by approximately 2 percent annually in 2009 and 2010 for residential customers, and each year from 2009 through 2011 for non-residential 
customers. Additionally, the ESP provides for a new Infrastructure Modernization rider to maintain distribution system reliability and to purchase and deploy SmartGrid 
technology As discussed further below, the approval of the ESP also resulted in the reapplication of SFAS No. 71 to portions of generation within Duke Energy Ohio's 
Commercial Power business segment. As a result of the reapplication of SFAS No. 71 to certain portions of Duke Energy Ohio's operations, Duke Energy Ohio's future results 
will be subject to less volatility than had been caused by the timing of under-and-over collections of certain costs, as well as the impacts of mark-to-market activity on certain 
coal and power derivatives. 

An $18 million decrease in short-term? incentive costs 
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The outcome of the pending Duke Energy Ohio electric distribution rate case could impact future results through the increase of base rates. 
Duke Energy Ohio's generation operations within its Commercial Power business segment include generation assets located in Ohio that are dedicated to serve Ohio 

native load customers. These assets, as excess capacity allows, also generate revenues through sales outside the native load customer base, and such revenue is termed 
non-native. 

Prior to December 17, 2008, Duke Energy Ohio's Commercial Power business segment did not apply the provisions of SFAS No. 71 due to the comprehensive electric 
deregulation legislation passed by the state of Ohio in 1999. As described further below, effective December 17, 2008, the Public Utilities Commission of Ohio (PUCO) 
approved Duke Energy Ohio's ESP, which resulted in the reapplication of SFAS No. 71 to certain portions of Commercial Power's operations as of that date. 

From January 1,2005 through December 31,2008, Duke Energy Ohio, including its Commercial Power business segment, had been operating under a RSP, which was a 
market-based standard service offer. Although the RSP contained certain trackers that enhanced the potential for cost recovery, there was no assurance of slranded cost 
recovery upon the expiration of the RSP on December 31. 2008 since it was initially anticipated that, upon the expiration of the RSP, there would be a move to full competitive 
markets. Accordingly. Duke Energy Ohio's Commercial Power business segment did not apply the provisions of SFAS No. 71 to any of its generation operations prior to 
December 17, 2008. As discussed further in Note 4 to the Consolidated Financial Statements. "Regulatory Matters," in April 2008, new legislation (SB 221) was passed in Ohio 
and signed by the Governor of Ohia on May 1, 2008. The new law codified the PUCO's authority to approve an electric utility's standard service offer either through an ESP or a 
Market Rate Option (MRO). The MRO is a price determined through a competitive bidding process On July 31, 2008, Duke Energy Ohio filed an ESP, and with certain 
amendments, the ESP was approved by the PUCO on December 17,2008 The ESP became effective on January 1, 2009. 

In connection with the approval of the ESP, Duke Energy Ohio reassessed the applicability of SFAS No. 71 to Commercial Power's generation operations as SB 221 
substantially increased the PUCO's oversight authority over generation in the state of Ohio, including giving the PUCO complete approval of generation rates and the 
establishment of an earnings test to determine if a utility has earned significantly excessive earnings. Duke Energy Ohio determined that certain costs and related rates (riders) 
of Commercial Power's operations related to generation serving native load meet the criteria established by SFAS No. 71 for regulatory accounting treatment as SB 221 and 
Duke Energy Ohio's approved ESP solidified the automatic recovery of certain costs of its generation serving native load within its Commercial Power business segment and 
increased the likelihood that Commercial Power's operations will remain under a cost recovery model for certain costs for the foreseeable future. 

Under the ESP, Duke Energy Ohio will bill for its native load generation via numerous riders. SB 221 and the ESP resulted in the approval of the automatic recovery of 
certain of these riders, which includes, but is not limited to, a fuel and purchased power (FPP) rider and certain portions of a cost of environmental compliance (AAC) rider. 
Accordingly, Duke Energy Ohio's Commercial Power business segment began applying SFAS No. 71 to the corresponding RSP riders granting automatic recovery under the 
ESP on December 17, 2008. The remaining portions of Commercial Power's native load generation operations, revenues from which are reflected in rate riders for which the 
ESP does not specifically allow automatic cost recovery, as well as all generation operations associated with non-native customers, including Commercial Power's Midwest 
gas-fired generation assets. continue to not apply regulatory accounting as those operations do not meet the criteria of SFAS No. 71, Moreover, generation remains a 
competitive market in Ohio and native load customers continue to have the ability to switch to alternative suppliers for their electric generation service. As customers switch, 
there is a risk that some or all of the regulatory assets will not be recovered through the established riders. Duke Energy Ohio will continue to monitor the amount of native load 
customers that have switched to alternative suppliers when assessing the recoverability of its regulatory assets established for its native load generation operations within its 
Commercial Power business segment. 

Duke Energy Ohio evaluates the carrying amount of its recorded goodwill for impairment under the guidance of SFAS No. 142, "Goodwill and intangible Assets." As of the 
date of the 2008 annual impairment analysis, the estimated fair value of Duke Energy Ohio's reporting units exceeded their respective carrying value, thus no goodwill 
impairment charges were recorded However, management is continuing to monitor the impact of recent market and economic events to determine if it is more likely than not 
that the carrying value of any of Duke Energy Ohio's reporting units have been impaired Should any such triggering events or circumstances occur in 2009 that would more 
likely than not reduce the fair value of a reporting unit below its carrying value, management would perform an impairment assessment of Duke Energy Ohio's goodwill and it is 
possible that goodwill impairment charges could be recorded as a result of any such assessments At December 31, 2008, Duke Energy Ohio had total goodwill of 
approximately $2,360 million. 
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Other Matters 
General Duke Energy Ohio's fixed charges coverage ratio, as calculated using SEC guidelines, was 4 6 times for the year ended December 31, 2008. 3 8 times for the 

year ended December 31, 2007, 1 9 times for the nine months ended December 31,2006 and 6 2 times for the three months ended March 31,2006 
As of December 31, 2008, Duke Energy Ohio had approximately $390 million of auction rate pollution control bonds outstanding. While these debt instruments are 

long-term in nature and cannot be put back to Duke Energy Ohio prior to maturity, the interest rates on these instruments are designed to reset periodically through an auction 
process. In February 2008, Duke Energy Ohio began to experience failed auctions on these debt instruments. When failed auctions occur on a series of this debt, Duke Energy 
Ohio is required to pay the maximum auction rate as prescribed by the bond document. The maximum auction rate for the auction rate debt is 2 0 times one-month London 
Interbank Offered Rate. Payment of the failed-auction interest rates will continue until Duke Energy Ohio is able to either successfully remarket these instruments through the 
auction process or refund and refinance the existing debt through the issuance of an equivalent amount of tax exempt bonds. While Duke Energy Ohio intends to refund and 
refinance these tax exempt auction rate bonds, the timing of such refinancing transactions is uncertain and subject to market conditions. However, even if Duke Energy Ohio is 
unable to successfully refund and refinance these debt instruments, the impact of paying higher interest rates on the outstanding auction rate debt is not expected to materially 
affect Duke Energy Ohio's consolidated results of operations, cash flows or financial position. The weighted-average interest rate, associated with Duke Energy Ohio's auction 
rate pollution control bonds, was 1.58% as of December 31, 2008 and 4.56% as of December 31, 2007. 

Global Climate Change A body of scientific evidence now accepted by a growing majority of the public and policymakers suggests that the Earth's climate is changing, 
caused in part by greenhouse gases m i n e d  into the atmosphere from human activities. Although there is still much to learn about the causes and long-term effects of climate 
change, many, including Duke Energy Ohio, advocate taking steps now to begin reducing emissions with the aim of stabilizing the atmospheric concentration of greenhouse 
gases at a level that avoids the potentially worst-case effects of climate chan e 

Greenhouse gas (G,HG) emissions are produced from a wide variety of k h a n  activities. The U.S EPA publishes an invent0 of these emissions annuall Carbon 
dioxide (COz) an essential trace as is a b 
currently accdunts for about 0.30% ot total d.g. COz emissions, and about 0.26% of total J.S" GHG emissions. 

roduct of fossil fuel combustion and current1 accounts ior about 85% of US. greenyouse gas emissions. Duke &wgy Ohio 

Duke,Ener y Ohio's longterm strategies for how best to meet,its customers' growing demand for electricity ale impacted by the issues, surrounding lobal warmin 
strategies indud% si nificant commitments to customer energy efficiency and renewable energy. Each of these actions will or has the potential to reduce duke Energy (4h;'F" 
COz emissions and ?herefore its exposure to the costs of future GHG regulation. 

Duke Energy Ohio's cost of complying with any federal GHG emissions law that may be enacted will depend on the design details of the program. If potential future GHG 
legislation adopts a cap-and-trade approach, the design elements of such a program that will have the greatest influence on Duke Energy Ohio's compliance costs include 
(1) the required levels and timing of the cap, which will drive emission allowance prices, (2) the emission sources covered under the cap, (3) the number of allowances that 
Duke Energy Ohio might be allocated at no cost on a year-to-year basis, (4) the type and effectiveness of any cost control mechanisms included in the program, (5) the role of 
emission offsets, which will also influence allowance prices, and (6) the availability and cost of technologies that Duke Energy Ohio can deploy to lower its emissions. While 
Duke Energy Ohio believes it is very likely that Congress will adopt mandatory GHG emission reduction legislation at some point, the timing and design details of any such 
legislation are highly uncertain, 

While there were man bills introduced in both houses of Congress durin the 110lh Congress that proposed mandatory limits on GHGemissions, S 2191-America's 
Climate Security Act of 200f commonly referred to,as the,Lieberman-Warner %ill after the sponsors Senators Joseph Lieberman of Connedicut and John Warner of Virgpia) 
became the rimary climate c(hange related legislative vehicle. The bill was approved by the Senate Environment and Public Works Committee in December 2007, but failed to 
advance o &e Senate floor in June 2008 when the bill fell considerably short of the 60 votes necessary to invoke cloture and cut off debate No subsequent action was taken 
in the 1 1 0 ~ ~  Congress related to mandatory federal GHG legislation. 
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Duke Energy Ohio supports the enactment of federal GHG cap-and-trade legislation Due to Duke Energy Ohio’s concern about patchwork policies focused on a single 
industrial sector or particular region of the country, Duke Energy Ohio believes this legislation should establish a program that applies to all parts of the economy, including 
power generation, industrial and commercial sources and motor vehicles. To permit the economy to adjust rationally to the policy, legislation should establish a long-term 
program that first slows the growth of emissions, stops them and then transitions to a gradually declining emissions cap as new lower-and non-emitting technologies are 
developed and become available for wide-scale deployment. Legislation should also include adequate cost-containment measures to protect the U S. economy from grave and 
unintended impacts of the policy. 

Duke Energy Ohio is unable to estimate the potential cost of complying with currently unspecified and unknowable future GHG legislation or any indirect costs that might 
result. Compliance costs are sensitive to numerous policy design details, allowance prices, and technology availability and cost. During the Senate debate on the 
LiebermamWarner legislation in 2007 and 2008, Duke Energy Ohio attempted to estimate its cost of complying with that legislation over a range of potential allowance prices. 
Duke Energy Ohio estimated its compliance costs under the Lieberman-Warner model to be between approximately $230 million to $680 million in the first year of the program 
(2012). which represented the cost to purchase emission allowances needed for compliance over and above what might be allocated to Duke Energy Ohio at zero cost. Duke 
Energy Ohio would have continued to incur similar or greater annual compliance costs in subsequent years for continued allowance purchases until such time as new lower-and 
zero-emitting technologies could be deployed to reduce emissions. Duke Energy Ohio’s compliance costs at that time would then include the cost of purchasing and deploying 
new generation technologies. Duke Energy Ohio would only be able to reduce its allowance purchase costs after new technologies were actually deployed. 

There is no way to know how similar or different the requirements of the LiebermamWarner legislation might be to any future GHG legislation that Congress may 
eventually adopt, so it is uncertain whether these costs are at all representative of compliance costs that Duke Energy Ohio might incur as a result of any potential future GHG 
legislation. Under any future scenario involving mandatory GHG limitations, Duke Energy Ohio would plan to seek to recover its compliance costs through appropriate 
regulatory mechanisms in the jurisdictions in which it operates. 

At the state level, the Midwestern Governors Association has an initiative under way called the Midwestern Greenhouse Gas Reduction Accord. One of the ongoing 
activities of the initiatiwe is the design of a regional GHG cap-and-trade system, with the anticipated end product to be a Model Rule for implementing a GHG cap-and-trade 
system. Once complete, the Model Rule would go to participating states for their consideration and possible adoption. The state of Ohio is currently only an observer to the 
accord process. The outcome of this initiative is highly uncertain and Duke Energy Ohio is unable to determine at this time whether there might be direct or indirect cost impacts 
from an new regulations that might result from the initiative. 

d i l e  Duke Energy Ohio’s near-term com liance strategy associated with an potential future GHG legislation that incorpprates a cap-and-trade mechanism will likely be 
focused on allowance purchases it is expectezthat at some point in the future Dule Energy Ohio would be in reducing emissions by replacin existing coal-fired generation 
with new lower-and zero-emitting generation technologies and/or installin new carbon capture and sequesgration technolo y on existing coal%ed generating lants when the 
technolo ies become available and cost-effective. It is not’possible at !his?ime, however, to predict with certain!y what new ?ethnologies m$ht be,develop,ed, w ien  the will be 
ready to%e deployed or what their costs will be. There is also uncertaint as to how or when certain non-technical issues such as legal an liability questions that couyd affect 
the cost and availabilhy of new technologies might be resolved by regulayors Duke Energy Ohio currently is focused on irkegrated gasification combined c cle‘generation with 
carbon capture and sequestration and capture and storage retrofit technology for existing pulverized coal-fired generation as promising new technologies ?or generating 
electricity with lower or no CQz emissions 

Duke Energy Ohio has regulatory requirements in Ohio to meet increasin percentages of customer demand for electricity with renewable ener The requirement 
reaches a minimum of 12 5% in 2024 Duke Ener y Ohio also anlici ales the (?on ress will consider a federal renewable portfolio standard in 2009 #ewous attempts nave 
passed in the U S House of Representatives but ?allen short in the Senate Duke fnergy Ohio believes however, chances of passage in the 111 1” Congress have increased 

In addition to relyin on new technologies to reduce its COz emissions, Duke Energy.Ohio has received regulatory approval in Ohio for a first-of-its-kind innovative 
approach in the utility injust to help meet growing customer demand with new and creative ways to increase energy efficiency, thereby reducing demand (Save-A-Watt) 
instead of relying almost exchve ly  on new power plants to generate electricity. 

Each of these activities has the potential to reduce Duke Energy Ohio’s future COz emissions which will reduce Duke Energy Ohio’s exposure to future GHG regulation. 
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Duke Energy Ohio recognizes the potential for more frequent and severe extreme weather events as a result of climate change and the possibility that these weather 
events could have a material impact on its future results of operations should these events occur. However, the uncertain nature of potential changes in extreme weather 
events (such as increased frequency, duration, and severity) and the long period of time over which any changes might take place make estimating any potential future financial 
risk to Duke Energy Ohio's operations that may be caused by the physical risks of climate change extremely challenging. Currently, Duke Energy Ohio plans and prepares for 
extreme weather events that it experiences from time to time, such as ice storms, tornados, severe thunderstorms. high winds and droughts Duke Energy Ohio's past 
experiences preparing for and responding to the impacts of these types of weather-related events would reasonably be expected to help management plan and prepare for 
future climate change-related severe weather events to reduce, but not eliminate, the operational, economic and financial impacts of such events. 

For additional information on other issues related to Duke Energy Ohio, see Note 4 to the Consolidated Financial Statements. "Regulatory Matters" and Note 18 to the 
Consolidated Financial Statements, "Commitments and Contingencies " 

Item 7A. Quantitative and Qualitative Disclosures About Market Risk. 

Rlsk Management Pollcles 

management policies to monitor and manage these market risks. The Treasurer of Duke Energy, the ultimate parent entity of Duke Energy Ohio, is responsible for the overall 
governance of managing credit risk and commodity price risk, including monitoring exposure limits for Duke Energy Ohio. 

Commodity Price Rlsk 
Duke Energy Ohio is exposed to the impact of market fluctuations in the prices of electricity, coal, natural gas and other energy-related products marketed and purchased 

within its non-regulated operations, as well as within its regulated operations, to the extent there is excess capacity from generation assets that are dedicated to serve Ohio 
native load customers. Price risk represents the potential risk of loss from adverse changes in the market price of electricity or other energy commodities, such as gas and coal. 
For Duke Energy Ohio, this price risk has been somewhat reduced by the December 17, 2008 PlJCO approval of Duke Energy Ohio's ESP, which resulted in the reapplication 
of SFAS No. 71 to certain portions of Duke Energy Ohio's Commercial Power business segment operations as of that date. Duke Energy Ohio employs established policies and 
procedures to manage its risks associated with these market fluctuations using various commodity derivatives. such as swaps, futures, forwards and options. See Note 1 to the 
Consolidated Financial Statements, "Summary of Significant Accounting Policies" and Note 8 to the Consolidated Financial Statements, "Risk Management and Hedging 
Activities and Credit Risk," for additional information. 

Validation of a contract's fair value is performed by an internal group separate from Duke Energy Ohio's deal origination areas. Duke Energy Ohio's derivative contract 
portfolio is predominantly valued using observable market inputs with little internally developed assumptions. However, for contracts valued beyond the observable market 
period, Duke Energy Ohio uses common industry practices to develop its valuation techniques and changes in its pricing methodologies or the underlying assumptions could 
result in significantly different fair values and income recognition. 

Hedging Strategies Duke Energy Ohio closely monitors the risks associated with commodity price changes on its future operations and, where appropriate. uses various 
commodity instruments such as electricity, coal and natural gas forward contracts to mitigate the effect of such fluctuations on operations. Duke Energy Ohio's primary use of 
energy commodity derivatives is to hedge the generation portfolio against exposure to changes in the prices of power and fuel. 

Certain derivatives used to manage Duke Energy Ohio's commodity price exposure are accounted for as either cash flow hedges or fair value hedges. To the extent that 
instruments accounted for as hedges are effective in offsetting the transaction being hedged, there is no impact to the Consolidated Statements of Operations until delivery or 
settlement occurs. Accordingly, assumptions and valuation techniques for these contracts have no impact on reported earnings prior to settlement. Several factors influence the 
effectiveness of a hedge contract, including the use of contracts with different commodities or unmatched terms and counterparty credit risk. Hedge effectiveness is monitored 
regularly and measured at least quarterly 

normal purchases and sales exception described in paragraph 10 of SFAS No. 133, as amended and interpreted by Derivatives Implementation Group Issue C15, "Scope 
Exceptions. Noma/ Purchases and Noma/  Sales Exception for Option-Type Contracts and Forward Contracts in Electricitx '' and SFAS No. 149, "Arnendrnenf of Statement 
f33 on Derivative lnstruments 

Duke Energy Ohio is exposed to market risks associated with commodity prices, credit exposure and interest rates Management has established comprehensive risk 

In addition to the hedge contracts described above and recorded on the Consolidated Balance Sheets, Duke Energy Ohio enters into other contracts that qualify for the 
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and Hedging Activities "On a limited basis, Franchised Electric and Gas and Commercial Power apply the normal purchase and normal sales exception to certain contracts. 
Income recognition and realization related to normal purchases and normal sales contracts generally coincide with the physical delivery of power For contracts qualifying for 
the scope exception, no recognition of the contract's fair value in the Consolidated Financial Statements is required until settlement of the contract unless the contract ceases to 
qualify for the normal purchase and normal sale exception at some point during the contract period Recognition of the contracts in the Consolidated Statements of Operations 
will be the same regardless of whether the contracts are accounted for as cash flow hedges or as normal purchases and sales assuming no hedge ineffectiveness 

Other derivatives used to manage Duke Energy Ohio's commodity price exposure are either not designated as a hedge or do not qualify for hedge accounting. Derivatives 
related to regulated businesses reflect changes in the fair value of the derivative instruments as a regulatory asset or liability on the Consolidated Balance Sheets. Derivatives 
related to unregulated businesses are marked-to-market each period, with changes in the fair value of the derivative instruments reflected in earnings. 

Generation Portfolio Risks for 2009. Duke Energy Ohio is primarily exposed to market price fluctuations of wholesale power, coal, natural gas and emission allowance 
prices associated with its excess capacity from generation assets that are dedicated to serve Ohio native load customers and its non-regulated operations Duke Energy Ohio 
closely monitors the risks associated with these commodity price changes on its future generation operations and, where appropriate. uses various commodity instruments such 
as electricity, coal and natural gas forward contracts to mitigate the effect of such fluctuations on operations, in addition to optimizing the value of its non-regulated generation 
portfolio. The portfolio includes generation assets (power and capacity), fuel, and emission allowances. Modeled forecasts of future generation output, fuel requirements, and 
emission allowance requirements are based on forward power, fuel and emission allowance markets The component pieces of the portfolio are bought and sold based on this 
model in order to manage the economic value of the portfolio, where such market transparency exists. The generation portfolio not utilized to serve native load or committed 
load is subject to commodity price fluctuations. Based on a sensitivity analysis as of December 31, 2008 and 2007, it was estimated that a ten percent price change per 
megawatt hour in forward wholesale power prices would have a corresponding effect on Duke Energy Ohio's pre-tax income of approximately 55 million in 2009 and $13 million 
in 2008, respectively, excluding the impact of mark-to-market changes on non-qualifying or undesignated hedges relating to periods in excess of one year from the respective 
date, which are discussed further below. Based on a sensitivity analysis as of December 31, 2008 and 2007, it was estimated that a ten percent change in the forward price per 
ton of coal would have a corresponding effect on Duke Energy Ohio's pre-tax income of approximately $10 million in 2009 and 54 million in 2008, respectively, excluding the 
impact of mark-to-market changes on non-qualifying or undesignated hedges relating to periods in excess of one year from the respective date, which are discussed further 
below. Based on a sensitivity analysis as of December 31, 2008 and 2007, it was estimated that a ten percent price change per MMBtu (one million British thermal units) in 
natural gas prices would have a corresponding effect on Duke Energy Ohio's pretax income of approximately 55 million in 2009 and 59 million in 2008 respectively, excluding 
the impact of mark-to-market changes on undesignated hedges relating to periods in excess of one year from the respective date. 

Sensitivities for den'vatives beyond 2009. Derivative contracts executed to manage generation portfolio risks for delivery periods beyond 2009 are also exposed to 
changes in fair value due to market price fluctuations of wholesale power and coal. Based on a sensitivity analysis as of December 31, 2008 and 2007, it was estimated that a 
ten percent price change in the forward price per megawatt hour of wholesale power would have a corresponding effect on Duke Energy Ohio's pre-tax income of 
approximately $1 1 million in 2009 and 516 million in 2008. respectively, resulting from the impact of mark-to-market changes on non-qualifying and undesignated power 
contracts pertaining to periods in excess of one year from the respective date. Based on a sensitivity analysis as of December 31, 2008 and 2007, it was estimated that a ten 
percent change in the forward price per ton of coal would have a corresponding effect on Duke Energy Ohio's pre-tax income of approximately 510 million in 2009 and 514 
million in 2008, respectively, resulting from the impact of mark-to-market changes on non-qualifying and undesignated coal contracts pertaining to periods in excess of one year 
from the respective date. 

derivative contracts that historically resulted in earnings volatility receive regulatory deferral of gains and losses. Accordingly, the mark-to-market associated with these 
contracts will not impact earnings until recovered in revenues. However, to achieve comparability of sensitivity information between periods, the portion of the derivative 
contracts that receive regulatory treatment has been included in the sensitivity amounts for both periods presented. Since certain derivative contracts included in the sensitivity 
analysis for 2009 will not result in earnings impacts, the forecasted sensitivities for 2009 are less than the pre-tax income amounts disclosed above. 

comparability of sensitivity analysis. As Commercial Power began reapplying the provisions of SFAS No. 71 on December 17, 2008 to portions of its operations, certain 
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The commodity price sensitivity calculations above consider existing hedge positions and estimated production levels, but do not consider other potential effects that might 
result from such changes in commodity prices. 

Credit Rlsk 
Credit risk represents the loss that Duke Energy Ohio would incur if a counterparty fails to perform under its contractual obligations. 
Retail Credit risk associated with Duke Energy Ohio's service to residential, commercial and industrial customers is generally limited to outstanding accounts receivable. 

Duke Energy Ohio mitigates this credit risk by requiring customers to provide a cash deposit or letter of credit until a satisfactory payment history is established, at which time 
the deposit is typically refunded. Charge-offs for the retail customers have historically been insignificant to the operations of Duke Energy Ohio and are typically recovered 
through the retail rates. However, in light of current overall economic conditions, management continues to monitor customer charge-offs and payment patterns to ensure the 
adequacy of bad debt reserves. Duke Energy Ohio sells certain of their accounts receivable and related collections through Cinergy Receivables Company, LLC a bankruptcy 
remote, special purpose entity. While no direct recourse to Duke Energy Ohio exists. it risks loss in the event collections are not sufficient to allow for full recovery of its retained 
interests or in the event the level of charge-offs in future periods increases. See Note 13 to the Consolidated Financial Statements, "Sales of Accounts Receivable." 

Wholesale and Non-native Sales. To reduce credit exposure related to non-native sales, Duke Energy Ohio seeks to enter into netting agreements with counterparties that 
permit it to offset receivables and payables with such counterparties. Duke Energy Ohio attempts to further reduce credit risk with certain counterparties by entering into 
agreements that enable it to obtain collateral or to terminate or reset the terms of transactions after specified time periods or upon the occurrence of credit-related events 
Where exposed to credit risk, Duke Energy Ohio analyzes the counterparties' financial condition prior to entering into an agreement, establishes credit iirnits and monitors the 
appropriateness of those limits on an ongoing basis. Duke Energy Ohio's industry has historically operated under negotiated credit lines for physical delivery contracts. Duke 
Energy Ohio may use master collateral agreements to mitigate certain credit exposures The collateral agreements provide for a counterparty to post cash or letters of credit to 
the exposed party for exposure in excess of an established threshold. The threshold amount represents an unsecured credit limit, determined in accordance with the corporate 
credit policy. Collateral agreements also provide that the inability to post collateral is sufficient cause to terminate contracts and liquidate all positions. 

analysis of the customer and the regulatory or contractual terms and conditions applicable to each transaction. 

effect on its consolidated results of operations, cash flows or financial position as a result of non-performance by any counterparty. 

Interest Rate Risk 
Duke Energy Ohio is exposed to risk resulting from changes in interest rates as a result of its issuance of variable and fixed rate debt. Duke Energy Ohio manages its 

interest rate exposure by limiting its variable-rate exposures to a percentage of total capitalization and by monitoring the effects of market changes in interest rates. Duke 
Energy Ohio also enters into financial derivative instruments, including interest rate swaps, swaptions and 1J.S. Treasury lock agreements to manage and mitigate interest rate 
risk exposure. See Notes 1, 8, and 16 to the Consolidated Financial Statements, "Summary of Significant Accounting Policies," "Risk Management and Hedging Activities and 
Credit Risk" and "Debt and Credit Facilities," respectively 

Based on a sensitivity analysis as of December 31, 2008, it was estimated that if market interest rates average 1% higher (lower) in 2009 than in 2008, interest expense, 
net of offsetting impacts in interest income, would increase (decrease) by approximately $11 million. Comparatively, based on a sensitivity analysis as of December 31, 2007, 
had interest rates averaged 1% higher (lower) in 2008 than in 2007, it was estimated that interest expense, net of offsetting impacts in interest income, would have increased 
(decreased) by approximately $8 million. These amounts were estimated by considering the impact of the hypothetical interest rates on variable-rate securities outstanding, 
including money pool balances, adjusted for interest rate hedges and cash and cash equivalents outstanding as of December 31. 2008 and 2007. If interest rates changed 
significantly, management would likely take actions to manage its exposure to the change. However, due to the uncertainty of the specific actions that would be taken and their 
possible effects, the sensitivity analysis assumes no changes in Duke Energy Ohio's financial structure. 

Duke Energy Ohio also obtains cash or letters of credit from customers to provide credit support outside of collateral agreements, where appropriate, based on its financial 

Based on Duke Energy Ohio's policies for managing credit risk, its exposures and its credit and other reserves, Duke Energy Ohio does not anticipate a materially adverse 
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Item 8. Financial Statements and Supplementary Data. 

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 

To the Board of Directors of Duke Energy Ohio, Inc. 
Charlotte, North Carolina 

We have audited the accompanying consolidated balance sheets of Duke Energy Ohio, Inc. and subsidiaries (the "Company") as of December 31, 2008 and 2007, and the 
related consolidated statements of operations, common stockholder's equity and comprehensive income, and cash flows for the years ended December 31, 2008 and 2007, the 
nine months ended December 31, 2006 (successor period), and the three months ended March 31,2006 (predecessor period). Our audits also included the financial statement 
schedule listed in the Index at Itern 15. These financial statements and financial statement schedule are the responsibility of the Company's management Our responsibility is 
to express an opinion on the financial statements and financial statement schedule based on our audits. 

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards require that we plan and 
perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. The Company is not required to have, nor were we 
engaged to perform, an audit of its internal control over financial reporting. Our audits included consideration of internal control over financial reporting as a basis for designing 
audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company's internal control over 
financial reporting. Accordingly, we express no such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts and disclosures in the 
financial statements, assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement 
presentation. We believe that our audits provide a reasonable basis for our opinion. 

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial position of Duke Energy Ohio, Inc. and subsidiaries at 
December 31, 2008 and 2007, and the results of their operations their cash flows for the periods stated above, in conformity with accounting principles generally accepted in the 
United States of America. Also, in our opinion, such financial statement schedule, when considered in relation to the basic consolidated financial statements taken as a whole, 
presents fairly in all material respects the information set forth therein. 

lsl DELOITTE B TOUCHE LLP 
Charlotte, North Carolina 
March 13, 2009 
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Fuel used in electric generation and 
92 

Operation, maintenance and other 743 756 505 

Property and other taxes 241 250 165 

Total operating expenses 2,965 2,964 2,067 

I I 
purchased power-regulated _ 157 ___ 154 1 Cost of natural gas and coal sold I 48q I 49611 I 3131 

1 Depreciation and amortization I I I 409/ I I 3921 I 1 2861 I 

1 Impairment charges I I I 821 I I -I[ I I “ 4  I 

1 and Other, net 5 (8 

b ther  Income and Exeenses, net L-- 1 ---..L--A ____ L _I -1 - 2 1 -  - I - _ I  __xt~---i 

Gains (Losses) on Sales of Other Assets 

Operating Income 518 483 166 

DUKE ENERGY OHIO, INC. 
Consolidated Statements of Operations 

(In millions) 
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68 

781 

I 27q 1 
I I 68n 

I I -41 

r-- I 

208 
- - I _ I  - Ai 

Income Tax Expense from Continulng 
Operations 171 151 41 

jncomeFrom Continulng2peratlons I I I 2871 1 1 26 .li 1- I I _ -  s_?ii--l-- 
Loss From Dlscontlnued Operations, net of 

tax - - (6) 
I 1 283 I 1 264 I I I 5 y  1 I lncome Before Extraordlnary Items __ - - Extraordinary Items, net of tax 67 

,N_et Income _ _  - I P I 3541 - __ P- I 2 W I  - I 5!4 J 

See Notes to Consolidated Financial Statements 
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DUKE ENERGY OHIO, INC. 
Consolidated Balance Sheets 

(In millions) 

December 31, 

-...-. YY Y" 

-- 1 1 12,84y 1 /2,9881 --- I Total investments and other assets 
P r o p D ,  Plant and EqujpL_me_nL_ - 

---TI -ppz-rr9;5mq 
[ Net property, plant and equipment I I /  7.770; I 1 7,484 

F h e r  I -1- --n TOII 

___ - __ ___ - - _ 
-- - __ _ _ _  - - __ - - _ ___ 

Less accumulated depreciation and amortization 2,277 2,097 

- - - __ __ - _- __ -_ - ___-____I ~ ____ -__ Regulatory Assets and Deferred Debits _ _  - - 
peferred debt expense _ _  
Regulatory assets related to income taxes- 

rota1 Assers - - _ -  I P 112.08_9j_ P ]11,617] 

See Notes to Consolidated Financial Statements 
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DUKE ENERGY OHIO, INC. 
Consolidated Balance S heets-(Continued) 

(In millions, except share and per-share amounts) 

December 31, 

Common Stock, $8 50 par value, 120,000,000 shgpiauthorized, 89,663,086-shares outstanding-at gesg.sber 31, 2008 and December 31, 2007 762 762 

- , -4- 38 1 -, - i-l--- 227 

Total common stockholder's equity 6 670 6,534 

- - __ - __  - __ - - - -_ _ - - - - I I -i~zcsi-i-- r ELCTJ 'f\dditional paid-in capital - _ _  - 
- - , Retained eamingz ___--_ - - - ~ ___ __ _ __ _ - -- - - __ ____ - - ___ - 

m l a t e d h e r  comprehensive loss (35  (23, 

~otalLlabJlifLes and CommonStockholdefs Equlty - J p j12,089j j p 111,677LJ 

See Notes to Consolidated Financial Statements 
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DUKE ENERGY OHIO, INC 
Consolidated Statements of Cash Flows 

(In millions) 

I Predecessor Successor I 

Year Ended Year Ended Nine Months Ended I Three Months Ended 
December 31,2008 December31,2007 December 31;2006 March 31,2006 

I I1 
55 $ 

FASH FLOWS FROM OPERATING ACTII'ITIES 1 I -1- 1 1  - ___ - - -- -- - - k-- ' -Jl --I --- 
Net income $ 354 $ 264 

.,.~ 
ies .I :. 

Net (decrease) increase in cash and cash I 
(2 

1 
$ 8 

equivalents ' 6 

Cash and cash equlvalents at end of period :3/1 27 1771 $ 33 1 $ 45 

Cash and cash equivalents at beginnlng of 
period 

I 
I 

r S ~ p p l e m e n t a l  Disclosures: - c m T - - ~ - t l  
Cash paid for interest. nefof amount 

capitalized 91 91 

See Notes to Consolidated Financial Statements 
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DIJKE ENERGY OHIO. INC. 
Consolidated Statements of Common Stockholder's Equity 

and Comprehensive Income 
(In millions) 

Accumulated Other Comprehensive Income (Loss). 
Net Gains Pension 
(Losses) and 

on Minimum OPE6 
Additional Cash Pension Related 

Stock Capital Earnings Hedges Adjustment to AOCI Total 
Adjustments Common Paid-in Retained Flow Liability 

0 I / / / I / / I I l I I / I / I  - I I I /  I I I I I I  I 1  

I t  @ k885kb)] ,1241 1-41 t l i  I b l i  I b I i I  

I I l _ i  L J L  J-__l-_iJ-Ll-D 
! Total comprehensiveincome -...--L.--i--L._.J__-l.~.- I I . J J  i . - - l lL__ i_ I l___  1 I i_-iTI!IEi!El 

mntk Ended December 31,2006 
balance at  April 1,2006 1764 b !4 - 55 

3 

- - - 55 

Cash flow hedges - 
Net income - 

- - Other comprehensive income -. _.._. - Td) .___-_-. -.. .- -- -. - - .~ 

Transfer of generating assets from Duke Energy 
(a) 

of taxes 
Contribution from parent 

- - - - _. SFAS No. 158 funded status provision 
palance at  December 31,2006 I I S  1764 R b,601/ 1 b 1 5 q /  p 1 ( 360 I 1 - 4  I R I (  211 Is Is ,3801 

I i s 1  36) 1 1 4  1 ft I (  2l)I 6, 38q J Balance at December 31,2006 7623 5 ,60?/ 1 fb 1 5511 is I ( 

I I I I  llii - 

1 l - i l - i - l  -4- I I I 1111 I I 111 I 

Year Ended December 31,2007 

- 264 

4 

279 

.- - - 
.- __ 

SFAS 158 net actuarial gain axe- 

- _ _ _ i - z K I J . i l i l - -  

palance at  December 31,2007 I t i  764 b 8,570'1 IB I 2271 I is 1 ( 32# I C l i l  t I  711 I s k  ,534 I 
palance at  December 31,2007 I t i  762; !$ i5,570; 1 b 1 22711 @ l ( 3 2 )  I 1 4  I I 711 ,bb  ,534 J 

/ / / I  1 1  I Other corn rehensive income I L _ i l I l  I I I I U I I  

Year Ended December 31,2008 

I_ 354 

_. 17 

- -. Net income - - 354 
.- - Cash :ow hedges (ar------ - 

Pension and OPEB related adjustments to 
---_____ ___ - AOCl(0 

Total comprehensive income 336 

Balance at December 31,2008 $ 762 $ 5,570 $ 381 $ (15) 5 -  $ (28) $ 6,670 

Three Months Ended March 31,2006 

1 Dividends to Cinergy Corp. I I l - i  I I - i I I  [200;)1 I 1 I I I -- I 1 I 41 1 I (  200) J 

predecessor-- 1 1-1 I I I I  I -l._-lJl.-J.--l I 1 1 I 1 I - 1 I I  I I 1 1 
'Balance at  December31,2005 I t i  764 b 1 6031 1 fb 16571 I R 1 (14 I F6 1 ( 3 3 ) .  1 R 1 41 k i l  ,975/ J - - - - - 116 -+ rzzmii+mprehensiven~~p Minimum ension liabilit adjustment - ~ ~ ~ ~ ~ ~ ~ . ~ ~ ~ ~ ~ ~ ~ n ~ ~ ~ . . I  - - - - I-_ .A -.ILIL..L 1 -L.LLZ..I - I I I 
!Ex&E!Y-LGg?. Y ____.__ - - ~ ~ ~ ~ ~ ~ ~ ~ ~ - ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ - ~ ~ - ~ ~ l ~ ~ ~  7 I I l i  I I I 11 j 

Net income 

118 - __ ~ 

102) I l- I I-- I--~02)~ I [ --4 1 I I - i  1 1 T 41 l l (  - $ 1,991(b/ 

Total comprehensive income -. 1 Dividends to Cinergy Corp. 
Balance at  March 31,2006 $ 762 $ 603 $ 671 $ (13) $ (32) $ 

(a) Includes $39 (net of tax benefit of $24) related to deferred losses on terminated cash flow hedges included in Accumulated Other Comprehensive Income (Loss). 

(b) Difference in equity balances at March 31, 2006 and April 1. 2006 is due to the application of push-down accounting reflecting Duke Energy's merger with Cinergy (see 
Notes 1 and 3 to the Consolidated Financial Statements) 

Excludes $50 reflected as regulatory assets. 

Net of $10 tax expense in 2008, $3 tax expense in 2007 and $2 tax expense for the nine months ended December 31,2006. 

Net of $5 tax expense in 2007. 

Net of $19 tax benefit in 2008. 

(c) 

(d) 

(e) 

(f) 
See Notes to Consolidated Financial Statements 
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DUKE ENERGY OHIO, INC. 
Notes To Consolidated Financial Statements 

For the Years Ended December 31, 2008, 2007 and 2006 

I. Summary of Significant Accounting Policies 

Cinergy Corp. (Cinergy). Cinergy is a wholly-owned subsidiary of Duke Energy Corporation (Duke Energy). Duke Energy Ohio is a combination electric and gas public utility 
company that provides service in the southwestern portion of Ohio and through its wholly-owned subsidiary, Duke Energy Kentucky, Inc (Duke Energy Kentucky), in nearby 
areas of Kentucky, as well as electric generation in parts of Ohio, Illinois, Indiana and Pennsylvania through Duke Energy Ohio's Commercial Power business segment 
operations, which are discussed further below. Duke Energy Ohio's principal lines of business include generation, transmission and distribution of electricity, the sale of andlor 
transportation of natural gas and energy marketing Duke Energy Kentucky's principal lines of business include generation, transmission and distribution of electricity, as well as 
the sale of andlor transportation of natural gas Except where separately noted, references to Duke Energy Ohio herein relate to the consolidated operations of Duke Energy 
Ohio, including Duke Energy Kentucky 

On April 3,2006, Duke Energy Corporation (Old Duke Energy) and Cinergy merged into wholly-owned subsidiaries of Duke Energy Holding Corp. (Duke Energy HC), 
resulting in Duke Energy HC becoming the parent entity, In connection with the closing of the merger transactions, Duke Energy HC changed its name to Duke Energy 
Corporation (New Duke Energy or Duke Energy) and Old Duke Energy converted into a limited liability company named Duke Power Company LLC (subsequently renamed 
Duke Energy Carolinas, LLC effective October 1, 2006). As a result of the merger transactions, each outstanding share of Cinergy common stock was converted into 1.56 
shares of common stock of New Duke Energy, which resulted in the issuance of approximately 313 million shares of Duke Energy common stock. See Note 3 for additional 
information regarding the merger. Both Old Duke Energy and New Duke Energy are referred to as Duke Energy herein 

These Consolidated Financial Statements include, afler eliminating intercompany transactions and balances, the accounts of Duke Energy Ohio and all majority-owned 
subsidiaries where Duke Energy Ohio has control, as well as Duke Energy Ohio's proportionate share of certain generation and transmission facilities in Ohio, Kentucky and 
Indiana. 

Predecessor and Successor Reporting. In connection with the merger between Duke Energy and Cinergy, Duke Energy acquired all of the outstanding common stock 
of Cinergy. The merger was accounted for under the purchase method of accounting with Duke Energy treated as the acquirer for accounting purposes. As a result, the assets 
and liabilities of Cinergy were recorded at their respective fair values as of the merger consummation date. Purchase accounting impacts, including goodwill recognition, have 
been "pushed down" to Duke Energy Ohio, resulting in the assets and liabilities of Duke Energy Ohio being recorded at their respective fair values as of April 3, 2006 (see Note 
3). Except for an adjustment related to pension and other post-retirement benefit obligations, as mandated by the Financial Accounting Standards Board (FASB) Statement of 
Financial Accounting Standards (SFAS) No. 87, "Employers' Accounting for Pensions," and SFAS No. 106, "Employers' Accounting for Postretirement Benefits Other Than 
Pensions." the accompanying consolidated financial statements do not reflect any adjustments related to Duke Energy Ohio's regulated operations that were accounted for 
pursuant to SFAS No. 71, "Accounting for the Effects of Certain Types of Regulation" (SFAS No. 71) at the time of the merger, which are comprised of Duke Energy Ohio's 
regulated transmission and distribution operations and Duke Energy Kentucky. Under the rate setting and recovery provisions currently in place for these regulated operations 
which provide revenues derived from cost, the fair values of the individual tangible and intangible assets and liabilities are considered to approximate their carrying values 

Duke Energy Ohio's Consolidated Statements of Operations subsequent to the merger include amortization expense relating to purchase accounting adjustments and 
depreciation of fixed assets based upon their fair value as of the merger date Therefore, the Duke Energy Ohio financial data prior to the merger will not generally be 
comparable to its financial data subsequent to the merger See Note 3 for additional information. 

Due to the impact of push-down accounting, the financial statements and certain note presentations separate Duke Energy Ohio's presentations into two distinct periods, 
the period before the consummation of the merger (labeled "Predecessor") and the period afler that date (labeled "Successor"), to indicate the application of different bases of 
accounting between the periods presented. 

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

Nature of Operations and Basis of Consolidation. Duke Energy Ohio, Inc. (Duke Energy Ohio), an Ohio corporation organized in 1837, is a wholly-owned subsidiary of 
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DUKE ENERGY OHIO, INC. 
Notes To Consolidated Financial Statements-(Continued) 

Reapplication of SFAS No. 71 to Portions of Generatlon In Ohio. Duke Energy Ohio's generation operations within its Commercial Power business segment (see Note 
2) include generation assets located in Ohio that are dedicated to serve Ohio native load customers These assets, as excess capacity allows, also generate revenues through 
sales outside the native load customer base, and such revenue is termed non-native 

Prior to December 17, 2008, Duke Energy Ohio's Commercial Power business segment did not apply the provisions of SFAS No. 71 due to the comprehensive electric 
deregulation legislation passed by the state of Ohio in 1999. As described further below, effective December 17, 2008, the Public Utilities Commission of Ohio (PUCO) 
approved Duke Energy Ohio's Electric Security Plan (ESP), which resulted in the reapplication of SFAS No 71 to certain portions of Commercial Power's operations as of that 
date. 

From January 1, 2005 through December 31, 2008, Duke Energy Ohio, including its Commercial Power business segment, had been operating under a rate stabilization 
plan (RSP), which was a market-based standard service offer. See "Cost-Based Regulation" section below for further information on the RSP and the market-based standard 
service offer. Although the RSP contained certain trackers that enhanced the potential for cost recovery, there was no assurance of stranded cost recovery upon the expiration 
of the RSP on December 31, 2008 since it was initially anticipated that, upon the expiration of the RSP, there would be a move to full competitive markets. Accordingly, Duke 
Energy Ohio's Commercial Power business segment did not apply the provisions of SFAS No 71 to any of its generation operations prior to December 17, 2008. As discussed 
further in Note 4, in April 2008, new legislation (SB 221) was passed in Ohio and signed by the Governor of Ohio on May 1, 2008. The new law codified the PUCO's authority to 
approve an electric utility's standard service offer either through an ESP or a Market Rate Option (MRO). The MRO is a price determined through a competitive bidding 
process. On July 31,2008, Duke Energy Ohio filed an ESP, and with certain amendments, the ESP was approved by the PUCO on December 17,2008. The ESP became 
effective on January 1,2009. 

In connection with the approval of the ESP, Duke Energy Ohio reassessed the applicability of SFAS No. 71 to Commercial Power's generation operations as SB 221 
substantially increased the PUCO's oversight authority over generation in the state of Ohio, including giving the PUCO complete approval of generation rates and the 
establishment of an earnings test to determine if a utility has earned significantly excessive earnings. Duke Energy Ohio determined that certain costs and related rates (riders) 
of Commercial Power's operations related to generation serving native load meet the criteria established by SFAS No. 71 for regulatory accounting treatment as SB 221 and 
Duke Energy Ohio's approved ESP solidified the automatic recovery of certain costs of its generation serving native load within its Commercial Power business segment and 
increased the likelihood that Commercial Power's operations will remain under a cost recovery model for certain costs for the foreseeable future 

Under the ESP, Duke Energy Ohio will bill for its native load generation via numerous riders SB 221 and the ESP resulted in the approval of the automatic recovery of 
certain of these riders, which includes, but is not limited to, a fuel and purchased power (FPP) rider and certain portions of a cost of environmental compliance (AAC) rider. 
Accordingly, Duke Energy Ohio's Commercial Power business segment began applying SFAS No 71 to the corresponding RSP riders granting automatic recovery under the 
ESP on December 17, 2008 The remaining portions of Commercial Power's native load generation operations, revenues from which are reflected in rate riders for which the 
ESP does not specifically allow automatic cost recovery, as well as all generation operations associated with non-native customers, including Commercial Power's Midwest 
gas-fired generation assets, continue to not appfy regulatory accounting as those operations do not meet the criteria of SFAS No 71 Moreover, generation remains a 
competitive market in Ohio and native load customers continue to have the ability to switch to alternative suppliers for their electric generation service As customers switch, 
there is a risk that some or all of the regulatory assets will not be recovered through the established riders. Duke Energy Ohio will continue to monitor the amount of native load 
customers that have switched to alternative suppliers when assessing the recoverability of its regulatory assets established for its native load generation operations within its 
Commercial Power business segment. 

Despite certain portions of the Ohio native load operations not being subject to the accounting provisions of SFAS No. 71, all of Duke Energy Ohio's native load 
operations' rates are subject to approval by the PUCO. and thus these operations are referred to herein as Duke Energy Ohio's regulated operations. 

Extraordinary item. The reapplication of SFAS No 71 to certain portions of generation in Ohio on December 17, 2008, as discussed above, resulted in an approximate 
$67 million afier-tax (approximately $103 million pre-tax) extraordinary gain related to mark-to-market losses previously recorded in earnings associated with open forward 
native load economic hedge contracts for fuel, purchased power and emission allowances, which the RSP and ESP allow to be recovered through a FPP rider, There were no 
other immediate income statement impacts on the date of reapplication of SFAS No 71, A corresponding regulatory asset was established for the value of these contracts. 

27 

Source: Duke Energy Ohio, In, 10-K, March 13, 2009 



Table of Contents 
PART Ii 

DUKE ENERGY OHIO, INC. 
Notes To Consolidated Financial Statements-(Continued) 

Cash and Cash Equlvalents. All highly liquid investments with maturities of three months or less at the date of acquisition are considered cash equivalents. 
Restricted Funds Held in Trust. At December 31, 2008 and 2007, Duke Energy Ohio had approximately $10 million and 562 million, respectively, of restricted cash 

Inventory. Inventory consists primarily of coal held for electric generation, materials and supplies and natural gas held in storage for transmission and sales commitments, 
related primarily to proceeds from debt issuances that are held in trust, primarily for the purpose of funding future environmental expenditures. 

and is recorded primarily using the average cost method. Inventory related to Duke Energy Ohio's regulated operations is valued at historical cost consistent with ratemaking 
treatment. Materials and supplies are recorded as inventory when purchased and subsequently charged to expense or capitalized to plant when installed. Inventory related to 
Duke Energy Ohio's non-regulated operations is valued at the lower of cost or market. 

Components of inventory 

December 31, 
2008 2007 

J n v e n t o r y !  -_.__-___I-__._...__ ..--.__..___..___.._....._...__I...___......._............._.......... l.-..L.L-l_.._ l...i--_l 
.- ............ --- ............ ........... ____ .. ..J. ..... 1._.1 -!E.- ........ I.. 1-55; 

$ 89 $ 77 

Gas held in storaoe 3 69 
I - p l l8q - Total Inventory - 

Effective November 1, 2008, Duke Energy Ohio and Duke Energy Kentucky executed agreements with a third party to transfer title of natural gas inventory purchased by 
Duke Energy Ohio and Duke Energy Kentucky to the third party. Under the agreements, the gas inventory will be stored and managed for Duke Energy Ohio and Duke Energy 
Kentucky and will be delivered on demand. The gas storage agreements will expire on October 31,2009, unless extended by the third party for an additional 12 months. As a 
result of the agreements, the combined natural gas inventory of approximately $81 million being held by a third party as of December 31, 2008 has been classified as Other 
within Current Assets on the Consolidated Balance Sheets.At December 31, 2008, this balance exceeded 5% of total current assets. 

Cost-Based Regulation. Duke Energy Ohio accounts for certain of its regulated operations under the provisions of SFAS No. 71. The economic effects of regulation can 
result in a regulated company recording assets for costs that have been or are expected to be approved for recovery from customers in a future period or recording liabilities for 
amounts that are expected to be returned to customers in the rate-setting process in a period different from the period in which the amounts would be recorded by an 
unregulated enterprise. Accordingly, Duke Energy Ohio records assets and liabilities that result from the regulated ratemaking process that would not be recorded under GAAP 
for non-regulated entities. Regulatory assets and liabilities are amortized consistent with the treatment of the related costs in the ratemaking process. Management continually 
assesses whether regulatory assets are probable of future recovery by considering factors such as applicable regulatory changes, recent rate orders applicable to other 
regulated entities and the status of any pending or potential deregulation legislation. Additionally, management continually assesses whether any regulatory liabilities have been 
incurred. Based on this continual assessment, management believes the existing regulatory assets are probable of recovery and that no regulatory liabilities, other than those 
recorded, have been incurred. These regulatory assets and liabilities are primarily classified in the Consolidated Balance Sheets as Regulatory Assets and Deferred Debits, and 
Deferred Credits and Dther Liabilities. Duke Energy Ohio periodically evaluates the applicability of SFAS No. 71, and considers factors such as regulatory changes and the 
impact of competition. If cost-based regulation ends or competition increases, Duke Energy Ohio may have to reduce its asset balances to reflect a market basis less than cost 
and write off the associated regulatory assets and liabilities. For further information see Note 4. 

In order to apply the accounting provisions of SFAS No. 71 and record regulatory assets and liabilities, the scope criteria in SFAS No. 71 must be met. Management 
makes significant judgments in determining whether the scope criteria of SFAS No. 71 are met for its operations, including determining whether revenue rates for services 
provided to customers are subject to approval by an independent, third-party regulator, whether the regulated rates are designed to recover specific costs of providing the 
regulated service, and a determination of whether, in view of the demand for the regulated services and the level of competition, it is reasonable to assume that 
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DUKE ENERGY OHIO, INC. 
Notes To Consolidated Financial Statements-(Continued) 

rates set at levels that will recover the operations' costs can be charged to and collected from customers. This final criterion requires consideration of anticipated changes in 
levels of demand or competition, direct and indirect, during the recovery period for any capitalized costs. If facts and circumstances change so that a portion of Duke Energy 
Ohio's regulated operations meet all of the scope criteria set forth in SFAS No. 71 when such criteria had not been previously met, SFAS No. 71 would be reapplied to all or a 
separable portion of the operations. Such reapplication includes adjusting the balance sheet for amounts that meet the definition of a regulatory asset or regulatory liability of 
SFAS No. 71. Refer to the above section titled, "Reapplication of SFAS No. 71 to Portions of Generation in Ohio." 

November 2004, and which provided price certainty through December 31, 2008. See Note 4 for additional information. The RSP consisted of the following discrete charges: 

Annually Adjusted Component-intended to provide cost recovery primarily for environmental compliance expenditures. This component was avoidable (or 
by-passable) for the first 25% of residential load and 50% of non-residential load to switch to an alternative electric service provider. 

Infrastructure Maintenance Fund Charge-intended to compensate Duke Energy Ohio for committing its physical capacity. This charge was unavoidable (or 
non-by-passable). 

System Reliability Tracker-intended to provide actual cost recovery for capacity purchases, purchased power, reserve capacity, and related market costs for 
purchases to meet capacity needs. This charge was non-by-passable for residential load and by-passable for non-residential load under certain circumstances. 

Rate Stabilization Charge-intended to compensate Duke Energy Ohio for maintaining a fixed price through 2008. This charge was by-passable by the first 25% of 
residential load and 50% of non-residential load to switch. 

From January 1, 2005 through December 31, 2008, Duke Energy Ohio operated under a RSP, a market-based standard service offer which was approved by the PlJCO In 

- 
- 
* 

Generation Prices and Fuel Recovery-A market price has been established for generation service A component of the market price was a fuel cost recovery 
mechanism that was adjusted quarterly for fuel, emission allowances, and certain purchased power costs, that exceed the amount originally included in the rates 
frozen in the Duke Energy Ohio transition plan. These new prices were applied to non-residential customers beginning January 1. 2005 and to residential customers 
beginning January 1, 2006. 

Transmission Cost Recovery-A transmission cost recovery mechanism was established beginning January 1,  2005 for non-residential customers and beginning 
January 1 ~ 2006 for residential customers. The transmission cos! recovery mechanism was designed to permit Duke Energy Ohio to recover certain Midwest 
Independent Transition System Operator, Inc. (Midwest ISO) charges, all Federal Energy Regulatory Commission (FERC) approved transmission costs, and all 
congestion costs allocable to retail ratepayers that are provided service by Duke Energy Ohio. 

Energy Purchases and Fuel Costs. A cost tracking recovery mechanism is used to recover costs of retail fuel and emission allowances that exceed the amount originally 

Accounting for R l s k  Management and Wedging Actlvitles and Flnanclal Instruments. Duke Energy Ohio may use a number of different derivative and non-derivative 

included in the rates frozen in the Duke Energy Ohio transition plan. Also, Duke Energy Ohio began utilizing a tracking mechanism approved by the PUCO for the recovery of 
system reliability capacity costs related to certain specified purchases of power. 

instruments in connection with its commodity price and interest rate risk management activities, including swaps, futures, forwards and options All derivative instruments not 
designated and qualifying for the normal purchases and normal sales exception under SFAS No. 133, "Accounting for Derivative lnstruments and Hedging Activities," as 
amended (SFAS No. 133), are recorded on the Consolidated Balance Sheets at their fair value. Cash inflows and outflows related to derivative instruments, except those that 
contain financing elements and those related to other investing activities, are presented as a component of operating cash flows in the accompanying Consolidated Statements 
of Cash Flows. Cash inflows and outflows related to derivative instruments containing financing elements are presented as a component of financing cash flows in the 
accompanying Consolidated Statements of Cash Flows while cash inflows and outflows from derivatives related to investing activities are presented as a component of 
investing cash flows in the accompanying Consolidated Statements of Cash Flows 
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Duke Energy Ohio has designated all energy commodity derivatives as non-trading subsequent to the October 2006 sale of Cinergy Marketing and Trading, LP, and 
Cinergy Canada, Inc. (collectively CMT). which is discussed further in Note 14. Gains and losses for all derivative contracts that do not represent physical delivery contracts are 
reported on a net basis in the Consolidated Statements of Operations. For each of Duke Energy Ohio's physical delivery contracts that are derivatives. the accounting model 
and presentation of gains and losses, or revenue and expense in the Consolidated Statements of Operations is shown below. 

Duke Energy Ohio 
Accounting Model Presentation of Galns B Losses or  Revenue B Expense - .- Classlflcatlon of Contract 

jTrading derivatives . .~ ark..tc-market(a) et basis in Non-regulated I electric and ~ other 1 Ju7 
Non-trading derivatives: 

j a s h f l a w h e d g e  

/purchase or sale 

~ ~ ~ ..-____ 
l - k c c N a l ( ~ ) - - - ~ ~ s ~ ~ i ~ t h e  same Statement qfApeiations category as the related hedged item ] 

Fair value hedge ACCNal(b) Gross basis in the same Statement of Operations category as the related hedged item - 

Undesignated Mark-to-market(a) Net basis in the related Statement of Operations category for interest rate and commodity 
derivatives in the non-regulated business For derivatives related to the regulated business, 
gains and losses are deferred as regulatory liabilities and assets, respectively. 

(a) An accounting term used by Duke Energy Ohio to refer to derivative contracts for which an asset or liability is recognized at fair value and the change in the fair value of 
that asset or liability is generally recognized in the Consolidated Statements of Operations for the non-regulated business and the Consolidated Balance Sheets within 
regulatory assets or regulatory liabilities for the regulated business. This term is applied to trading and undesignated non-trading derivative contracts. As this term is not 
explicitly defined within GAAP, Duke Energy Ohio's application of this term could differ from that of other companies 

An accounting term used by Duke Energy Ohio to refer to contracts for which there is generally no recognition in the Consolidated Statements of Operations for any 
changes in fair value until the service is provided, the associated delivery period occurs or there is hedge ineffectiveness As discussed further below, this t e n  is applied 
to derivative contracts that are accounted for as cash flow hedges, fair value hedges, and normal purchases or sales, as well as to non-derivative contracts used for 
commodity risk management purposes. As this term is not explicitly defined within GAAP, Duke Energy Ohio's application of this term could differ from that of other 
companies. 
On January 1,2008, Duke Energy Ohio adopted FASB Staff Position (FSP) No. FIN 39-1, "Amendment ofFAS8 lnferpretafion No. (FIN) 39, Offsetting ofAmounts 

Related to Certain Contracts" (FSP No. FIN 39-1). In accordance with FSP No. FIN 39-1, Duke Energy Ohio offsets fair value amounts (or amounts that approximate fair value) 
recognized on its Consolidated Balance Sheets related to cash collateral amounts receivable or payable against fair value amounts recognized for derivative instruments 
executed with the same counterparty under the same master netting agreement. Prior to the adoption of FSP No. FIN 39-1, Duke Energy Ohio offset the fair value amounts 
recognized for derivative instruments executed with the same counterparty under the same master netting agreement in accordance with FIN 39, "Offsetting of Amounts 
Related fo Certain Contracts," but presented cash collateral on a gross basis within the Consolidated Balance Sheets. At December 31, 2008 and 2007, Duke Energy Ohio had 
receivables related to the right to reclaim cash collateral of approximately $85 million and $5 million, respectively, and had payables related to obligations to return cash 
collateral of an insignificant amount at each balance sheet date that have been offset against net derivative positions in the Consolidated Balance Sheets. Additionally, Duke 
Energy Ohio had cash collateral receivables of approximately $53 million and $15 million under master netting arrangements that have not been offset against nef derivative 
positions at December 31, 2008 and 2007. respectively, as these amounts primarily represent initial margin deposits related to New York Mercantile Exchange (NYMEX) 
futures contracts. Duke Energy Ohio had insignificant cash collateral payables under master netting arrangements that have not been offset against net derivative positions at 
December 31,2008 and December 31,2007. 

Cash Flow and Fair Value Hedges. Qualifying energy commodity and other derivatives may be designated as either a hedge of a forecasted transaction or future cash 
flows (cash flow hedge) or a hedge of a recognized asset, liability or firm commitment (fair value hedge). For all contracts accounted for as a hedge, Duke Energy Ohio 
prepares formal documentation of the hedge in accordance with SFAS No, 133. In addition, at inception and at least every three months thereafter, Duke Energy Ohio formally 
assesses whether the hedge contract is highly effective in offsetting changes in cash flows or fair values of hedged items Duke Energy Ohio documents hedging activity by 
transaction type (futureslswaps) and risk management strategy (commodity price risklinterest rate risk) 

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

For derivatives designated as fair value hedges, Duke Energy Ohio recognizes the gain or loss on the derivative instrument, as well as the offsetting loss or gain on the 
hedged item in earnings, to the extent effective, in the current period. All derivatives designated and accounted for as hedges are classified in the same category as the item 
being hedged in the Consolidated Statements of Cash Flows. In addition, all components of each derivative gain or loss are included in the assessment of hedge effectiveness. 

Normal Purchases and Noma/  Sales (NPNS). On a limited basis, Duke Energy Ohio applies the NPNS exception to certain contracts. If contracts cease to meet this 
exception, the fair value of the contracts is recognized on the Consolidated Balance Sheets and the contracts are accounted for prospectively using the MTM Model unless 
immediately designated as a cash flow or fair value hedge. 

Valuation When available, quoted market prices or prices obtained through external sources are used to measure a contract's fair value. For contracts with a delivery 
location or duration for which quoted market prices are not available, fair value is determined based on internally developed valuation techniques or models. For derivatives 
recognized under the MTM Model, valuation adjustments are also recognized in the Consolidated Statements of Operations. 

Goodwlll. Duke Energy Ohio evaluates goodwill for potential impairment under the guidance of SFAS No. 142, "Goodwi// and Other lnfangible Assefs" (SFAS No 142). 
Under this provision, goodwill is subject to an annual test for impairment. Duke Energy Ohio has designated August 31 as the date it performs the annual review for goodwill 
impairment for its reporting units. Under the provisions of SFAS No. 142, Duke Energy Ohio performs the annual review for goodwill impairment at the reporting unit level. which 
Duke Energy Ohio has determined to be an operating segment. 

Impairment testing of goodwill consists of a two-step process. The first step involves a comparison of the determined fair value of a reporting unit with its carrying amount. 
If the carrying amount of the reporting unit exceeds its fair value, the second step of the process involves a comparison of the fair value and carrying value of the goodwill of 
that reporting unit If the carrying value of the goodwill of a reporting unit exceeds the implied fair value of that goodwill, an impairment loss is recognized in an amount equal to 
the excess. Additional impairment tests are performed between the annual reviews if events or changes in circumstances make it more likely than not that the fair value of a 
reporting unit is below its carrying amount. 

Duke Energy Ohio primarily uses a discounted cash flow analysis to determine fair value. Key assumptions in the determination of fair value include the use of an 
appropriate discount rate, estimated future cash flows and estimated run rates of operation, maintenance, and general and administrative costs In estimating cash flows, Duke 
Energy Ohio incorporates expected growth rates, regulatory stability and ability to renew contracts as well as other factors into its revenue and expense forecasts. See Note 10 
for further information. 

Property, Plant and Equlpment. As discussed under "Predecessor and Successor Reporting" above, recorded balances for property, plant and equipment existing as of 
April 3, 2006 were adjusted to reflect fair values as of that date. Due to rate-setting and recovery provisions currently in place for regulated operations. the fair values of 
property plant and equipment of the regulated operations were considered to approximate their carrying values as of the date of Duke Energy's merger with Cinergy 
Accumulated depreciation was not reset to zero as of the merger date for the regulated property, plant and equipment due primarily to regulatory reporting implications. 
Unregulated property, plant and equipment were recorded at respective fair values and accumulated deprecation was reset to zero as of the merger date. Otherwise, property, 
plant and equipment are stated at the lower of historical cost less accumulated depreciation or fair value, if impaired. Duke Energy Ohio capitalizes all construction-related 
direct labor and material costs, as well as indirect construction costs Indirect costs include general engineering, taxes and the cost of funds used during construction (see 
"Allowance for Funds Used During Construction (AFUDC)," discussed below). The cost of renewals and betterments that extend the useful life of property, plant and equipment 
are also capitalized. The cost of repairs, replacements and major maintenance projects, which do not extend the useful life or increase the expected output of the asset. is 
expensed as incurred. Depreciation is generally computed over the asset's estimated useful life using the composite straight-line method The composite weighted-average 
depreciation rates were 2.6% for 2008,2.6% for 2007 
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and 2.7% for 2006. Depreciation studies are conducted periodically to update the composite rates and are approved by the PUCO and the Kentucky Public Service 
Commission (KPSC). 

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

See Note 15 for further information on the components and estimated useful lives of Duke Energy Ohio's property, plant and equipment balance 
Asset Retlrernent Obllgatlons. Duke Energy Ohio recognizes asset retirement obligations in accordance with SFAS No. 143, "Accounting ForAsset Retirement 

Obligations" (SFAS No. 143). for legal obligations associated with the retirement of long-lived assets that result from the acquisition. construction. development andior normal 
use of the asset and FIN No. 47, "Accounting for Conditional Asset Retirement Obligations" (FIN 47), for conditional asset retirement obligations. The term conditional asset 
retirement obligation as used in SFAS No. 143 and FIN 47 refers to a legal obligation to perform an asset retirement activity in which the timing and (or) method of settlement 
are conditional on a future event that may or may not be within the control of the entity. The obligation to perform the asset retirement activity is unconditional even though 
uncertainty exists about the timing and (or) method of settlement. Thus, the timing and (or) method of settlement may be conditional on a future event Both SFAS No 143 and 
FIN 47 require that the present value of the projected liability for an asset retirement obligation be recognized in the period in which it is incurred, if a reasonable estimate of fair 
value can be made. The present value of the liability is added to the carrying amount of the associated asset. This additional carrying amount is then depreciated over the 
estimated useful life of the asset. See Note 7 for further information regarding Duke Energy Ohio's asset retirement obligations. 

Long-Llved Asset Impalrments, Assets Held For Sale and Discontinued Operatlons. Duke Energy Ohio evaluates whether long-lived assets, excluding goodwill, 
have been impaired when circumstances indicate the carrying value of those assets may not be recoverable. For such long-lived assets, an impairment exists when its carrying 
value exceeds the sum of estimates of the undiscounted cash flows expected to result from the use and eventual disposition of the asset. When alternative courses of action to 
recover the carrying amount of a long-lived asset are under consideration, a probability-weighted approach is used for developing estimates of future undiscounted cash flows 
If the carrying value of the long-lived asset is not recoverable based on these estimated future undiscounted cash flows, the impairment loss is measured as the excess of the 
asset's carrying value over its fair value, such that the asset's carrying value is adjusted to its estimated fair value. 

Management assesses the fair value of long-lived assets using commonly accepted techniques, and may use more than one source. Sources to determine fair value 
include, but are not limited to, recent third party comparable sales, internally developed discounted cash flow analysis and analysis from outside advisors. Significant changes in 
market conditions resulting from events such as changes in commodity prices or the condition of an asset, or a change in management's intent to utilize the asset may 
generally require management to re-assess the cash flows related to the long-lived assets. 

Duke Energy Ohio uses the criteria in SFAS No. 144 "Accounting for the lmpairment or Disposal of Long-Lived Assets" (SFAS No 144). to determine when an asset is 
classified as "held for sale." Upon classification as "held for sale," the long-lived asset or asset group is measured at the lower of its carrying amount or fair value less cost to 
sell, depreciation is ceased and the asset or asset group is separately presented on the Consolidated Balance Sheets. When an asset or asset group meets the SFAS No 144 
criteria for classification as held for sale within the Consolidated Balance Sheets, Duke Energy Ohio does not retrospectively adjust prior period balance sheets to conform to 
current year presentation. 

Duke Energy Ohio uses the criteria in SFAS No 144 and Emerging Issues Task Force (EITF) Issue No. 03-13, "Applying the Conditions in Paragraph 42 of FASB 
Sfafement No 144 in Determining Whether to Reporl Discontinued Operations" (EITF 03-13), to determine whether components of Duke Energy Ohio that are being disposed 
of, are classified as held for sale or have been wound down are required to be reported as discontinued operations in the Consolidated Statements of Operations. To qualify as 
a discontinued operation under SFAS No. 144, the component being disposed of must have clearly distinguishable operations and cash flows Additionally, pursuant to EITF 
03-13, Duke Energy Ohio must not have significant continuing involvement in the operations after the disposal (i e , Duke Energy Ohio must not have the ability to influence the 
operating or financial policies of the disposed component) and cash flows of the operations being disposed of must have been eliminated from Duke Energy Ohio's ongoing 
operations (Le., Duke Energy Ohio does not 
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expect to generate significant direct cash flows from activities involving the disposed component after the disposal transaction is completed). Assuming both preceding 
conditions are met, the related results of operations for the current and prior periods, including any related impairments. are reflected within discontinued operations, net of tax, 
in the Consolidated Statements of Operations. If an asset held for sale does not meet the requirements for discontinued operations classification, any impairments and gains or 
losses on sales are recorded as a component of continuing operations in the Consolidated Statements of Operations Impairments for all other long-lived assets are recorded in 
Operating Expenses in the Consolidated Statements of Operations. 

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

Loss Contingencies. Duke Energy Ohio is involved in certain legal and environmental matters that arise in the normal course of business Loss contingencies are 
accounted for under SFAS No. 5, "Accounting for Contingencies" (SFAS No 5) Under SFAS No. 5, contingent losses are recorded when it is determined that it is probable that 
a loss has occurred and the amount of the loss can be reasonably estimated. When a range of the probable loss exists and no amount within the range is a better estimate than 
any other amount, Duke Energy Ohio records a loss contingency at the minimum amount in the range Unless otherwise required by GAAP, legal fees are expensed as 
incurred. See Note 18 for further information. 

future revenues. Environmental expenditures related to operations that generate current or future revenues are expensed or capitalized, as appropriate. Liabilities are recorded 
on an undiscounted basis when the necessity for environmental remediation becomes probable and the costs can be reasonably estimated, or when other potential 
environmental liabilities are reasonably estimable and probable. 

Unbilled revenues are estimated by applying an average revenue per kilowatt-hour or per thousand cubic feet (Mcf) for all customer classes to the number of estimated 
kilowatt-hours or Mcfs delivered but not billed. The amount of unbilled revenues can vary significantly from period to period as a result of factors, including seasonality, weather, 
customer usage patterns and customer mix. Unbilled revenues, which are included in Receivables on the Consolidated Balance Sheets, primarily relate to wholesale sales at 
Commercial Power and were approximately $40 million and $38 million, at December 31, 2008 and 2007, respectively Additionally, receivables for unbilled revenues of 
approximately $149 million and $145 million at December 31, 2008 and 2007, respectively, related to retail accounts receivable at Duke Energy Ohio and Duke Energy 
Kentucky are included in the sales of accounts receivable to Cinergy Receivables Company, LLC (Cinergy Receivables), See Note 13 for additional information. 

Fuel Cost Deferrals. Fuel expense includes fuel costs or other recoveries that are deferred through fuel clauses established by Duke Energy Ohio's regulators. These 
clauses allow Duke Energy Ohio to recover fuel costs, fuel-related costs and portions of purchased power costs through surcharges on customer rates These deferred fuel 
costs are recognized in revenues and fuel expenses as they are billable to customers. 

AFUDC. In accordance with regulatory treatment, Duke Energy Ohio records AFUDC, which represents the estimated debt and equity costs of capital funds necessary to 
finance the construction of new regulated facilities. Both the debt and equity components of AFUDC are non-cash amounts within the Consolidated Statements of Operations. 
AFUDC is capitalized as a component of the cost of Property, Plant and Equipment, with an offsetting credit to Other Income and Expenses, net on the Consolidated 
Statements of Operations for the equity component and as an offset to Interest Expense on the Consolidated Statements of Operations for the debt component. After 
construction is completed, Duke Energy Ohio is permitted to recover these costs through inclusion in the rate base and the corresponding depreciation expense. The total 
amount of AFLJDC included in the Consolidated Statements of Operations was $26 million in 2008, which consisted of an after-tax equity component of $7 million and a 
before-tax interest expense component of $19 million. The total amount of AFUDC included in the Consolidated Statements of Operations was $34 million in 2007, which 
consisted of an aRer-tax equity component of $4 million and a before-tax interest expense component of $30 million. The total amount of AFUDC included in the Consolidated 
Statements of Operations for the nine months ended December 3 1, 2006 was $16 million, which consisted of an after-tax 

Unamortized Debt Premium, Discount and Expense. Premiums, discounts and expenses incurred with the issuance of outstanding long-term debt are amortized over 

Environmental Expenditures. Duke Energy Ohio expenses environmental expenditures related to conditions caused by past operations that do not generate current or 

Revenue Recognition and Unbllled Revenue. Revenues on sales of electricity and gas are recognized when either the service is provided or the product is delivered 
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equity component of $2 million and a before-tax interest expense component of $14 million. The total amount of AFUDC included in the Consolidated Statements of Operations 
for the three months ended March 31, 2006 was $4 million, which consisted of an after-tax equity component of $1 million and a before-tax interest expense component of $3 
million. 

AFUDC equity is recorded in the Consolidated Statements of Operations on an after-tax basis and is a permanent difference item for income tax purposes (Le., a 
permanent difference between financial statement and income tax reporting), thtls reducing Duke Energy Ohio's income tax expense and effective tax rate during the 
construction phase in which AFUDC equity is being recorded. The effective tax rate is subsequently increased in future periods when the completed property, plant and 
equipment is placed in service and de reciation of the AFUDC equity commences. 

Accountlng Far Purchases angSales of Emisslon Allowances Emission allowances are issued by the Environmental Protection Agency EPA) at zero cost and 
ermit the holder of the allowance to emit certain gaseous by-products df fossil fuel combustion including sulfur dioxide (502) and nitro en oxide (LOX) Allowances may also 

&e bought,and sold via third arty transactions or consumed as the emissions are generated. A!\owances allocated to or acquired by Duae Energy Ohio are held primarily for 
consumption. Duke Energy 8hio records emission allowances as Intangibles net on its Consolidated Balance Sheets and recognizes the allowances in eamin s as they are 
consumed or sold. Gains or losses on sales of emission allowances for non-iegulated businesses are presented on a net basis in Gains (Losses on Sales of 8ther Assets and 
Other net in the accompanying Consolidated Statements of Operations. For regulated businesses that provide for direct recovery of emission allowances any gain or loss on 
sales'of rdcoverable emission allowances are included in the rate structure of the regulated entity and are deferred as a regulato asset or liability. Future'rates charged to 
retail customers are impacted by aniqain or loss on sales of recoverable emission allowances and therefore as the recovery ofyhe ain or loss is reco nized in operating 
revenues the regulatory asset or lia I it related to the emission allowance activit is reco nized as'a compo&nt of Fuel Used in Elejr ic Generation an! Purchased 
Power-kegulated in the Consolidated ktatements of Operations. Purchases anr!sales o?emission allowances are presented gross as investing activities on the Consolidated 
Statements of Cash Flows. See Note 11 for discussion regarding the impairment of the carrying value of certain emission allowances in 2008. 

Income Taxes. As a result of Duke Energy's merger with Cinergy, Duke Energy Ohio entered into a tax sharing agreement with Duke Energy, where the separate return 
method is iised to allocate tax expenses and benefits to the subsidiaries whose investments or results of operations provide these tax expenses or benefits The accounting for 
income taxes essentially represents the income taxes that Duke Energy Ohio would incur if Duke Energy Ohio were a separate company filing its own federal tax return as a 
C-Corporation. The current tax sharing agreement Duke Energy Ohio has with Duke Energy is substantially the same as the tax sharing agreement between Duke Energy Ohio 
and Cinergy prior to the merger Deferred income taxes have been provided for temporary differences between the GAAP and tax carrying amounts of assets and liabilities. 
These differences create taxable or tax-deductible amounts for future periods Investment tax credits have been deferred and are being amortized over the estimated useful 
lives of the related properties in Duke Energy Ohio's regulated operations 

Management evaluates and records uncertain tax positions in accordance with FIN 48, "Accounfing For Uncertainfyin h o m e  Taxes-an lnterprelafion of FASB 
Stafernenf 1 0 9  (FIN 48), which was adopted by Duke Energy Ohio on January 1, 2007. Duke Energy Ohio records tax benefits for uncertain positions taken or expected to be 
taken on tax returns, including the decision to exclude certain income or transactions from a return, when a more-likely-than-not threshold is met for a tax position and 
management believes that the position will be sustained upon examination by the taxing authorities Management evaluates each position based solely on the technical merits 
and facts and circumstances of the position, assuming the position will be examined by a taxing authority having full knowledge of all relevant information. In accordance with 
FIN 48, Duke Energy Ohio records the largest amount of the uncertain tax benefit that is greater than 50% likely of being realized upon settlement or effective settlement. 
Management considers a tax position effectively settled for the purpose of recognizing previously unrecognized tax benefits when the following conditions exist: (i) the taxing 
authority has completed its examination procedures, including all appeals and administrative reviews that the taxing authority is required and expected to perform for the tax 
positions, (ii) Duke Energy Ohio does not intend to appeal or litigate any aspect of the tax position included in the completed examination, and (iii) it is remote that the taxing 
authority would examine or reexamine any aspect of the tax position See Note 6 for further information 

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

34 

Source: Duke Energy Ohio, In, IO-K. March 13, 2009 



Table of Contents 
PART II . . .. . . . , 

DUKE ENERGY OHIO, INC 
Notes To Consolidated Financial Statements-(Continued) 

Excise Taxes. Certain excise taxes levied by state or local governments are collected by Duke Energy Dhio from its customers. These taxes, which are required to be 
paid regardless of Duke Energy Ohio's ability to collect from the customer, are accounted for on a gross basis When Duke Energy Ohio acts as an agent, and the tax is not 
required to be remitted if it is not collected from the customer, the taxes are accounted for on a net basis Duke Energy Ohio's excise taxes accounted for on a gross basis and 
recorded as revenues in the accompanying Consolidated Statements of Operations were as follows: 

Predecessorla) 

December 31,2008 December 31,2007 December 31,2006 - March 31,2006 

I $491 T i - -  $ 4 4 9  r fi~----~--ir-rr--- %?.R 1 

Successorla) 
Year Ended Year Ended Nine Months Ended Three Months Ended 

-~----(!!? m i ' l i o n 4 ~ -  

(a) See "Predecessor and Successor Reporting" section above for additional information on Predecessor and Successor reporting. 
Segment Reporting. SFAS No. 131, "Disclosures about Segments ofan Enterprise and Related Information" (SFAS No. 131), establishes standards for a public 

company to report financial and descriptive information about its reportable operating segments in annual and interim financial reports. Operating segments are components of 
an enterprise about which separate financial information is available and evaluated regularly by the chief operating decision maker in deciding how to allocate resources and 
evaluate performance Two or more operating segments may be aggregated into a single reportable segment provided aggregation is consistent with the objective and basic 
principles of SFAS No. 131. if the segments have similar economic characteristics, and the segments are considered similar under criteria provided by SFAS No 131. There is 
no aggregation within Duke Energy Ohio's reportable business segments. SFAS No. 131 also establishes standards and related disclosures about the way the operating 
segments were determined, including products and services, geographic areas and major customers, differences between the measurements used in reporting segment 
information and those used in the general-purpose financial statements, and changes in the measurement of segment amounts from period to period. The description of Duke 
Energy Ohio's reportable segments, consistent with how business results are reported internally to management and the disclosure of segment information in accordance with 
SFAS No. 131, are presented in Note 2. 

Statements of Consolidated Cash Flows. Duke Energy Ohio has made certain classification elections within its Consolidated Statements of Cash Flows related to 
discontinued operations and debt restricted for qualified capital and maintenance expenditures. Cash flows from discontinued operations are combined with cash flows from 
continuing operations within operating, investing and financing cash flows within the Consolidated Statements of Cash Flows Proceeds from debt issued with restrictions to 
fund future capital and maintenance expenditures are presented on a gross basis, with the debt proceeds classified as a financing cash inflow and the changes in the restricted 
funds held in trust presented as a component of investing activities. 

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

SFAS No 157, "Fair Value Measurements"(SFAS No 157) Refer to Note 9 for a discussion of Duke Energy Ohio's adoption of SFAS No. 157. 
SFAS No, 159, "The Fair Value Option for Financial Assets and Financial Liabilities- including an amendment of FASB Statement No 115"(SFAS No 159) Refer to Note 

9 for a discussion of Duke Energy Ohio's adoption of SFAS No. 159 
FASB Staff Position (FSP) No FIN 39- 1, "Amendment of FASB lnterpretation No 39, Or/setfing ofArnounts Related fo Certain Contracts"(FSP No FlN 39- 1). Refer to 

"Accounting for Risk Management and Hedging Activities and Financial Instruments" above for a discussion of Duke Energy Ohio's adoption of FSP No. FIN 39-1 
The following new accounting standards were adopted by Duke Energy Ohio during the year ended December 31, 2007 and the impact of such adoption, if applicable, 

has been presented in the accompanying Consolidated Financial Statements: 
SFAS No. 155, "Accounting for Certain Hybrfd Financial Instruments-an amendment of FASB Statements No 133 and 140" (SFAS No. 155) In February 2006, the 

FASB issued SFAS No. 155, which amends SFAS No. 133, "Accounfing forDerivative lnstrumenfs and Hedging AcfiviNes" and SFAS No. 140, "Accounting for Transfers and 
Servicing of Financial Assets and Extinguishments of Liabililies" (SFAS No 140). SFAS No. 155 allows financial instruments that have embedded derivatives to be accounted 
for at fair value at acquisition, at issuance, or when a previously recognized financial instrument is subject to a remeasurement (new basis) event, on an 
instrument-by-instrument basis, in cases in which a derivative would otherwise have to be bifurcated. SFAS No. 155 was effective for Duke 
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Energy Ohio for all financial instruments acquired, issued, or subject to remeasurement after January 1, 2007, and for certain hybrid financial instruments that had been 
bifurcated prior to the effective date, for which the effect is to be reported as a cumulative-effect adjustment to beginning retained earnings The adoption of SFAS No 155 did 
not have a material impact on Duke Energy Ohio's consolidated results of operations, cash flows or financial position. 

SFAS No. 156, '%Accounting for Servicing of Financial Assets-an amendment of FASB Statement No 740" (SFAS No 156) In March 2006, the FASB issued SFAS 
No. 156. which amends SFAS No. 140. SFAS No. 156 requires recognition of a servicing asset or liability when an entity enters into arrangements to service financial 
instruments in certain situations Such servicing assets or servicing liabilities are required to be initially measured at fair value, if practicable. SFAS No. 156 also allows an entity 
to subsequently measure its servicing assets or servicing liabilities using either an amortization method or a fair value method SFAS No. 156 was effective for Duke Energy 
Ohio as of January 1, 2007, and must be applied prospectively, except that where an entity elects to remeasure separately recognized existing arrangements and reclassify 
certain available-for-sale securities to trading securities, any effects must be reported as a cumulative-effect adjustment to retained earnings. The adoption of SFAS No. 156 did 
not have a material impact on Duke Energy Ohio's consolidated results of operations, cash flows or financial position. 

SFAS No 158, "Employer's Accounting for Defined Benefit Pension and Other Postretirement Plans, an amendment oFFASB Statements No 87, 88, 106, and 732(R)" 
(SFAS No 158). In October 2006, the FASB issued SFAS No. 158, which changes the recognition and disclosure provisions and measurement date requirements for an 
employer's accounting for defined benefit pension and other post-retirement plans. The recognition and disclosure provisions require an employer to (1) recognize the funded 
status of a benefit plan-measured as the difference between plan assets at fair value and the benefit obligation-in its statement of financial position, (2) recognize as a 
component of other comprehensive loss, net of tax, the gains or losses and prior service costs or credits that arise during the period but are not recognized as components of 
net periodic benefit cost, and (3) disclose in the notes to financial statements certain additional information. SFAS No. 158 does not change the amounts recognized in the 
income statement as net periodic benefit cost. Duke Energy Ohio recognized the funded status of its defined benefit pension and other post-retirement plans and provided the 
required additional disclosures as of December 31, 2006. The adoption of SFAS No. 158 recognition and disclosure provisions resulted in an increase in total assets of 
approximately $33 million (consisting of an increase in regulatory assets of $31 million and an increase in deferred tax assets of $2 million), an increase in total liabilities of 
approximately $35 million and a decrease in AOCI. net of tax, of approximately $2 million as of December 31, 2006. The adoption of SFAS No. 158 did not have a material 
impact on Duke Energy Ohio's consolidated results of operations or cash flows. 

Under the measurement date requirements of SFAS No. 158, an employer is required to measure defined benefit plan assets and obligations as of the date of the 
employer's fiscal year-end statement of financial position (with limited exceptions). Historically, Duke Energy Ohio has measured its plan assets and obligations up to three 
months prior to the fiscal year-end, as allowed under the authoritative accounting literature. Duke Energy Ohio adopted the change in measurement date effective January 1 ,  
2007 by remeasuring plan assets and benefit obligations as of that date, pursuant to the transition requirements of SFAS No. 158. Net periodic benefit cost of approximately $3 
million for the three-month period between September 30, 2006 and December 31, 2006 was recognized, net of tax, as a separate adjustment of retained earnings as of 
January 1,  2007. Additionally, in the first quarter of 2007, the changes in plan assets and plan obligations between the September 30, 2006 and December 31, 2006 
measurement dates not related to net periodic benefit cost was required to be recognized, net of tax, as a separate adjustment of the opening balance of AOCI and regulatory 
assets. This adjustment was not material. During the second quarter of 2007, Duke Energy Ohio completed these calculations. The finalization of these actuarial calculations 
resulted in a $2 million adjustment to AOCI and an insignificant adjustment to regulatory assets 

FIN 48. In July 2006, the FASB issued FIN 48, which provides guidance on accounting for income tax positions about which Duke Energy Ohio has concluded there is a 
level of uncertainty with respect to the recognition of a tax benefit in Duke Energy Ohio's financial statements. FIN 48 prescribes the minimum recognition threshold a tax 
position is required to meet. Tax positions are defined very broadly and include not only tax deductions and credits but also decisions not to file in a particular jurisdiction, as 
well as the taxability of transactions Duke Energy Ohio adopted FIN 48 effective January 1 ,  2007 See Note 6 for additional information. 

FASB Staff Position (FSP) No FIN 48-1, Definition of "Settlemenl" in FASB Interpretation No 48 (FSP No. FIN 48-1) In May, 2007. the FASB staff issued FSP No. FIN 
48-1 which clarifies the conditions under FIN 48 that should be met for a tax position to be considered effectively settled with the taxing authority Duke Energy Ohio's adoption 
of FIN 48 as of January 1 ,  2007 was consistent with the guidance in this FSP. 
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The following new accounting standard was adopted by Duke Energy Ohio during the year ended December 31,2006 and the impact of such adoption. if applicable, has 

Staff Accounting Bulletin (SAB) No. 108, "Considering the Effects of Prior Year Misstatements When Quantifying Misstatements in Current Year Financial Statements" 
been presented in the accompanying Consolidated Financial Statements: 

(SA8 No. 108). In September 2006 the Securities and Exchange Commission (SEC) issued SAB No. 108, which provides interpretive guidance on how the effects of the 
carryover or reversal of prior year misstatements should be considered in quantifying a current year misstatement. Traditionally, there have been two widely-recognized 
approaches for quantifying the effects of financial statement misstatements. The income statement approach focuses primarily on the impact of a misstatement on the income 
statement-including the reversing effect of prior year misstatements-but its use can lead to the accumulation of misstatements in the balance sheet. The balance sheet 
approach, on the other hand, focuses primarily on the effect of correcting the period-end balance sheet with less emphasis on the reversing effects of prior year errors on the 
income statement. The SEC staff believes that registrants should quantify errors using both a balance sheet and an income statement approach (a "dual approach") and 
evaluate whether either approach results in quantifying a misstatement that, when all relevant quantitative and qualitative factors are considered, is material. 

SAB No. 108 was effective for Duke Energy Ohio's year ending December 31, 2006. SAB No. 108 permits existing public companies to initially apply its provisions either 
by (i) restating prior financial statements as if the "dual approach had always been used or (ii), under certain circumstances, recording the cumulative effect of initially applying 
the "dual approach as adjustments to the carrying values of assets and liabilities as of January 1, 2006 with an offsetting adjustment recorded to the opening balance of 
retained earnings. Duke Energy Ohio has historically used a dual approach for quantifying identified financial statement misstatements. Therefore, the adoption of SAB No. 108 
did not have a material impact on Duke Energy Ohio's consolidated results of operations, cash flows or financial position. 

"Business Combinations." SFAS No. 141(R) retains the fundamental requirements in SFAS No. 141 that the acquisition method of accounting be used for all business 
combinations and that an acquirer be identified for each business combination. This statement also establishes principles and requirements for how an acquirer recognizes and 
measures in its financial statements the identifiable assets acquired, the liabilities assumed, any noncontrolling (minority) interests in an acquiree, and any goodwill acquired in 
a business combination or gain recognized from a bargain purchase For Duke Energy Ohio, SFAS No. 141(R) must be applied prospectively to business Combinations for 
which the acquisition date occurs on or afler January 1, 2009 The impact to Duke Energy Ohio of applying SFAS No. 141(R) for periods subsequent to implementation will be 
dependent upon the nature of any transactions within the scope of SFAS No. 141(R). SFAS No. 141(R) changes the accounting for income taxes related to prior business 
combinations, such as Duke Energy's merger with Cinergy. Subsequent to the effective date of SFAS No. 141(R), the resolution of tax contingencies relating to Cinergy that 
existed as of the date of the merger will be required to be reflected in the Consolidated Statements of Operations instead of being reflected as an adjustment to the purchase 
price via an adjustment to goodwill 

SFAS No. 161, "Disclosures about Defivative lnstruments and Hedging Activities-an amendment to FASB Statement No 133"(SFAS No. 16i j .  In March 2008, the FASB 
issued SFAS No. 161. which amends and expands the disclosure requirements for derivative instruments and hedging activities prescribed by SFAS No. 133, "Accounting for 
Den'vative lnstruments and Hedging Activities." SFAS No. 161 requires qualitative disclosures about objectives and strategies for using derivatives, quantitative disclosures 
about fair value amounts of and gains and losses on derivative instruments, and disclosures about credit-risk-related contingent features in derivative agreements. Duke Energy 
Ohio will adopt SFAS No. 161 as of January 1, 2009 and SFAS No. 161 encourages, but does not require, comparative disclosure for earlier periods at initial adoption. The 
adoption of SFAS No. 161 will not have any impact on Duke Energy Ohio's consolidated results of operations, cash flows or financial position. 

2. Business Segments 

and Commercial Power. Duke Energy Ohio's management believes these reportable business segments properly align the various operations of Duke Energy Ohio with how 
the chief operating decision maker views the business. 

The following new accounting standards have been issued, but have not yet been adopted by Duke Energy Ohio as of December 31, 2008: 
SFAS No 141 (revised2007), "Business Combinations"(SFASNo 141(R)) In December 2007, the FASB issued SFAS No. 141(R), which replaces SFAS No. 141, 

Duke Energy Ohio operates the following business segments, which are all considered reportable business segments under SFAS No. 131: Franchised Electric and Gas 
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Duke Energy Ohio's chief operating decision maker regularly reviews financial information about each of these reportable business segments in deciding how to allocate 
resources and evaluate performance. There is no aggregation within Duke Energy Ohio's defined business segments. 

Franchised Electric and Gas generates, transmits, distributes and sells electricity in southwestem Ohio and northem Kentucky. Franchised Electric and Gas also 
transports and sells natural gas in southwestem Ohio and northern Kentucky. It conducts operations primarily through Duke Energy Ohio and Duke Energy Kentucky. 'These 
electric and gas operations are subject to the NleS and regulations of the FERC, the PUCO and the KPSC. Substantially all of Franchised Electric and Gas' operations are 
regulated and, accordingly, these operations are accounted for under the provisions of SFAS No. 71 I 

related to these plants, as well as other contractual positions. Commercial Power's asset portfolio comprises approximately 7,550 net megawatts (MW) and its generation 
assets consist of a diversified fuel mix with baseload and mid-merit coal-fired units, as well as combined cycle and peaking natural gas-fired units. Commercial Power's portfolio 
includes the five Midwestern gas-fired generation assets that were transferred from Duke Energy in 2006. Most of the generation asset output in Ohio has been contracted 
through the RSP, which expired on December 31 ~ 2008 (see Note 4). Effective January 1, 2009, Commercial Power began operating under an ESP, which expires on 
December 31, 201 1. As a result of the approval of the ESP, certain of Commercial Power's operations reapplied the provisions of SFAS No. 71 effective December 17, 2008. 
See Notes 1 and 4 for a discussion of the reapplication of the provisions of SFAS No. 71 to certain of Commercial Power's operations. as well as for further discussion related 
to the RSP and ESP. 

The remainder of Duke Energy Ohio's operations is presented as Other. While it is not considered a business segment, Other primarily includes certain allocated 
governance costs (see Note 12). 

Duke Energy Ohio's reportable business segments offer different products and services or operate under different competitive environments and are managed separately 
as business units. Accounting policies for Duke Energy Ohio's segments are the same as those described in Note 1 I Management evaluates segment performance based on 
earnings before interest and taxes from continuing operations (EBIT). On a segment basis, €BIT excludes discontinued operations and represents all profits from continuing 
operations (both operating and non-operating and excluding corporate governance costs) before deducting interest and taxes. 

Cash, cash equivalents and short-term investments, if any, are managed centrally by Cinergy and Duke Energy, so the interest and dividend income on those balances 
are excluded from the segments' EBIT. Transactions between reportable business segments, if any, are accounted for on the same basis as revenues and expenses in the 
accompanying Consolidated Financial Statements. 

Commercial Power owns, operates and manages power plants and engages in the wholesale marketing and procurement of electric power, fuel and emission allowances 
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(a) Segment results exclude results of entities classified as discontinued operations. 

(b) Segment assets at December 31, 2006 include assets held for sale. 

(c) See Note 1 for additional information on Predecessor and Successor reporting 

(d) Amounts include goodwill recorded as of December 31, 2008 and December 31, 2007 resulting from Duke Energy's merger with Cinergy in the amount of $2,360 million 
and $2,325 million, respectively Franchised Electric and Gas' allocated amount as of December 31, 2008 and December 31, 2007 was $1,154 million and $1,137 million, 
respectively. Commercial Power's allocated amount as of December 31, 2008 and December 31, 2007 was $1,206 million and $1,188 million, respectively. 
All of Duke Energy Ohio's revenues are generated domestically and its long-lived assets are all in the US. 

3. Merger, Transfer of Generating Assets and Sales of Other Assets 
Acqulsltions. Duke Energy Ohio consolidates assets and liabilities from acquisitions as of the purchase date, and includes earnings from acquisitions in consolidated 

earnings aHer the purchase date. Assets acquired and liabilities assumed are recorded at estimated fair values on the date of acquisition. The purchase price minus the 
estimated fair value of the acquired assets and liabilities meeting the definition of a business as defined in EITF Issue No. 98-3, "Delemining Whether a Nonmonetary 
Transaction lnvolves Receipt of Productive Assets or of a Business" (EITF 98-3), is recorded as goodwill. The allocation of the purchase price may be adjusted if additional. 
requested information is received during the allocation period, which generally does not exceed one year from the consummation date, however, it may be longer for certain 
income tax items. As discussed in Note 1 ,  effective January 1,2009, Duke Energy Ohio adopted SFAS No. 141 (R) and will apply the provisions of this standard to any future 
acquisitions. 

Cinergy Merger. On April 3, 2006, the merger between Duke Energy and Cinergy was consummated (see Note 1 for additional informalion on the merger, purchase 
accounting and Predecessor and Successor reporting) For accounting purposes, the effective date of the merger was April 1,2006 The merger combined the Duke Energy 
and Cinergy regulated franchises as well as deregulated generation in the Midwestern United States 

Based on the market price of Duke Energy common stock during the period, including the two trading days before, through the two trading days after, May 9, 2005, the 
date Duke Energy and Cinergy announced the merger, the transaction was valued at approximately $9,115 million and resulted in goodwill recorded at Duke Energy Ohio at the 
time of the merger of approximately $2,348 million. 

As discussed in Note 1, purchase accounting impacts. including goodwill recognition. have been "pushed down" to Duke Energy Ohio, resulting in the assets and liabilities 
of Duke Energy Ohio being recorded at their respective fair values as of April 3, 2006. The following unaudited consolidated pro forma financial results for Duke Energy Ohio 
are presented as if the merger with Duke Energy had occurred at the beginning of 2006: 

Unaudited Consolldated Pro Forma Results (Predecessor) 

Three Months Ended 
March 31,2006 

In millions) 
i(1perating revenues __________I_____ _ _ ~ _ _ _ _  I D (  I 966, 
Income from continuing operations 88 
pe t  income ~ _ _ _ _ _ _ _ _ _  ~ - -  L - - - I - 3  
Earnings available for common stockholder 86 

Pro forma results for the nine months ended December 31, 2006 are not presented since the merger occurred at the beginning of such period. Additionally. pro forma 
resuns do not include any significant transactions completed by Duke Energy Ohio other than the impact of Cinergy's merger with Duke Energy 

Prior to consummation of the merger, certain regulatory approvals were received from the state utility commissions and the FERC. See Note 4 for a discussion of the 
regulatory impacts of the merger. 

Transfer o f  Certain Duke Energy Generating Assets to  Duke Energy Ohlo. In April 2006, Duke Energy contributed to Duke Energy Ohio its ownership interest in five 
plants, representing a mix of combined cycle and peaking plants. with a combined capacity of 3,600 MW. The transaction was effective in April 2006 and was accounted for at 
Duke Energy's net book value for these assets The entities holding these generating plants, which were indirect subsidiaries of Duke Energy, were first distributed to Duke 
Energy, which then contributed them to Cinergy which, in turn, contributed them to Duke Energy Ohio. in the final step, the entities were then merged into Duke Energy Ohio 
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The following unaudited consolidated pro forma financial results for Duke Energy Ohio are presented as if the contribution of the Duke Energy generating assets to Duke 
Energy Ohio had occurred at the beginning of the periods presented: 

Unaudlted Consolidated Pro Forma Results (Predecessor) 

Three Months Ended 
March 31,2006 ..+%, 

Pperating revenues 
Income from continuing operations -- 
pet  income 
Earnings available for common stockholder 

106 

104 

-- 
- I .- 104 w- 

These pro forma results do not include any significant transactions completed by Duke Energy Ohio other than the impact of the transfer of the ownership interest in the 
five plants as discussed above. As part of this transaction, Duke Energy agreed to reimburse Duke Energy Ohio, on a quarterly basis, through April 2016 in the event of certain 
cash shortfalls related to the performance of the five plants. Based on the assessment of the performance of the five plants on a quarterly basis during 2008 and 2007, Duke 
Energy Ohio did not incur any qualifying shortfalls related to the performance of the five plants and thus no cash reimbursement was required from Duke Energy" During the 
third quarter of 2006, Duke Energy reimbursed Duke Energy Ohio $1.9 million for certain cash shortfalls that occurred during the second quarter of 2006. However, as a result 
of the calculation pertaining to the third quarter 2006 performance of the five plants, the $1.9 million received by Duke Energy Ohio from Duke Energy was returned to Duke 
Energy during the fourth quarter of 2006. Duke Energy Ohio accounts for any payments from or return of payments to Duke Energy in Common Stockholder's Equity as an 
adjustment to Additional paid-in capital. 

Other Asset Sales. For the year ended December 31, 2008, the sale of other assets resulted in approximately $77 million in proceeds and net pre-tax gains of 
approximately $59 million, which is recorded in Gains (Losses) on Sales of Other Assets and Other, net in the Consolidated Statements of Operations. These gains primarily 
relate to Commercial Power's sales of zero cost basis emission allowances. 

For the year ended December 31, 2007 and the nine months ended December 31, 2006, the sale of other assets resulted in proceeds of approximately $29 million and 
$138 million, respectively, and net pre-tax losses of approximately $8 million and $28 million. respectively, recorded in Gains (Losses) on Sales of Other Assets and Other, net 
in the Consolidated Statements of Operations. These losses primarily relate to Commercial Power's sales of emission allowances that were written up to fair value in purchase 
accounting in connection with Duke Energy's merger with Cinergy in April 2006. 

See Note 14 for dispositions related to discontinued operations. 
For the three months ended March 31, 2006, the sale of other assets resulted in approximately $105 million in proceeds and net pre-tax gains of approximately $26 million 

recorded in Gains (Losses) on Sales of Other Assets and Other, net in the Consolidated Statements of Operations. These gains primarily relate to Commercial Power's sales of 
emission allowances. 

4. Regulatory Matters 

provisions of SFAS No. 71. Accordingly, these businesses record assets and liabilities that result from the regulated ratemaking process that would not be recorded under 
GAAP for non-regulated entities. See Note 1 for further information 

Regulatory Assets and Llabillties. Substantially ail of Franchised Electric and Gas' operations and certain portions of Commercial Power's operations apply the 
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Duke Energy Ohio's Regulatory Assets and Liabilities: 

, .-/ 

$ 513 - $ 634 - Total Regulatory Assets 

All regulatory assets and liabilities are excluded from rate base unless othennlise noted. 

RecoverylRefund period currently unknown. 

Included in rate base. 

The state of Ohio passed comprehensive electric deregulation legislation in 1999, and in 2000, the PUCO approved a stipulation agreement relating to Duke Energy 
Ohio's transition plan creating a RTC designed to recover Duke Energy Ohio's generation-related regulatory assets and transition costs over a ten-year period beginning 
January 1.2001, 

included in Other within Regulatory Assets and Deferred Debits on the Consolidated Balance Sheets. 

Included in Deferred Debt Expense on the Consolidated Balance Sheets. 

Included in Other within Current Assets on the Consolidated Balance Sheets. 

Included in Other within Current Assets and Other within Regulatory Assets and Deferred Debits on the Consolidated Balance Sheet 

Recoverylrefund is over the life of the associated asset or liability. 

Liability is extinguished over the lives of the associated assets 

Included in Other within Deferred Credits and Other Liabilities on the Consolidated Balance Sheets. 

Included in Accounts Payable or Other within Deferred Credits and Other Liabilities on the Consolidated Balance Sheets. 

Recovered via revenue rider. 

Approximately $95 million of the balance at December 31 ~ 2008 relates to mark-to-market deferrals associated with open hedge positions at Commercial Power as a result 
of the reapplication of SFAS No. 71. 

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

- The PUCO required that Duke Energy Ohio provide (i) a rate reduction of approximately $15 million for one year to facilitate economic development in a time of 
increasing rates and market prices and (ii) a reduction of approximately $21 million to its gas and electric consumers in Ohio for one year, with both credits beginning 
January 1 ,  2006. During the first quarter of 2007, Duke Energy Ohio completed its merger related rate reductions and filed a report with the PUCO to terminate the 
merger credit riders Approximately $2 million and $34 million of the rate reductions was passed through to customers during the year ended December 31, 2007 and 
2006, respectively 
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- The KPSC required that Duke Energy Kentucky provide $8 million in rate reductions to its customers over five years, ending when new rates are established in the 
next rate case afler January 1, 2008 Approximately $2 million of the rate reduction was passed through to customers during the years ended December 31, 2008, 
2007 and 2006, respectively. 

The FERC approved the merger without conditions. - 
Restrictions on the Abil ity o f  Duke Energy Ohio to Make Dividends, Advances and Loans to Duke Energy Corporation. As discussed above, on April 3,2006. the 

merger between Duke Energy and Cinergy was consummated. As a condition of the merger approval the state utility commissions imposed conditions (the Merger Conditions) 
on the ability of Duke Energy Ohio and Duke Energy Kentucky to transfer funds to Duke Energy through loans or advances, as well as restricted amounts available to pay 
dividends to Duke Energy Pursuant to the Merger Conditions, Duke Energy Ohio will not declare and pay dividends out of capital or unearned surplus without the prior 
authorization of the PUCO and Duke Energy Kentucky is required to pay dividends solely out of retained earnings and to maintain a minimum of 35% equity in its capital 
structure. At December 31, 2008, Duke Energy Ohio had restricted net assets of approximately $6 3 billion that may not be transferred to Duke Energy without appropriate 
approval based on the aforementioned Merger Conditions 

Franchised Electric and Gas. 
Rate Related Information. The KPSC approves rates for retail electric and gas services within the Commonwealth of Kentucky. The PUCD approves rates and market 

prices for retail gas and electric service within the state of Ohio, except that non-regulated sellers of gas and electric generation also are allowed to operate in Ohio (see 
"Commercial Power below). The FERC approves rates for electric sales to wholesale customers served under cost-based rates. 

Duke Energy Ohio Electric Rate Filings. Duke Energy Ohio operated under a RSP, a market-based standard service approved by the PUCD in November 2004, from 
January 1,2005 through December 31,2008. In March 2005, the Office of the Ohio Consumers' Counsel (OCC) appealed the PUCO's approval of the RSP to the Supreme 
Court of Ohio which issued its decision in November 2006. It upheld the RSP in virtually every respect but remanded to the PUCO on two issues. The Supreme Court of Ohio 
ordered the PUCO to support a certain portion of its order with reasoning and record evidence and to require Duke Energy Ohio to disclose certain confidential commercial 
agreements with other parties previously requested by the OCC. Duke Energy Ohio has complied with the disclosure order, 

In October 2007. the PUCO issued its ruling affirming the RSP, with certain modifications, and maintained the then current price. The ruling provided for continuation of the 
existing rate components, including the recovery of costs related to new pollution control equipment and capacity costs associated with power purchase contracts to meet 
customer demand, but provided customers an enhanced opportunity to avoid certain pricing components if they are served by a competitive supplier. The ruling also attempted 
to modify the statutory requirement that Duke Energy Ohio transfer its generating assets to an exempt wholesale generator (EWG) and ordered Duke Energy Ohio to retain 
ownership for the remainder of the RSP period. The ruling also incorrectly implied that Duke Energy Ohio's non-residentiai RTC will terminate at the end of 2008. On 
November 23, 2007, Duke Energy Ohio filed an application for rehearing on the portions of the PUCO's ruling relating to whether certain pricing components may be avoided by 
customers, the right to transfer generating assets, and the termination date of the RTC. On December 19. 2007, the PUCO issued its Entry on Rehearing granting in part and 
denying in part Duke Energy Ohio's Application for Rehearing. Among other things, the PUCO modified and clarified the applicability of various rate riders during customer 
shopping situations. It also clarified that the residential RTC terminates at the end of 2008 and that the non-residential RTC terminates at the end of 2010 and agreed to give 
further consideration to whether Duke Energy Ohio may transfer its generating assets to an EWG. 

On February 15, 2008. Duke Energy Ohio filed a notice of appeal with the Ohio Supreme Court challenging a portion of the PUCO's decision on remand regarding Duke 
Energy Ohio's RSP. The October 2007 order permits non-residential customers to avoid certain charges associated with the costs of Duke Energy Ohio standing ready to serve 
such customers if they return afler being served by another supplier. Duke Energy Ohio believes the PUCO exceeded its authority in modifying the charges that may be 
avoided, resulting in Duke Energy Ohio having to subsidize Ohio's competitive electric market. Duke Energy Ohio asked the Ohio Supreme Court to reverse the PUCO ruling 
and require that non-residential customers pay the charges associated with Duke Energy Ohio standing ready to serve them should they return from a competitive supplier. On 
March 28, 2008, Duke Energy Ohio voluntarily withdrew its appeal. The OCC filed a notice of appeal challenging the PlJCQ's October 2007 decision as unlawful and 
unreasonable. The OCC and Ohio Partners for Affordable Energy (OPAE) also filed appeals from the PUCO's November 20, 2007 order approving Duke Energy Ohio's RSP 
riders. Duke Energy 
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Ohio intervened in each appeal. Pending the Ohio Supreme Court's consideration of its initial appeal, the OCC requested that the PUCO stay implementation of the 
Infrastructure Maintenance Fund charge to be collected from customers approved in the October 2007 order The Commission denied the OCC's request and the OCC filed a 
similar request with the Ohio Supreme Court On July 9, 2008, the court denied the OCC's request to stay implementation of the Infrastructure Maintenance Fund. On April 30, 
2008, the Ohio Supreme Court granted Duke Energy Ohio's motion to intervene in the OCC's appeal. Oral arguments were conducted on November 18, 2008. On January 2. 
2009, the PUCO filed a motion to dismiss the action as moot. The PUCO argued that the rates at issue in this matter expired on January 1, 2009, with the implementation of 
Duke Energy Ohio's ESP. On February 19, 2009, the Ohio Supreme Court issued its decision on OCC's appeal. The Ohio Supreme Court granted the PUCO's motion to 
dismiss ruling that because the challenged rate structure is no longer in effect, it can neither order lower prospective rates nor order a refund. 

New legislation (SB 221) was passed on April 23. 2008 and signed by the Governor of Ohio on May 1. 2008 The new law codifies the PUCOs authority to approve an 
electric utility's standard service offer through an ESP, which would allow for pricing structures similar to the current RSP. Electric utilities are required to file an ESP and may 
also file an application for a market rate option (MRO) at the same time The MRO is a price determined through a competitive bidding process. If a MRO price is approved, the 
utility would blend in the RSP or ESP price with the MRO price over a six- to ten-year period, subject to the PUCO's discretion. SB 221 provides for the PUCO to approve 
non..by-passable charges for new generation, including construction work-in-process from the outset of construction, as part of an ESP The new law grants the PUCO 
discretion to approve single issue rate adjustments to distribution and transmission rates and establishes new alternative energy resources (including renewable energy) 
portfolio standards, such that the utility's portfolio must consist of at least 25% of these resources by 2025 SB 221 also provides a separate requirement for energy efficiency, 
which must reduce 22% of a utility's load by 2025. The utility's earnings under the ESP can be subject to an annual earnings test and the PUCO must order a refund if it finds 
that the utility's earnings significantly exceed the earnings of benchmark companies with similar business and financial risks. The earnings test acts as a cap to the ESP price. 
SB 221 also limits the ability of a utility to transfer its designated generating assets to an EWG absent PUCO approval 

On July 31, 2008, Duke Energy Ohio filed a new generation pricing formula to be effective January 1, 2009, when the current RSP expired. Among other things, the plan 
provides pricing mechanisms for compensation related to the advanced energy, renewables and energy efficiency portfolio standards established by SB 221. 

On October 27, 2008. Duke Energy Ohio filed a Stipulation and Recommendation (Stipulation) for consideration by the PUCO regarding Duke Energy Ohio's July 31, 2008 
ESP filing. The Stipulation reflects agreement on all but two issues in this proceeding and was filed with the support of most of the parties to this proceeding. In addition to the 
Stipulation, the ability for residential governmental aggregation customers to avoid certain charges and to receive a shopping credit will be presented to the PUCO for a ruling. 
Parties to this proceeding who do not support the Stipulation were free to litigate any, or all, issues. 

The Stipulation agrees to a net increase in base generation revenues of approximately $36 million, $74 million and $98 million in 2009, 2010 and 2011, respectively, 
including termination of the residential and non-residential RTC Such amounts result in a residential net rate increase of 2% in 2009 and in 2010, and a non-residential net rate 
increase of 2% in 2009. 2010 and 201 1 The Stipulation also allows the recovery of expenditures incurred to deploy SmartGrid infrastructure modernization technology on the 
distribution system. The recovery of such expenditures, net of savings, is subject to an annual residential revenue cap Further, the Stipulation allows for the implementation of 
a new energy efficiency compensation model, referred to as Save-A-Watt, to achieve the energy efficiency mandate pursuant to the recent electric energy legislation. The 
criteria customers must meet to be exempt from Duke Energy Ohio's program will also presented to the PUCO for a ruling in this case Also, under the Stipulation, Duke Energy 
Ohio may defer up to $50 million of certain operation and maintenance costs incurred at the W.C. Beckjord generating station and amortize such costs over a three-year period. 

The ESP hearing occurred on November 10,2008 On December 17, 2008. the PUCO issued its finding and order resolving the two litigated issues and adopting a 
modified Stipulation. Specifically, the PUCO modified the Stipulation to permit certain non-residential customers to opt out of utility-sponsored energy efficiency initiatives and to 
allow residential governmental aggregation customers who leave Duke Energy Ohio's system to avoid some charges Applications for rehearing of the PUCO's decision have 
been filed by environmental groups and a residential customer advocate group On February 11 ~ 2009 the PUCO issued an Entry denying the rehearing requests 

As discussed further below within "Commercial Power" and in Note 1, as a result of the approval of the ESP, effective December 17, 2008, Commercial Power reapplied 
the provisions of SFAS No 7 1 to certain portions of its operations 
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Duke Energy Ohio Gas Rate Case. In July 2007, Duke Energy Ohio filed an application with the PUCO for an increase in its base rates for gas service. Duke Energy 
Ohio sought an increase of approximately $34 million in revenue, or approximately 5 7%, to be effective in the spring of 2008 The application also requested approval to 
continue tracker recovery of costs associated with the accelerated gas main replacement program. The staff of the PUCO issued a Staff Report in December 2007 
recommending an increase of approximately $14 million to $20 million in revenue The Staff Report also recommended approval for Duke Energy Ohio to continue tracker 
recovery of costs associated with the accelerated gas main replacement program. On February 28, 2008, Duke Energy Ohia reached a settlement agreement with the PUCO 
Staff and all of the intervening parties on its request for an increase in natural gas base rates The settlement called for an annual revenue increase of approximately $18 million 
in base revenue, or 3% over current revenue, permitted continued recovery of costs through 2018 for Duke Energy Ohio's accelerated gas main replacement program and 
permitted recovery of carrying costs on gas stored underground via its monthly gas cost adjustment filing The settlement did not resolve a proposed rate design for residential 
customers, which involved moving more of the fixed charges of providing gas service, such as capital investment in pipes and regulating equipment, billing and meter reading, 
from the per unit charges to the monthly charge. On May 28, 2008, the PUCO approved the settlement in its entirety and the proposed rate design On June 28, 2008, the OCC 
and OPAE filed Applications for Rehearing opposing the rate design. On July 23, 2008, the Ohio Commission issued an Entry denying the rehearing requests of OCC and 
OPAE. On September 16 and 19, 2008 respectively, OCC and OPAE filed their notices of appeal to the Ohio Supreme Court opposing the residential rate design issue Merit 
briefs were filed with the Ohio Supreme Court on February 2, 2009 At this time, Duke Energy Ohio cannot predict whether the Ohio Supreme Court will reverse the PUCO's 
decision of May 28. 2008. 

service of approximately $86 million, or 4.8% on total electric revenues, to be effective in the second quarter of 2009 Among other things, the rate request includes a proposal 
to increase the monthly residential customer charge from $4.50 to $10, with an offsetting reduction in the usage-based charge. This change in rate design will make customer 
bills more even throughout the year. Duke Energy Ohio also proposes a distribution modernization tracker that would allow smaller annual increases to reflect increased 
investment in the delivery system. On December 22, 2008, Duke Energy Ohio filed an application requesting deferral of approximately $31 million related to damage lo its 
distribution system from a September 14, 2008 windstorm On January 14, 2009, the PUCO granted Duke Energy Ohio's deferral request Accordingly, a regulatory asset was 
recorded as of December 31, 2008 for $31 million. The staff of the PUCO issued a Staff Report in January 2009 recommending an increase of approximately $54 million to $62 
million associated with the Ohio distribution rate case. The staff report did not recommend approval of the distribution modernization tracker. The report also recommended 
approval of a rider to recover the deferred storm costs from the September 14, 2008 windstorm and recommended a future hearing be established to evaluate the windstorm 
related costs and implement a rider. An evidentiary hearing with the PUCO is scheduled to begin March 31, 2009 

Duke Energy Kentucky Gas Rare Cases. In 2002, the KPSC approved Duke Energy Kentucky's gas base rate case which included, among other things, recovery of 
costs associated with an accelerated gas main replacement program The approval authorized a tracking mechanism to recover certain costs including depreciation and a rate 
of return on the program's capital expenditures. The Kentucky Attorney General appealed lo the Franklin Circuit Court the KPSC's approval of the tracking mechanism as well 
as the KPSC's subsequent approval of annual rate adjustments under this tracking mechanism. In 2005, both Duke Energy Kentucky and the KPSC requested that the court 
dismiss these cases. 

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

In August 2007, the Franklin Circuit Court consolidated all the pending appeals and ruled that the KPSC lacks legal authority to approve the gas main replacement 
tracking mechanism, which were approved prior to the enactment of KRS 278 509. To date, Duke Energy Kentucky has collected approximately $9 million in annual rate 
adjustments under the tracking mechanism Per the KPSC order, 

Duke Energy Ohio Electric Distribution Rate Case. On June 25, 2008, Duke Energy Ohio filed notice with the PUCO that it will seek a rate increase for electric delivery 
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Duke Energy Kentucky collected these revenues subject to refund pending the final outcome of this litigation. Duke Energy Kentucky and the KPSC have requested that the 
Kentucky Court of Appeals grant a rehearing of its decision On February 5, 2009, the Kentucky Court of Appeals denied the rehearing requests of both Duke Energy Kentucky 
and the KPSC. Duke Energy Kentucky filed a motion for discretionary review to the Kentucky Supreme Court on March 9, 2009 At this time, Duke Energy Kentucky cannot 
predict whether the Kentucky Supreme Court will accept the case for review. 

Energy Efficiency. On July 11,2007, the PUG0 approved Duke Energy Ohio's Demand Side ManagemenUEnergy Efficiency Program (DSM Program). The DSM 
programs were first proposed in 2006 and were endorsed by the Duke Energy Community Partnership, which is a collaborative group made up of representatives of 
organizations interested in energy conservation, efficiency and assistance to low-income customers. The program costs are recouped through a cost recovery mechanism that 
will be adjusted annually to reflect the previous year's activity Duke Energy Ohio is permitted to recover lost revenues, program costs and shared savings (once the programs 
reach 65% of the targeted savings level) through the cost recovery mechanism based upon impact studies to be provided to the Staff of the PUCO. Duke Energy Ohio filed the 
Save-A-Watt Energy Efficiency Plan as part of its ESP filed with the PlJCO on July 31, 2008 (discussed above). A Stipulation and Recommendation for consideration by the 
PUCD regarding Duke Energy Ohio's ESP filing, including implementation of Save-A-Watt, was filed on October 27, 2008. The ESP hearing occurred on November 10, 2008. 
On December 17, 2008, the PUG0 approved the ESP, including allowing for the implementation of a new Save-A-Watt energy efficiency compensation model. However, the 
PUG0 determined that certain non-residential customers may opt out of Duke Energy Ohio's energy efficiency initiative. Applications for rehearing of this decision have been 
filed by environmental groups and a residential customer advocate group. 

On November 15, 2007, Duke Energy Kentucky filed its annual application to continue existing energy efficiency programs, consisting of nine residential and two 
commercial and industrial programs, and to true-up its gas and electric tracking mechanism for recovery of lost revenues, program costs and shared savings. On February 11, 
2008, Duke Energy Kentucky filed a motion to amend its energy efficiency programs and applied to reinstitute a low income Home Energy Assistance Program. The KPSC 
bifurcated the proposed Home Energy Assistance Program from the other energy efficiency programs. On May 14, 2008, the KPSC approved the energy efficiency programs. 
On September 25, 2008, the KPSC approved Duke Energy Kentucky's Home Energy Assistance program, making it available for customers at or below 150% of the federal 
poverty level. On December 1. 2008, Duke Energy Kentucky filed an application for a Save-A-Watt Energy Efficiency Plan. The application seeks a new energy efficiency 
recovery mechanism similar to what was proposed in Ohio. An evidentiary hearing with the KPSC is expected to occur in the third quarter of 2009 

Other Franchised Electric and Gas Matters. 

investigation followed four explosions since 2000 caused by gas riser leaks, including an April 2000 explosion in Duke Energy Ohio's service area. in November 2006, the 
PUG0 Staff released the expert report, which concluded that certain types of risers are prone to leaks under various conditions, including over-tightening during initial 
installation. The PUCO Staff recommended that natural gas companies continue to monitor the situation and study the cause of any further riser leaks to determine whether 
further remedial action is warranted. As of January 1, 2008, Duke Energy Ohio had approximately 87.000 of these risers on its distribution system. If the PUG0 orders natural 
gas companies to replace all of these risers, Duke Energy Ohio estimates a replacement cost of approximately $40 million. As part of the rate case flled in July 2007 (see "Duke 
Energy Ohio Gas Rate Case" above), Duke Energy Ohio requested approval from the PUG0 to accelerate its riser replacement program The riser replacement program is 
contained in the settlement reached with all intervenors and expected to be completed at the end of 2012. 

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

Ohio Riser Leak Investigation. In April 2005, the PUG0 issued an order opening a statewide investigation into riser leaks in gas pipeline systems throughout Ohio. The 
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Midwtst 1.503 Establishment of an Ancillary Services Market. On February 25, 2008, the FERC conditionally accepted the Midwest IS0 proposal to implement a 
day-ahead and real-time ancillary services market (ASM), including a scarcity pricing proposal By approving the ASM proposal, the FERC essentially approved the transfer and 
consolidation of Balancing Authority for the entire Midwest I S 0  area. This will allow the Midwest IS0 to determine operating reserve requirements and procure operating 
reserves from all qualified resources from an organized market, in place of the current system of local management and procurement of reserves by the 24 Balancing 
Authorities. The Midwest IS0  launched the ASM on January 6,2009 

Commerclal Power. 
As discussed in Note 1, effective December 17. 2008. Commercial Power reapplied the provisions of SFAS No. 71 to certain portions of its operations due to the passing 

of SB 221 and the PUCQ's approval of the ESP. However, since certain portions of Commercial Power's operations are not subject to regulatory accounting pursuant to SFAS 
No. 71, reported results for Commercial Power are subject to volatility due to the over- or under-collection of certain costs for which recovery is not automatic under the 
ESP. Commercial Power may be impacted by certain of the regulatory matters discussed above, including the Duke Energy Ohio electric rate filings. 

to transfer Duke Energy Ohio's electric generating facilities, some of which are designated to serve Ohio customers, to affiliate companies. The FERC filing, if approved, does 
not obligate Duke Energy to make the transfer of the electric generating facilities, and does not impact Duke Energy Ohio's current rates On October 10, 2008, Duke Energy 
Ohio and affiliates filed a notice with the FERC reporting that Duke Energy Ohio was in settlement discussions with all parties in the Ohio proceeding regarding Duke Energy 
Ohio's application to establish an ESP, as discussed above. Duke Energy Ohio advised the FERC that it believes that in light of those discussions good cause exists for the 
FERC to extend the time to consider Duke Energy Ohio's Section 203 application. On October 17, 2008. the FERC issued an order extending the time for the FERC to act on 
the application by 180 additional days, and ordered Duke Energy Ohio to inform the FERC of the status of settlement discussions by November 16, 2008 As part of the 
settlement that was approved by the PUCO on December 17, 2008 (see discussion above) Duke Energy Ohio agreed to withdraw that portion of its application for approval 
related to the transfer of its generating facilities designated to serve Ohio customers and the PUCO approved of the transfer for the remaining generating facilities. Duke Energy 
Ohio filed a new application requesting FERC approval to transfer to affiliate companies only the remaining generating facilities not designated to serve Ohio customers, which 
was conditionally approved by the FERC on February 19. 2009. As a condition of approval, the FERC requires that all acquisition premiums related to generating assets being 
transferred to Cinergy Power be removed from Duke Energy Ohio's financial statements when Duke Energy Ohio submits its final accounting entries and that any debt 
associated with the generation assets being transferred be transferred to the generating facility before Duke Energy Ohio submits its final accounting entries. In addition, the 
FERC will hold Duke Energy Ohio to its commitments to have the affiliate company receiving assets pay taxes associated with the proposed transaction rather than Duke 
Energy Ohio, to maintain a minimum equity to total capital ratio of 30%, and to retain an amount of debt that will accommodate the preservation of Duke Energy Ohio's current 
credit ratings. 

PJM lnterconnection Reliability Pricing Model (RPM) Buyers' Complaint. On May 30, 2008, a group of public utility commissions, state consumer counsels, industrial 
power customers and load serving entities, known collectively as the RPM Buyers, filed a complaint at FERC. The complaint asks FERC to find that the results of the three 
transitional base residual auctions conducted by PJM to procure capacity for its RPM capacity market during the years 2008-201 1 are unjust and unreasonable because, 
allegedly, they have produced excessive capacity prices, have failed to prevent suppliers from exercising market power, and have not produced benefits commensurate with 
costs. In their complaint, the RPM Buyers propose revised, administratively determined auction clearing prices. Certain Duke Energy Ohio revenues during the years 
2008-2011 are at risk, as Duke Energy Ohio planned to supply capacity to this market On July 11, 2008, Duke Energy Ohio filed a response to the complaint with the FERC 
On September 19. 2008. the FERC issued an Order denying and dismissing the RPM Buyer's complaint, finding that, for the transition auctions, no party violated PJM's tariff 
and the prices determined during the auctions were in accordance with the tariff provisions governing the auctions. On October 20. 2008, the RPM Buyers filed a Request for 
Rehearing with the FERC that raised the same issues as in the initial complaint that was denied by the FERC 

FERC 203 Application. On April 23, 2008 (supplemented on May 6, 2008), Duke Energy Ohio and certain affiliates filed an application with the FERC requesting approval 
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Application for the Establishment of a Regulatory Asset On November 14, 2008, Duke Energy Kentucky petitioned the KPSC for permission to create a regulatory 
Other Matters. 

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

5. Joint Ownership of Generating and Transmission Facilities 

in Ohio. Duke Energy Kentucky and DP&L jointly own an electric generating unit Duke Energy Ohio and Wabash Valley Power Association Inc. jointly own the Vermillion 
generating station in Indiana. 

Duke Energy Ohio, Columbus Southem Power Company (CSP), and Dayton Power & Light (DP&L) jointly own electric generating units and related transmission facilities 

Duke Energy Ohio's share of jointly-owned plant or facilities included on the December 31, 2008 Consolidated Balance Sheet were as follows: 

(a) 

(b) 

(c) 

Statements of Operations Each participant in the jointly owned facilities must provide its own financing. 

6. Income Taxes 

returns. After the merger, the taxable income of Duke Energy Ohio is reflected in Duke Energy's US.  federal and state income tax returns. As a result of Duke Energy's merger 
with Cinergy, Duke Energy Ohio entered into a tax sharing agreement with Duke Energy, where the separate return method is used to allocate tax expenses and benefits to the 
subsidiaries whose investments or results of operations provide these tax expenses and benefits The accounting for income taxes essentially represents the income taxes that 
Duke Energy Ohio would incur if Duke Energy Ohio were a separate company filing its own tax r e t m  as a C-Corporation. The current tax sharing agreement Duke Energy 
Ohio has with Duke Energy is substantially the same as the tax sharing agreement between Duke Energy Ohio and Cinergy prior to the merger 

Station is not operated by Duke Energy Ohio 

Included in Commercial Power segment. 

Included in Franchised Electric and Gas segment. 
Duke Energy Ohio's share of revenues and operating costs of the above jointly owned generating facilities are included within the corresponding line on the Consolidated 

Prior to the merger of Cinergy and Duke Energy on April 3, 2006, the taxable income of Duke Energy Ohio was reflected in Cinergy's US. federal and state income tax 
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The following details the components of income tax expense from continuing operations: 

Income Tax Expense 

Successorfa) I Predecessorfa) 

I December 31, 2007 December 31,2006 March 31,2006 
Year Ended Year Ended Nine Months Ended Three Months Ended 

- December 31,2008 

I I 
61 

11 

8 

I 
_- I 

I 

___ 
burrent income tax- I ____ 

Federal B 110 B 120 
/--State.----] t a-.:=r-- I 1 3 1 3 ~ ~ 1  

Total current income taxes(b) 119 133 161 

I I I I (33j 

( ID] 

Deferred income taxes 

1 State 
Federal 

.- 
Total deferred income taxes 54 20 

Total income tax exDense from I 

extraordinary item 

in Consolidated Statements of 
Operations 

income tax expense included 
~ 

(a) 

(b) 

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

See Note 1 for additional information on Predecessor and Successor reporting. 

Included are FIN 48 benefits of approximately $17 million in 2008 and $13 million in 2007. 

Successorla) 
Year Ended Year Ended Nlne Months Ended 

December 31,2008 December 31, 2007 December 31,2006 

I PredecessorW I Three Months Ended 
March 31,2006 

I 

(in mllltons) 
lncome tax expense, computed at 1 the statutory rate of 35% 

State income tax, net of federal 
income tax effect 2 

Depreciation and other PP&E 
related differences -- 

ITC amortization 

6 -- 

Total income tax expense 
from continuing 

36 6% I -- Effective Tax Rates 37.3% 36.4% 40.2% - 

(a) See Note 1 for additional information on Predecessor and Successor reporting 

49 

Source: Duke Energy Ohio, In, IO-K, March 13, 2009 



Table of Contents 
PART II 

DUKE ENERGY OHIO, INC. 
Notes To Consolidated Financial Statements-(Continued) 

The manufacturing deduction was created by the American Job Creation Act of 2004 (the Act). The Act provides a deduction for income from qualified domestic production 
activities. During the year ended December 31, 2006, the Act provided for a 3% deduction on qualified production activities. During the years ended December 31, 2008 and 
2007, the deduction increased to 6% on qualified production activities. 

Net Deferred Income Tax Llabllity Components 

As of 
December 31, 

2008 2007 
I R,Alm\-m 

57 54 
Deferred credits and other liabilities -~ 
A4h-r . .  - _ _  __ 

6 15 
_.._____ 

" L I I r ,  ~- 
- ..____I-_---- Total deferred income tax assets - 

___- ___ ___ ;;:-%K*; Investments and other assets 

Regulatory assets and deferred debits '(142)- (195) 

$ (1,561) $ (1,420) 

M e L a k d d e f z s l a t i o n  rates .._.__....-____I. ~ - ~ _ _ ~  

I Total deferred income tax liabilities I I K 1.62Q._I I i( 1,5791 - Total net deferred income tax liabilities 

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

Net Deferred Income Tax Liabllltles 

As of 
December 31, 

(In millions) 
2008 2007 

Furrent deferred tax assets, included in other currentassets_-_ I - _ _ _  _- - _ --I7kl __K4.-_-P 1 -  2fx 
6) (IO 

I - _  I K 1.43 
$ (1.561) $ (1,420) 

Current deferred tax liabilities. included in other current lrabiltties 
won-current deferred tax liabilities I _ _  _ -  - -  

- 

- Total net deferred income tax liabilities 

Changes to Unrecognized Tax Benefits 

2008 2007 
Increase/ Increase/ 

(Decrease) (Decrease) 
$n ml\llons+ i n  mi;lion;i, 

;tfnrecognized Tax Benefits-January 1 __.-_ . I 4 r  

Gross decreases-tax positions in prior periods (22) 19 

(6) 
1 Gross increases-current period tax positions ..--___-- 

Total Changes -- I I (  3 3 1  ---I I ( I 6 ~ 1  
Unrecognized Tax Benefits-December 31 $ 15 $ 47 

Unreco nized Tax Benefits Changes 
[ G r o k  increases-tax positions in priocperiods __ I I I - 4  I I SiJ 

Settlements 

At December 31, 2008 and December 31, 2007, no portion of the total unrecognized tax benefits would, if recognized, affect the effective tax rate. 
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It is reasonably possible that Duke Energy Ohio will reflect an approximate $6 million reduction in unrecognized tax benefits within the next twelve months due to expected 
settlements 

During the years ended December 31, 2008 and December 31, 2007, Duke Energy Ohio recognized net interest income of approximately $7 million and a net interest 
expense of approximately $2 million, respectively. At December 31, 2008 and December 31, 2007, Duke Energy Ohio had approximately $1 million of interest receivable and 
$7 million of interest payable, respectively, which reflects all interest related to income taxes. No amount has been accrued for lhe payment of penakies in the Consolidated 
Balance Sheets at either December 31,2008 or 2007. 

Duke Energy Ohio has the following tax years open: 

I [12N 

._..-̂___-__..__-.I________-.-________ ~ ~ 

EJC!$EET-:mL... ___. . - - .. _ _  ..... -. . J 
- 2000 and afler 

lased through 20Oi-with the exce t m y - n % a & d - t o  open federal years 
lStateAs of bc!mbe!311 n 0 8  and 2007, k1pproximatelyP$64 million and $26 million, respectively, of deferred income taxes were included in Other within Current Assets on%' 
Consolidated Balance Sheets. At December 31, 2008 this balance exceeded 5% of total current assets. 

7. Asset Retirement Obligations 

the projected costs for the future retirement of specific assets and are recognized in the period in which the liability is incurred, if a reasonable estimate of fair value can be 
made. The present value of the liability is added to the carrying amount of the associated asset in the period the liability is incurred. This additional carrying amount is then 
depreciated over the life of the asset. Subsequent to the initial recognition, the liability is adjusted for any revisions to the estimated future cash flows associated with the asset 
retirement obligation (with corresponding adjustments to property, plant and equipment), which can occur due to a number of factors including, but not limited to, cost 
escalation, changes in technology applicable to the assets to be retired and changes in federal, state or local regulations, as well as for accretion of the liability due to the 
passage of time until the obligation is settled. Depreciation expense is adjusted prospectively for any increases or decreases to the carrying amount of the associated asset 
There is no impact on the earnings of Duke Energy Ohio's regulated operations within the Franchised Electric and Gas business segment when an asset retirement obligation 
is recognized as the effects of the recognition and subsequent accounting are offset by the establishment of regulatory assets and liabilities to defer all income statement 
impacts related to SFAS No. 143. 

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

Asset retirement obligations, which represent legal obligations associated with the retirement of certain tangible long-lived assets, are computed as the present value of 

The following table presents the changes to liability associated with asset retirement obligations during the years ended December 31, 2008 and 2007: 

La!?L!!!esEe&!!al-. " -- - __ I [12N 

(a) Liabilities settled during 2007 were related to the retirement of gas mains 
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Duke Energy Ohio's regulated electric and regulated natural gas operations accrue costs of removal for property that does not have an associated legal retirement 
obligation based on regulatory orders from the PUCO and the KPSC. These costs of removal are recorded as a regulatory liability in accordance with regulatory treatment 
under SFAS No. 71. Duke Energy Ohio does not accrue the estimated cost of removal when no legal obligation associated with retirement or removal exists for any 
non-regulated assets (including Duke Energy Ohio's generation assets). The total amount of removal costs included in Other within Deferred Credits and Other Liabilities on the 
Consolidated Balance Sheets was $189 million and $181 million as of December 31, 2008 and 2007, respectively Duke Energy Ohio's non-regulated operations expense cost 
of removal as incurred. 

8. Risk Management and Hedging Activities and Credit Risk 
Duke Energy Ohio is exposed to the impact of market fluctuations in the prices of electricity, coal, natural gas and other energy-related products marketed and purchased 

within its non-regulated operations, as well as within its regulated operations. to the extent there is excess capacity from generation assets that are dedicated to serve Ohio 
native load customers. Exposure to interest rate risk exists as a result of the issuance of variable and fixed rate debt. Duke Energy Ohio employs established policies and 
procedures to manage its risks associated with these market fluctuations using various commodity and financial derivative instruments, including swaps, futures, forwards and 
options. For Duke Energy Ohio, commodity price risk has been somewhat reduced by the December 17, 2008 PUCO approval of Duke Energy Ohio's ESP, which resulted in 
the reapplication of SFAS No. 71 to certain portions of Duke Energy Ohio's Commercial Power business segment operations as of that date 

(or amounts that approximate fair value) recognized on its Consolidated Balance Sheets related to cash collateral amounts receivable or payable against fair value amounts 
recognized for derivative instruments executed wilh the same counterparty under the same master netting agreement. Amounts presented in the table below exclude cash 
collateral amounts which are disclosed separately in Note 1 

Net Derivative PoMollo Assets (Liabilltles) reflected In the Consolidated Balance Sheets: 

As discussed in Note 1, on January I ,  2008, Duke Energy Ohio adopted FSP No. FIN 39-1. In accordance with FSP No. FIN 39-1, Duke Energy offsets fair value amounts 

Years Ended 

The amounts in the table above represent the combination of amounts presented as assets and liabilities for unrealized gains and losses on mark-to-market and hedging 
transactions on Duke Energy Ohio's Consolidated Balance Sheets. 

Transfer of Certaln Duke Energy Assets and Commodity Cash Flow Hedges. As part of the merger with Duke Energy on April 3,2006, Duke Energy Ohio acquired 
certain generation assets from Duke Energy, representing approximately 3,600 MW of power generation and those assets were added to Duke Energy Ohio's non-regulated 
generation portfolio. Duke Energy Ohio also assumed approximately $63 million of pretax deferred losses ($39 million, after-tax) associated with contracts formerly designated 
as cash flow hedges of forecasted power sales and gas purchases from Duke Energy's Midwestern generation fleet. These contracts were sold by Duke Energy in 2005 and 
the deferred losses remain on the Consolidated Balance Sheet in AOCl until the related hedged transactions (gas purchases and power sales) occur. See Note 1 and Note 3 
for further details on the completed merger and for details on the transfer of generation assets. During 2007, Duke Energy Ohio entered into additional contracts to protect 
margins for a portion of future sales and generation revenues and fuel expenses for the Midwestern generation fleet. Duke Energy Ohio is hedging exposures to the price 
variability of these commodities for a maximum period of 2 years. All derivatives related to the Midwestem generation fleet are included in Duke Energy Ohio's Consolidated 
Balance Sheets at December 31,2008 and 2007. 

Balance Sheet in AOCl are expected to be recognized in earnings during the next twelve 
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months. However, due to the volatility of the commodities markets, the corresponding value in AOCI will likely change prior to its reclassification into earnings. 
Other Derivative Contracts. Trading. Duke Energy Ohio had been exposed to the impact of market fluctuations in the prices of natural gas, electricity and other 

energy-related products marketed and purchased as a resuit of proprietary trading activities In June 2006, Cinergy sold CMT, including certain of Duke Energy Ohio's trading 
contracts, to Fortis The results of this trading activity up through the date of the sale, which was completed in October 2006, has been reflected in Loss from Discontinued 
Operations, net of tax, in the Consolidated Statements of Operations. In connection with the sale, Duke Energy Ohio entered into a series of Total Return Swaps (TRS) with 
Fortis (see Note 14). As of December 31. 2008. all of the underlvina contracts that were Dart of the TRS had been transferred to Fortis and. as a result. Duke Enerov Ohio has . _  -, 
no future exposure associated with these TRS.' 

Undesi nated. Duke Energy Ohio uses de$vative contracts to manage the market risk exposures that arise from energy supply, structured Origination, marketing, risk 
managemeny and commercial optimization services to large,ener y customers energy a re ators and other wholesale companies and to manage interest rate exppsures 
This category would include changes in fair value for derivatives t8at no Ion erqualify for%& 8PNS sco e exception and disqualified hed e contracts unless the derivative 
contract is subse uently re-designated as a hedge. The contracts in this caggory as of December 31 2808 are primaril associated with forward ower sales and coal 
purchases as wc!l as forward contracts to purchase SO2 emission allowances and certain interest raie derivatives for tk? Commercial Power an8Franchised Electric and Gas 
operations: Duke Energy Ohio's exposure to price risk is influenced by a number of factors, including contract size,'length, market liquidity, location and unique or specific 
contract terms. 

During the years ended December 31. 2008 and 2007, Duke Energy Ohio included in earnings approximately $75 million of pre-tax losses and approximately $13 million 
of pre-tax gains, respectively, related to mark-to-market adjustments within Commercial Power, which are reported primarily in operating revenues within Non-regulated electric 
and other and Fuel used in electric generation and purchased power-non-regulated on the Consolidated Statements of Operations. As discussed in Note 1 and Note 4, 
beginning on December 17, 2008, Commercial Power reapplied the provisions of SFAS No. 71 to certain portions of its operations due to the passing of SB 221 and the 
approval of the ESP. The reapplication of SFAS No. 71 on December 17, 2008 resulted in an approximate $67 million after-tax (approximately $103 million pre-tax) 
extraordinary gain related to total mark-to-market losses previously recorded in earnings associated with open forward hedge contracts, which the ESP allows to be recovered 
through an FPP rider. Subsequent to December 17, 2008, mark-to-market gains and losses on certain open hedge positions related to native load generation will be deferred 
as regulatory assets or liabilities and recovered through the FPP rider 

Interest Rate (Fair Value or  Cash Flow) Hedges. Changes in interest rates expose Duke Energy Ohio to risk as a result of its issuance of variable and fixed rate debt. 
Duke Energy Ohio manages its interest rate exposure by limiting its variable-rate exposures to a percentage of total capitalization and by monitoring the effects of market 
changes in interest rates. Duke Energy Ohio also enters into financial derivative instruments, including interest rate swaps, swaptions and US.  Treasury lock agreements to 
manage and mitigate interest rate risk exposure. Duke Energy Ohio's existing interest rate derivative instruments and related ineffectiveness were insignificant to its 
consolidated resuits of operations, cash flows and financial position in 2008, 2007, and 2006 

As of December 31, 2008, approximately $2 million of pre-tax net losses on terminated interest rate hedges were accumulated on the Consolidated Balance Sheets in 
AOCI and are expected to be recognized in earnings during the next twelve months as the hedged transactions occur. 

Normal Purchases and Normal Sales Exception. Duke Energy Ohio has applied the normal purchases and normal sales scope exception, as provided in SFAS No. 133 
and interpreted by Derivatives Implementation Group Issue C 15, "Scope Exceptions Normal Purchases and Normal Sales Exception for Option-Type Contracts and Fotwanl 
Contracts in Bectricity," and amended by SFAS No. 149, "Amendment of Statement 133 on Derivative lnstruments and Hedging Activities." to certain contracts involving the 
purchase and sale of electricity at fixed prices in future periods. These contracts, which relate primarily to the delivery of electricity over the next 6 years, are not included in the 
table above. 

Credit Risk. Where exposed to credit risk, Duke Energy Ohio analyzes the counterparties' financial condifion prior to entering into an agreement, establishes credit limits 
and monitors the appropriateness of those limits on an ongoing basis. 

Duke Energy Ohio's industry has historically operated under negotiated credit lines for physical delivery contracts Duke Energy Ohio may use master collateral 
agreements to mitigate certain credit exposures The collateral agreements provide for a counterparty to post 
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cash or letters of credit to the exposed party for exposure in excess of an established threshold. The threshold amount represents an unsecured credit limit, determined in 
accordance with the corporate credit policy Collateral agreements also provide that the inability to post collateral is sufficient cause to terminate contracts and liquidate all 
positions. 

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

9. Fair Value of Financial Assets and Liabilities 

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

measurements. Under SFAS No. 157, fair value is considered to be the exchange price in an orderly transaction between market participants to sell an asset or transfer a 
liability at the measurement date The fair value definition under SFAS No. 157 focuses on an exit price, which is the price that would be received by Duke Energy Ohio to sell 
an asset or paid to transfer a liability versus an entry price, which would be the price paid to acquire an asset or received to assume a liability. Although SFAS No. 157 does not 
require additional fair value measurements, it applies to other accounting pronouncements that require or permit fair value measurements. In October 2008, the FASB issued 
FSP No. FAS 157-3, "Detemining the Fair Value of a Financial Asset When the Market for ThatAsset Is NotAcfive" (FSP FAS 157-3), which illustrated key considerations in 
determining the fair value of a financial asset when the market for that asset is not active. The application of FSP FAS 157-3 did not change the way Duke Energy Ohio 
determined fair value of its financial assets and liabilities. 

inputs to valuation techniques used to measure fair value into three levels: 

On January 1, 2008, Duke Energy Ohio adopted SFAS No. 157. Duke Energy Ohio's adoption of SFAS No. 157 is currently limited to financial instruments and to 

SFAS No. 157 defines fair value, establishes a framework for measuring fair value in GAAP in the U S and expands disclosure requirements about fair value 

Duke Energy Ohio determines fair value of financial assets and habilities based on the following fair value hierarchy, as prescribed by SFAS No. 157, which prioritizes the 

Level 1 Inputs-unadjusted quoted prices in active markets for identical assets or liabilities that Duke Energy Ohio has the ability to access An active market for the 
asset or liability is one in which transactions for the asset or liability occur with sufficient frequency and volume to provide ongoing pricing information. Duke Energy Ohio 
does not adjust quoted market prices on Level 1 inputs for any blockage factor. 
Level 2 Inputs-inputs other than quoted market prices included in Level 1 that are observable, either directly or indirectly, for the asset or liability. Level 2 inputs include, 
but are not limited to, quoted prices for similar assets or liabilities in an active market, quoted prices for identical or similar assets or liabilities in markets that are not active 
and inputs other than quoted market prices that are observable for the asset or liability, such as interest rate curves and yield curves observable at commonly quoted 
intervals, volatilities, credit risk and default rates. 
Level 3 Inputs-unobservable inputs for the asset or liability. 
In February 2007, the FASB issued SFAS No. 159, "The Fair Value Option for Financial Assets and Financial Liabilities-including an amendment of FASB Statement 

No f f s '  (SFAS No. 159), which permits entities to elect to measure many financial instruments and certain other items at fair value. For Duke Energy Ohio, SFAS No. 159 was 
effective as of January I ,  2008 and had no impact on amounts presented for periods prior to the effective date. Duke Energy Ohio does not currently have any financial assets 
or financial liabilities for which the provisions of SFAS No 159 have been elected However, in the future, Duke Energy Ohia may elect to measure certain financial instruments 
at fair value in accordance with this standard 
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The following table provides the fair value measurement amounts for assets and liabilities recorded in both current and non-current Unrealized gains on mark-to-market 
and hedging transactions and Unrealized losses on mark-to-market and hedging transactions on Duke Energy Ohio’s Consolidated Balance Sheets at fair value at 
December 31, 2008. Amounts presented in the table below exclude cash collateral amounts which are disclosed separately in Note 1 

Total Fair 
Value 

Amounts at 
December 31, 

2008 
_ _ _ _ ~  __--___ ~ _ _ _  

;Description 
Derivative assets ____.-- 8 -  68 $ 
perivative liabilities --.___-~-iL.yslwa~m~ 

The following table provides a reconciliation of beginning and ending balances of assets and liabilities measured at fair value on a recu 
of fair value includes significant unobservable inputs (Level 3): 

Rollforward of Level 3 Measurements 

Level2 - Level 3 

1 basis where the determination 

Derivatives 
(net) 
(in 

millions) 
~. ___. 

I January 1,2008 1m 
re-tax realized or unrealized gains (losses) included in earnings: 

___- I ! (6301 
(2) 

;Balance at December 31,2008 I - P 1 4J 

w __ _ . . ~ . _ _ _ ~ . _ _ _  ___--__I__-_-__--_ 1.- - P U  

Year Ended December 31,2008 

Total __-- r R:venue, non-regulated electric and other - ! - I ! mi 

[ Total losses included on balance sheet as regulatory asset or liability or as non-current liability 

T;evenu’e, nonlregulated electric and other _ _ _ ~ _ ~  I 

Fuel used in electric generation and purchased power-non-regulated 96 
Net purchases, sales, Issuances and senlements 

Pre-tax ains losses included in the Consolidated Statements of Operations related to Level 3 measurements outstandingA December 31, 2008: 

Fuel used in electric generation and purchased power-non-regulated 

The valuation method of the primary fair value measurements disclosed above is as follows: 
Commodity derivatlves: The pricing for commodity derivatives is primarily a calculated value which incorporates the forward price and is adjusted for liquidity (bid-ask 

spread), credit or non-performance risk (after reflecting credit enhancements such as collateral) and discounted to present value. The primary difference between a Level 2 and 
a Level 3 measurement has to do with the level of activity in forward markets for the commodity. If the market is relatively inactive, the measurement is deemed to be a Level 3 
measurement“ Some commodity derivatives are NYMEX contracts, which Duke Energy Ohio classifies as Level 1 measurements. 

financial assets and liabilities included in the scope of SFAS No. 157 disclosed in the tables above, is summarized in the following table Judgment is required in interpreting 
market data to develop the estimates of fair value. Accordingly, the estimates determined as of December 31, 2008 and 2007, are not necessarily indicative of the amounts 
Duke Energy Ohio could have realized in current markets. 

Fair Value Dlsclosures Requlred Under SFAS No. 107, “Disclosures About Fair Value of Financial Instruments.” The fair value of financial instruments, excluding 
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Financial Instruments 

As of December 31, 
2008 2007 

Book Approxlmate Book Approxlmate 
Value Fair Value Value Falr Value - 

- _  (In mlllions) - _  
Long-term debt, including current maturities I D l  1;883/ I 1.729j 1 1,936j D 1 1 , 9 q  

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

I O .  Goodwill and Intangibles 

result of the annual impairment tests required by SFAS No 142 As discussed further in Note 3, in April2006, Duke Energy and Cinergy consummated their merger, which 
resulted in Duke Energy Ohio recording goodwill of approximately $2 3 billion Duke Energy Ohio had no goodwill prior to this date The following table shows the components 
of goodwill at December 31 ~ 2008 and 2007 

Carrylng Amount of Goodwill 

Duke Energy Ohio evaluates the impairment of goodwill under the guidance of SFAS No 142 There were no goodwill impairment charges in 2008,2007 or 2006 as a 

Balance at Balance at 
December 31, December 31, 

2007 Changes 2008 __.- __-_ - - __ - (In~lll ion;) -- F o m m e m  - _- __ __ __ __ - __- - _-_  - _ _ _ I  :I--:-Emi.z---B--r3L __ -_-E___.11,20~ 
CTotalGoodwlli-- - -- __ __ - - - --_-  - _ -  _ _ _  
Franchised Electric and Gas 1,137 17 1,154 

7 - - 7 - j 2 , 3 2 y  :--@==pi$-- ~ ~ - 2 q  
~ _ _ _ _  

Balance at 
December 31. 

Balance at 
December 31, 

2006 Changes 2007 
-_ 

Franchised Electric and Gas 1,148 1,137 
~ ~ 1 Total Goodwill 
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lntanglble Assets 
The carrying amount and accumulated amortization of intangible assets as of December 31, 2008 and December 31, 2007 are as follows: 

December 31, December 31, 
2008 2007 

~ (In mlllions) __ 
365/ 1 
271 

Total gross carrying amount 51 9 645 

___ 
m n  allowances ... ___-_.-_ -. I 3 - 1 .  239;1--_ I I 

~ i - - . i  I_-- I 4_1 
@cumulated amortization-gas, coal, and power contracts 1 I -m 

(5 )  (5 )  
I I I (116)/ I I (991 

Gas, coal. and ewer contracts 271 e 
- 

-. I 
Accumulated amortization-other 
1 Total accumulated amortization 
Total intangible assets, net $ 403 $ 551 

Emission allowances in the table above include emission allowances which were recorded at fair value on the date of Duke Energy's merger with Cinergy and emission 
allowances purchased by Duke Energy Ohio. Additionally, Duke Energy Ohio is allocated certain zero cost emission allowances on an annual basis. The change in the gross 
carrying value of emission allowances during the years ended December 31,2008 and 2007 is as follows: 

(a) Carrying values of emission allowances are recognized via a charge to expense when consumed Carrying values of emission allowances sold or consumed during the 
years ended December 31, 2008 and 2007, the nine months ended December 31, 2006 and the three months ended March 31, 2006 were $69 million, $154 million, $267 
million and $36 million, respectively 

(b) See Note 3 for a discussion of gains and losses on sales of emission allowances by Commercial Power during the years ended December 31, 2008, 2007 and 2006. 

(c) See Note 11 for discussion of impairments of the carrying value of emission allowances during the year ended December 31, 2008. 
Amortization expense for gas, coal and power contracts and other intangible assets for Duke Energy Ohio was approximately $22 million and $51 million for the years 

ended December 31, 2008 and 2007. respectively, approximately $43 million for the nine months ended December 31, 2006 and approximately $1 million for the three months 
ended March 31, 2006. 

The table below shows the expected amortization expense for the next five years for intangible assets as of December 31, 2008. The expected amortization expense 
includes estimates of emission allowances consumption and estimates of consumption of commodities such as gas and coal under existing contracts. The amortization 
amounts discussed below are estimates Actual amounts may differ from these estimates due to such factors as changes in consumption patterns, sales or impairments of 
emission allowances or other intangible assets, additional intangible acquisitions and other events. 
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Intangible Liabllltles 
In connection with the merger with Cinergy in April 2006, Duke Energy recorded an intangible liability of approximately $1 13 million associated with the market-based 

standard service offer in Ohio, which was recognized in earnings over the regulatory period that ended on December 31. 2008. The carrying amount of this intangible liability 
was zero and approximately $67 million at December 31, 2008 and 2007, respectively. Duke Energy also recorded approximately $56 million of intangible liabilities associated 
with other power sale contracts in connection with the merger with Cinergy. The cawing amount of these intangible liabilities was approximately $16 million and $22 million at 
December 31, 2008 and 2007, respectively. During the years ended December 31, 2008,2007 and 2006, Duke Energy amortized approximately $73 million, $45 million and 
$35 million, respectively, to income related to intangible liabilities. The remaining balance of approximately $16 million will be amortized to income as follows: approximately $6 
million in each of the years 2009 through 2010, and approximately $4 million in 2011. Intangible liabilities are classified as Other within Deferred Credits and Other Liabilities on 
the Consolidated Balance Sheets. 

At the time of its re eal, the CAlR required 50% reductions in SO2 emissions beginning In 2010 and further 30% reductions in SOz emissions in 2015 beyond s ecified 
requirements. These reActions were to be achieved by requiring the surrender of SO2 allowances in a ratio of two allowances per ton of SO2 emitted beginning in 2 h 0 ,  up 
from a current one-to-one ratio escalating to 2.86 allowances er ton of SO2 emitted be inning in 201 5. Takin into account these increases in emission allowance 
requirements under the CAIR, hommercial Power's forecaste8SOz emissions needed t&ough,2037 exceede! the number of emission allowances held prior to the vacating of 
the CAIR. Subse uent to the decision to vacate the CAlR Commercial Power determined that it had SO2 allowances in excess of forecasted emissions and those allowances 
held in excess of?orecasted emissions from future generation required an impairment evaluation In performing the im airment evaluation for SO2 allowances in the third 
tuarter of 2008, mana ement compared quoted market prices for each vintage ear allowance to the, carryin value ofthe related allowances in excess of forecasted emissions 
t rough 2038. Due to t8e sharp decline in market prices of SO2 allowances as iiscussed above durin the t8ird uarter of 2008 Commercial Power recorded pre-tax 
impairment char es of approximately $77 million related to forecasted exceks SO2 allowances hkld Adlditionalt zommercial qower recorded pre-tax impairment charges of 
a proximately $3 million in the third uarter of 2008 related to annual NOx allowances as these were also affeckd by the decision to vacate the CAlR These impairment 
clarges are recorded in lmpairmenteharges within Operating Expenses on the Consolidated Statements of Operations. 

Power as of December 31, 2008 are anticipated to be utilized for future emission allowance requirements under the CAIR, unless the EPAdevelops a new clean air program 
that changes the existing requirements tinder the CAIR. 

As a result of the reinstatement of the CAIR, as discussed above, all emission allowances and certain commitments to purchase emission allowances held by Commercial 

See Note 10 for further information regarding the carrying value of emission allowances 
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Duke Energy Ohio engages in related party transactions, which are generally performed at cost and in accordance with the applicable state and federal commission 
12. Related Party Transactions 

regulations. Balances due to or due from related parties included in the Consolidated Balance Sheets as of December 31, 2008 and December 31, 2007 are as follows: 

I b 112 

December 31, December 31, 
2008la) 20071d 

~ 

Furrent a s s e t s l b l  
Non-current assetdCJ 
Furrent liabilitiestd) 
Non-current liabilitieste) 
pe t  deferred tax l iab i l i i i es ( r  

(a) 

-__--______-_ 

Balances exclude assets or liabilities associated with accrued pension and other post-retirement benefits, Cinergy Receivables and money pool arrangements as 
discussed below. 

Of the balance at December 31 ~ 2008, approximately $1 8 million is classified as Receivables, approximately $2 million is classified as Unrealized gains on mark-to-market 
and hedging transactions and approximately $35 million is classified as Other within Current Assets on the Consolidated Balance Sheets. The balance at December 31, 
2007 is classified as Receivables on the Consolidated Balance Sheets. 

(b) 

(c) The balance at December 31, 2008 is classified as Unrealized gains on mark-to-market and hedging transactions within Investments and Other Assets on the 
Consolidated Balance Sheets. 

(d) Of the balance at December 31, 2008, approximately ($133) million is classified as Accounts payable, approximately ($2) million is classified as Taxes accrued and 
approximately ($3) million is classified as Unrealized losses on mark-to-market and hedging transactions within Current Liabilities on the Consolidated Balance Sheets. Of 
the balance at December 31, 2007. approximately ($256) million is classified as Accounts payable and approximately ($1 0) million is classified as Taxes accrued on the 
Consolidated Balance Sheets 

The balance at December 31, 2008 is classified as Unrealized losses on mark-to-market and hedging transactions within Deferred Credits and Other Liabilities on the 
Consolidated Balance Sheets. 

Of the balance at December 31, 2008, approximately ($1,580) million is classified as Deferred income taxes and approximately $61 million is classified as Other within 
Current Assets on the Consolidated Balance Sheets. Of the balance at December 31, 2007, approximately ($1,409) million is classified as Deferred income taxes and 
approximately $24 million is classified as Other within Current Assets on the Consolidated Balance Sheets 
Duke Energy Ohio is charged its proportionate share of corporate governance and other costs by a consolidated affiliate of Duke Energy. Corporate governance and other 

shared services costs are primarily related to human resources, legal and accounting fees, as well as other third party costs. The expenses associated with certain allocated 
corporate governance and other service costs for Duke Energy Ohio, which are recorded in Operation, Maintenance and Other within Operating Expenses on the Consolidated 
Statements of Operations were as follows: 

(e) 

(1) 
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Duke Energy Ohio participates in Cinergy's qualified pension plan, non-qualified pension plan and other post-retirement benefit plans and is allocated its proportionate 
share of expenses associated with these plans (see Note 19) Additionally, Duke Energy Ohio has been allocated accrued pension and other post-retirement and 
post-employment benefit obligations from Cinergy of approximately $416 million and $266 million at December 31, 2008 and 2007, respectively The above amounts have been 
classified in the Consolidated Balance Sheets as follows: 

December 31, December 31, 
2008 2007 

&millions 
' ther current liabilities 3-Z-:qr-rII:::4..+3 406 259 

.-I ~ 

fccrued pension and other -6&retirement benefit c o s t s ~ - - - - - ~ - - - ~ - - - . - ~  . ____. 

from the sales of receivables are largely cash but do include a subordinated note from Cinergy Receivables for a portion of the purchase price. This subordinated note is 
classified by Duke Energy Ohio as Receivables in the Consolidated Balance Sheets and was approximately $174 million and $189 million as of December 31, 2008 and 
December 31, 2007, respectively. The interest income associated with the subordinated note, which is recorded in Other Income and Expenses, net on the Consolidated 
Statements of Operations, was approximately $21 million and $25 million for the years ended December 31, 2008 and 2007, respectively, 

m f m c w d - $ h e r  liabilities i$ -r- Y 
Additionally, certain trade receivables have been sold by Duke Energy Ohio to Cinergy Receivables, an unconsolidated entity formed by Cinergy. The proceeds obtained 

See Note 17 for a discussion of dividends Duke Energy Ohio paid to its parent, Cinergy. 
During the second quarter of 2007 Duke Energy Ohio received a $29 million capital contribution from its parent, Cinergy. 
See Note 3 for a discussion of amounts paid to Duke Energy Ohio as a result of the agreement between Duke Energy and Duke Energy Ohio related to Duke Energy's 

contribution of its ownership interests in five plants to Duke Energy Ohio. 
As discussed further in Note 16, Duke Energy Ohio participates in a money pool arrangement with Duke Energy and other Duke Energy subsidiaries. As of December 31, 

2008 and December 31, 2007, Duke Energy Ohio was in a payable position of $63 miilion and $189 million, respectively, classified within Notes payable in the accompanying 
Consolidated Balance Sheets. The expenses associated with money pool activity, which are recorded in Interest Expense on the Consolidated Statements of Operations. for 
the years ended December 31,2008 and 2007, nine months ended December 31,2006 and three months ended March 31, 2006 were approximately $3 million, $11 million, $6 
million and $2 million, respectively. 

13. Sales of Accounts Receivable 
Accounts Receivable Securitization Duke Energy Ohio and Duke Energy Kentucky sell, on a revolving basis, nearly all of their retail accounts receivable and related 

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

The proceeds obtained from the sales of receivables are largely cash but do include a subordinated note from Cinergy Receivables for a portion of the purchase price 
(typically approximates 25 percent of the total proceeds). The note, which amounts to approximately $174 million and $189 million at December 31, 2008 and 2007, 
respectively, is subordinate to senior loans that Cinergy Receivables obtain from commercial paper conduits controlled by unrelated financial institutions which is the source of 
funding for the subordinated note. This subordinated note is a retained interest (right to receive a specified portion of cash flows from the sold assets) under SFAS No. 140 and 
is classified within Receivables in the accompanying Consolidated Balance Sheets at December 31, 2008 and 2007 

on relative fair value. The key assumptions in estimating fair value are the anticipated credit losses, the selection of discount rates, and expected receivables turnover rate. 
Because (a) the receivables generally turnover in less than two months, (b) credit losses are reasonably predictable due to Duke Energy Ohio's broad customer base and lack 
of significant concentration, and (c) the purchased beneficial interest is subordinate to all retained interests and thus would absorb losses first. the allocated bases of the 
subordinated notes are not materially different than their face value. Interest accrues to Duke Energy Ohio on the retained 

The carrying values of the retained interests are determined by allocating the carrying value of the receivables between the assets sold and the interests retained based 

60 

Source: Duke Energy Ohio, In, 10-K, March 13, 2009 



Table of Contents 
PART II . . .. . . .. 

DUKE ENERGY OHIO, INC. 
Notes To Consolidated Financial Statements-(Continued) 

interests using the accretable yield method, which generally approximates the stated rate on the notes since the allocated basis and the face value are nearly equivalent. An 
impairment charge is recorded against the carrying value of both the retained interests and purchased beneficial interest whenever it is determined that an other-than-temporary 
impairment has occurred (which is unlikely unless credit losses on the receivables far exceed the anticipated level). 

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

Years Ended 
December 31, 

2008 2007 2006 
~ ] ~ q - - ~ o . f p / , i ~ ~  /4nticlpated credit loss rate ___. _ _ _ _ _ _ _  

Receivables turnover rate . _ _ _ _ _ _ ~  

5.3% 7.7% 7.4% 
- -  1 2 . 4 p / O l l T 2 . 4 % I 1 ~  

__-_-__ _ _ _ _ _ _ ~ . . _ _ ~  Discount rate on expected cash flows 

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

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

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

Successorla) 
Year Year Nine Months 

Ended Ended Ended 
December 31, December 31. December 31, 

Predecessoda) 
Three Months 

Ended 
March 31, 

2008 2006 i 2006 

Peceivables sold as of period end 7- b l  37 =IIII! 
pet receivables sold as of period end 1 2481 I s 1  2 3 1  r- I - I - ] - - z q  

I P I  3,1891 1,9821 I D ] 8Sq 
Sales during period -~ 

I 1 
I I r- I 31 1 31 1 21 

- 

189 133 I ___ ____ 174 ~- Less Retained interests 

- 
Receivables sold 3,31 
Loss reco nized on sale 29 
i d s  durlngpertod 
Cash proceeds from receivables sold $ 3,276 919 1,932 

ollection fees received -___ 
keturn received on retained interests 21 25 13 8 

(a) See Note 1 for additional information on Predecessor and Successor reporting. 
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14. Discontinued Operations and Assets Held for Sale 
In June 2006, Cinergy agreed to sell CMT, including certain of Duke Energy Ohio's trading contracts, to Fortis, a Benelux-based financial services group. In October 2006, 

the sale was completed. Results of operations for these trading contracts have been reflected in Loss from Discontinued Operations, net of tax in the accompanying 
Consolidated Statements of Operations. in October 2006, in connection with this transaction, Duke Energy Ohio entered into a series of TRS with Fortis, which were accounted 
for as mark-to-market derivatives. The TRS was cancelled for each underlying contract as each was transferred to Fortis. As of December 31, 2008, all of the underlying 
contracts that were part of the TRS had been transfered to Fortis and, as a result, Duke Energy Ohio has no future exposure associated with these TRS. 

The following table summarizes the results classified as Loss from Discontinued Operations, net of tax, in the accompanying Consolidated Statements of Operations. 
There was no discontinued operations activity in 2008 or 2007 

Predecessor@) Successor@) 
Nine Months Three Months 

Ended Ended 
December 31, March 31, 

2006 
~ _ _ _ _ _ - ~  in mlllions 

~ 

bevenues 
Operating Loss 

loss from Discontinued Operations, net of tax 

I A X  ___ 
(2) (1 )  

- 
i r - - - - p  I -T I 

$ (6) I $ (2) Total Loss from Discontinued Operatlons, net of tax 

(a) See Note 1 for additional information on Predecessor and Successor reporting. 
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15. Property, Plant and Equipment 

Estimated December 31, December 31, 
Useful Life 2008 2007 

_.- 

~a~ 
_ - - _ _ _ _ _ ~ _  ___- _-________- 1 12q1 

1 25--100/ -1 I n  
[ Electric generation, distribution and transmission 1 8 i 3 q  I I 3,71q 1 I I 3,813/J 

pquipment I I 5 - z y  I 1 641 I 1 641 1 
Construction in process - 843 594 
pther I I 5-2q I I 184 j  I I 1 9 q i  
Total property, plant and equipment 10,047 9,577 
rota1 accumulated depreciation-regulated Ib) ---_____ ____ ---- ]-E# I 10, 

(631) (457) 
t l = p  - ~ - - I I E I ~ P ~ ~ ~ I - ~ C -  I o l i  7,48 

-_ ~ ___________ _______ - - _I_____ 

12-60 1,566 1,436 

I 
- Plant-Unregulated 

Other buildings and improvements 30 190 25 

- Total accumulated depreciation-unregulated 

(a) Includes capitalized leases of approximately $109 million for 2008 and $88 million for 2007 

(b) Includes accumulated amortization of capitalized leases: $6 million for 2008 and $10 million for 2007. 
Capitalized interest, which includes the interest expense component of AFUDC, amounted to $19 million for the year ended December 31, 2008, $30 million for the year 

ended December 31, 2007, $14 million for the nine months ended December 31. 2006 and $3 million for the three months ended March 31, 2006. 

16. Debt and Credit Facilities 

Summary of Debt and Related Terms 

Welghted- 
Average December31, December 31 ,  

Rate Year Due 2008 2007 
(in milllons 

& E e m d * . - - .  . ~ 1 ._._ --I._._ 5.8ph ___ 12 012 -203q L - 1  1,22# 1 J I 1,34Yl 
F i l a 1  leases 5.2% 2009 - 2020 51 59 @m -..-___I_.__.___._-___-_.._____-_.- I .2.op/./ 12 011 -20411 .L.--..~~A---I_-_L 572J-j 
Notes payable ~ 2.2% 280 
&ygool O~~~.._._._.J_..._._...____II._..__.l_......__L.ssL__~____L___ i8gJ 

- 
Unamortized debt discount and premium, net 
rota1 debt 
Current maturities of long-term debt 

Total long-term debt 

__ ___-____.. 

I 
$ 1,856 $ 1,810 

Bhort-term notes payable - 7 1  

(a) Includes $538 million of Duke Energy Ohio pollution control bonds as of both December 31, 2008 and 2007. As of December 31, 2008 and 2007. zero and $84 million, 
respectively, was secured by first and refunding mortgage bonds and $62 million and $12 million, respectively, was secured by a letter of credit 
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Unsecured and Other Debt. In December 2008, Duke Energy Kentucky refunded $50 million of tax-exempt auction rate bonds through the issuance of $50 million of 
tax-exempt variable-rate demand bonds, which are supported by a direct-pay letter of credit. The variable-rate demand bonds, which are due August 1. 2027, had an 
interest rate of 0.65% which is reset on a weekly basis. 

In December 2007, Duke Energy Ohio issued $140 million in tax-exempt floating-rate bonds. The bonds are structured as insured auction rate securities, subject to an 
auction process every 35 days and bear a final maturity of 2041 _. The bonds were issued through the Ohio Air Quality Development Authority to fund a portion of the 
environmental capital expenditures at the Conesville, Stuart and Killen Generation Stations in Ohio 

Money Pool. Duke Energy Ohio and its wholly-owned subsidiary, Duke Energy Kentucky, receive support for their short-term borrowing needs through their participation 
with Duke Energy and other Duke Energy subsidiaries in a money pool arrangement" Under this arrangement, those companies with short-term funds may provide short-term 
loans to affiliates participating under this arrangement" The money pool is structured such that Duke Energy Ohio and Duke Energy Kentucky separately manage their cash 
needs and working capital requirements Accordingly, there is no net settlement of receivables and payables of Duke Energy Ohio and Duke Energy Kentucky, as each of these 
entities independently participate in the money pool. As of December 31, 2008 and December 31, 2007, Duke Energy Ohio and Duke Energy Kentucky had combined net 
borrowings of approximately $63 million and $189 million, respectively, classified within Notes payable in the accompanying Consolidated Balance Sheets. During the year 
ended December 31, 2008, the $126 million decrease in the money pool activity is reflected as a cash outflow in Notes payable to affiliate, net within Net cash (used in) 
provided by financing activities on the Consolidated Statements of Cash Flows. During the year ended December 3 1, 2007, the $85 million decrease in the money pool activity 
is reflected as a cash outflow in Notes payable to affiliate, net within Net cash (used in) provided by financing activities on the Consolidated Statements of Cash Flows. During 
the nine months ended December 31, 2006, the $52 million increase in the money pool activity is reflected as a cash inflow in Notes payable to affiliate, net within Net cash 
(used in) provided by financing activities on the Consolidated Statements of Cash Flows. During the three months ended March 31, 2006, the $108 million increase in the 
money pool activity is reflected as a cash inflow in Notes payable to affiliate, net within Net cash (used in) provided by financing activities on the Consolidated Statements of 
Cash Flows. 

Floatlng Rate Debt. Unsecured debt and other debt included approximately $611 million and $538 million of floating-rate debt as of December 31, 2008 and 2007, 
respectively. Floating-rate debt is primarily based on commercial paper rates or a spread relative to an index such as a London Interbank Offered Rate (LIBOR) for debt 
denominated in US.  dollars As of December 31, 2008 and 2007, the weighted-average interest rate associated with floating-rate debt was approximately 1.9% and 4.4%, 
respectively. 

instruments are long-term in nature and cannot be put back to Duke Energy Ohio prior to maturity, the interest rates on these instruments are designed to reset periodically 
through an auction process. In February 2008, Duke Energy Ohio began to experience failed auctions on these debt instruments When failed auctions occur on a series of this 
debt, Duke Energy Ohio is required to pay the maximum auction rate as prescribed by the bond document. The maximum auction rate for the auction rate debt is 2 0 times 
one-month LIBOR. Payment of the failed-auction interest rates will continue until Duke Energy Ohio is able to either successfully remarket these instruments through the 
auction process or refund and refinance the existing debt through the issuance of an equivalent amount of tax exempt bonds. While Duke Energy Ohio intends to refund and 
refinance these tax exempt auction rate bonds, the timing of such refinancing transactions is uncertain and subject to market conditions. However, even if Duke Energy Ohio is 
unable to successfully refund and refinance these debt instruments, the impact of paying higher interest rates on the outstanding auction rate debt is not expected to materially 
affect Duke Energy Ohio's consolidated results of operations, cash flows or financial position. The weighted-average interest rate associated with Duke Energy Ohio's auction 
rate pollution control bonds, was 1.58% as of December 31, 2008 and 4.56% as of December 31, 2007 

Auction Rate Debt. As of December 31, 2008, Duke Energy Ohio had approximately 5390 million of auction rate pollution control bonds outstanding. While these debt 
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Maturitles, Call Optlons and Acceleration Clauses. 

Annual Maturities as of December 31,2008 

(a) Excludes short-term notes payable of $343 million. 
Duke Energy Ohio has the ability under certain debt facilities to call and repay the obligation prior to its scheduled maturity. Therefore, the actual timing of future cash 

repayments could be materially different than the above as a result of Duke Energy Ohio's ability to repay these obligations prior to their scheduled maturity. 
Available Credit Faclllties and Capaclty Utillzed Under Available Credlt Facllities. In June 2007, Duke Energy closed the syndication of an amended and restated 

credit facility, which replaced existing credit facilities, with a 5-year, $2.65 billion master credit facility. In March 2008, Duke Energy entered into an amendment to its $2.65 
billion master credit facility whereby the borrowing capacity was increased by $550 million to $3 2 billion. In October 2008, Duke Energy terminated the participation of one of 
the financial institutions supplying approximately $63 million of credit commitment under its master credit facility. The total credit facility capacity under the master credit facility 
subsequent to this termination is approximately $3.14 billion. Duke Energy has the unilateral ability under the master credit facility to increase or decrease the borrowing sub 
limits of each borrower, subject to maximum cap limitation, at any time. At December 31, 2008, Duke Energy Ohio and Duke Energy Kentucky had borrowing sub limits under 
Duke Energy's master credit facility of $650 million and $100 million, respectively. The amount available to Duke Energy Ohio and Duke Energy Kentucky under their sub limits 
to Duke Energy's master credit facility has been reduced by drawdowns of cash, borrowings through the money pool arrangement, and the use of the master credit facility to 
backstop issuances of letters of credit and pollution control bonds, as discussed below. 

In September 2008, D u k e  Energy and its wholly-owned subsidiaries, including Duke Energy Ohio and Duke Energy Kentucky, borrowed a total of approximately $1 billion 
under Duke Energy's master credit facility, of which Duke Energy Ohio's and Duke Energy Kentucky's portions are approximately $279 million and $74 million, respectively. 
Duke Energy Ohio's and Duke Energy Kentucky's amounts remained outstanding as of December 31, 2008. 'The loans, which are revolving credit loans, bear interest at 
one-month LIBOR plus an applicable spread ranging from 19 to 24 basis points and are due in September 2009: however, Duke Energy Ohio and Duke Energy Kentucky have 
the ability under the master credit facility to renew the loan up through the date the master credit facility matures, which is in June 2012. As Duke Energy Kentucky has the 
intent and ability to refinance this obligation on a long-term basis, either through renewal of the terms of the loan through the master credit facility, which has non-cancelable 
terms in excess of one-year, or through issuance of long-term debt to replace the amounts drawn under the master credit facility, Duke Energy Kentucky's borrowing is reflected 
as Long-Term Debt on the Consolidated Balance Sheets at December 31, 2008. Since Duke Energy Ohio does not have the intent to refinance these obligations on a long-term 
basis, Duke Energy Ohio's borrowing is reflected in Notes payable within Current Liabilities on the Consolidated Balance Sheets at December 31, 2008. These borrowings 
reduce Duke Energy Ohio's and Duke Energy Kentucky's available credit capacity under Duke Energy's Master Credit Facility, as discussed above. 

At December 31, 2008 and December 31, 2007, approximately $146 million and $96 million. respectively, of certain pollution control bonds, which are short-term 
obligations by nature, are classified as Long-Term Debt on the Consolidated Balance Sheets due to Duke Energy Ohio's intent and ability to utilize such borrowings as 
long-term financing. Duke Energy's credit facilities with non-cancelable terms in excess of one year as of the balance sheet date give Duke Energy Ohio the ability to refinance 
these short-term obligations on a long-term basis. Of the $146 million of pollution control bonds outstanding at December 31, 2008, approximately $84 million were 
backstopped by Duke Energy's master credit facility, with the remaining balance backstopped by other specific credit facilities separate from the master credit facility. 
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In September 2008, Duke Energy Kentucky and Duke Energy Indiana, Inc. (Duke Energy Indiana), a wholly-owned subsidiary of Duke Energy, collectively entered into a 
$330 million letter of credit agreement with a syndicate of banks. Under this letter of credit agreement, Duke Energy Kentucky may request the issuance of letters of credit up to 
approximately $51 million on its behalf to Support various series of variable rate demand bonds issued or to be issued on behalf of Duke Energy Kentucky. This credit facility, 
which is not part of Duke Energy's master credit facility, may not be used for any purpose other than to support variable rate demand bonds issued by Duke Energy Kentucky 
and Duke Energy Indiana, Inc. 

the debt-to-total capitalization ratio at Duke Energy, Duke Energy Ohio and Duke Energy Kentucky to not exceed 65%. Duke Energy Ohio's debt agreements also contain 
various financial and other covenants. Failure to meet these covenants beyond applicable grace periods could resun in accelerated due dates andlor termination of the 
agreements. As of December 31, 2008, Duke Energy, Duke Energy Ohio and Duke Energy Kentucky were in compliance with all covenants that would impact Duke Energy 
Ohio's or Duke Energy Kentucky's ability to borrow funds under the debt and credit facilities. In addition, some credit agreements may allow for acceleration of payments or 
termination of the agreements due to nonpayment, or the acceleration of other significant indebtedness of the borrower or some of its subsidiaries. None of the debt or credit 
agreements contain material adverse change clauses. 

Other Assets Pledged as Collateral. As of December 31, 2008, substantially all of Franchised Electric and Gas' electric plant in service is mortgaged under the 
mortgage bond indenture of Duke Energy Ohio. 

17. Common and Preferred Stock 
Common Stock. Cinergy owns all of the common stock of Duke Energy Ohio. In April 2006, Duke Energy acquired 100 percent of Cinergy's outstanding stock. See Note 

3 for additional information. 
In April 2006, Duke Energy Ohio filed a petition with the FERC for a declaratory ruling that its payment of dividends out of its paid-in capital account, using the balance 

transferred from the retained earnings account, resulting from purchase accounting arising from the Duke EnergyKinergy merger, would not violate section 305(a) of the 
Federal Power Act, which generally precludes the payment of dividends out of paid-in capital. Such a ruling was necessary because purchase/push-down accounting reset 
retained earnings to zero as of April 3, 2006, thus potentially precluding Duke Energy Ohio from using pre-merger retained earnings to pay dividends. Without this approval, 
Duke Energy Ohio's ability to pay dividends to Duke Energy or Cinergy would have been constrained to earnings since April 3, 2006. In May 2006, the FERC issued an order 
approving Duke Energy Ohio's petition. For further discussion of restrictions on Duke Energy Ohio's ability to pay dividends to its parent, see Note 4. 

During the years ended December 31, 2008, 2007 and 2006, Duke Energy Ohio paid dividends to its parent, Cinergy, of $200 million, $135 million and $102 million, 
respectively. 

Preferred Stock. In March 2006, Duke Energy Ohio redeemed all outstanding shares of its $16.98 million notional amount 4% Cumulative Preferred Stock and its $3 5 
million notional amount 4.75% Cumulative Preferred Stock at a price of $108 per share and $101 per share, respectively, plus accrued and unpaid dividends. 

18. Commitments and Contingencies 

General Insurance 

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

Restrictive Debt Covenants. Duke Energy's debt and credit agreement contains various financial and other covenants. including, but not limited to, a covenant regarding 

Effective with the date of the merger between Duke Energy and Cinergy, Duke Energy Ohio carries, either directly or through Duke Energy's captive insurance company, 
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Duke Energy Ohio also maintains excess liability insurance coverage above the established primary limits for commercial general liability and automobile liability 
insurance. Limits, terms, conditions and deductibles are comparable to those carried by other companies with similar types of operations,, , 

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

Environmental 
Duke Energy Ohio is subject to federal, state and local regulations regarding air and water quality, hazardous and solid waste disposal and other environmental matters. 

These regulations can be changed from time to time, imposing new obligations on Duke Energy Ohio. 
Remediation Activities. Duke Energy Ohio and its affiliates are responsible for environmental remediation at various contaminated sites. These include some properties 

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

Clean Water Act 376(bJ. The EPAfinalized its cooling water intake structures rule in July 2004. The rule established aquatic protection requirements for existing facilities 
that withdraw 50 million gallons or more of water per day from rivers, streams, lakes, reservoirs, estuaries, oceans, or other U S  waters for cooling purposes. Three of six 
coal-fired generating facilities in which Duke Energy Ohio is either a whole or partial owner are affected sources under that rule. Dn January 25. 2007, the U.S Court of 
Appeals for the Second Circuit issued its opinion in Riverkeeper, Inc v. €PA, Nos. 04-6692-ag(L) et a1 (2d Cir. 2007) remanding most aspects of the EPA's rule back to the 
agency. The court effectively disallowed those portions of the rule most favorable to industry, and the decision creates a great deal of uncertainty regarding future requirements 
and their timing. On April 14, 2008, the U S. Supreme Court issued an order granting review of the case and briefs were filed on July 14. 2008. Oral argument occurred on 
December 2, 2008. A decision is expected in 2009. If the Supreme Court upholds the lower court decision, it is expected that costs will increase as a result of the court's 
decision however Duke Ener y Ohio is unable to estimate at this time its costs to comply. , , 

Cl&n Air/nierstate Rug (CAlRj. The EPAfinalized its CAlR in May 2005. The CA R limits total annual and summertime NOx emissions and annual SOz emissjons from 
electric generating facilities across the Eastem U S  through a two-phased cap-and-trade pro ram Phase 1 begins in 2009 for NOx and in 201 0 for SOZ. Phase 2 begins in 
2015 for both NOx and SOz. On March 25 2008 the U.S. Court of Appeals for the District of 8olumbiaJDp:C. Circuit) heard oral argument in a case involving multiple 
challen es to the CAIR. On July 11 2008 'the D.'C Circuit issued its decision in North Carolina v. €PA o 051244 vacating the CAIR. The EPA filed a petition for rehearing on 
Septem%er 24,2008 with the D.C.,hrcuit'asking the court to reconsider various parts of its p l i n  vaca!in the CAIR. In December 2008, the D.C Circuit issued a decision 
remanding the CAlR to the EPA w,ithout vacatur. The EPA mustnow conduct a,new rulemaking Po modifyyhe CAlR in accordance with the court's July 11. 2008 opinion. This 
decision means that the CAlR as initially finalized in 2005 remains in effect until the new EPA rule takes effect The court did not impose a deadline or schedule on the EPA. It 
is uncertain how long the current CAlR will remain in effect or how the new rulemaking will alter the CAIR. 

Duke Energy Ohio plans to spend approximately $85 million between 2009 and 2013 to comply with Phase 1 of the CAlR Duke Energy Ohio is currently unable to 
estimate the costs to comply with any new rule the EPA will issue in the future as a result of the D.C. District Court's December 2008 decision discussed above. Duke Energy 
Ohio received partial recovery of depreciation and financing costs related to environmental compliance projects for 2005-2008 through its RSP See Note 11 for a discussion of 
the impacts of the D.C. Circuit Court's July 11. 2008 decision to vacate the CAlR on the carrying value of emission allowances. 

67 

Source: Duke Energy Ohio, In, 1 0-K, March 13, 2009 



Table of Contents 
PART II 

DUKE ENERGY OHIO, INC. 
Notes To Consolidated Financial Statements-(Continued) 

Clean Air  Mercury Rule (CAMRJ. The EPA finalized its CAMR in May 2005. The CAMR was to have limited total annual mercury emissions from coal-fired power plants 
across the US. through a two-phased cap-and-trade program beginning in 2010. On February 8. 2008, the D.C. Circuit issued its opinion in New Jersey II. EPA, No. 05-1097 
vacating the CAMR. Requests for rehearing were denied. The US. EPA and the Utility Air Regulatory Group have requested that the U.S. Supreme Court review the D.C. 
Circuit's decision. The D.C. Circuit's decision creates uncertainty regarding future mercury emission reduction requirements and their timing, but makes it fairly certain that there 
will be a delay in the implementation of federal mercury requirements for existing coal-fired power plants On January 29, 2009, the EPA requested the U S Department of 
Justice withdraw its Petition for Writ of Certiorari filed on October 17. 2008. On February 23, 2009, the Supreme Court denied the Utility Air Regulatory Group's petition. The 
EPA will now develop emission standards for utility units under section 112 of the Clean Air Act, thus abiding by the D.C. Circuit's decision At this point, Duke Energy Ohio is 
unable to estimate the costs to comply with any future mercury regulations that might result from the D.C. Circuit's decision. 

Coal Combustion Product (CCP) Management. Duke Energy Ohio currently estimates that it will spend approximately $68 million over the period 2009-2013 to install 
synthetic caps and liners at existing and new CCP landfills and to convert CCP handling systems from wet to dry systems. 

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

Extended Environmental Activities and Accruals. Included in Other within Deferred Credits and Other Liabilities on the Consolidated Balance Sheets were total 
accruals related to extended environmental-related activities of approximately $ 1  1 million and $8 million as of December 31, 2008 and 2007, respectively. These accnials 
represent Duke Energy Ohio's provisions for costs associated with remediation activities at some of its current and former sites, as well as other relevant environmental 
contingent liabilities. Management, in the normal course of business, continually assesses the nature and extent of known or potential environmental-related contingencies and 
records liabilities when losses become probable and are reasonably estimable. 

Lltlgatlon 
New Source,Review (NSRJ. In 1,999r2000, !he US.  Depacment of Justice (DOJ). actin on behalf of the EPA andPed ,by  various citizen groups and states, filed a 

number of complaints and notices of violation against multi le utilities across the count for ayleged violations of the NS provisions of the Clean Air Act CAA) Generally, the 
government alleges that pro'ects performed at various coatfired units were major mod#cations as defined in the CAA and that the utilities violated the dAA when they 
undertook those projects wikout obtaining permits and installing the best available emission cohtrols for SDz NOx and particulate matter. The complaints seek injunctive relief 
to require installation of pollution control technology on various generating units that allegedly violated the CLA and unspecified civil penalties in amounts of u to $32 500 per 
day for each violation Two of Duke Energy Ohio's plants have been subject to these allegations. Duke Energy,bhio asserts that there were no CAA violations Eecausd the 
applicable regulations do not require permitting in cases where the projects undertaken are "routine" or otherwise do not result in a net increase in emisstons. 

the CAA at Duke Energy Ohio's W C. Beckjord and Miami Fort Stations Three northeast states and two environmental groups have intervened in the case. A jury trial 
commenced on May 5,2008 and jury verdict was returned on May 22,2008 The jury found in favor of Cinergy, Duke Energy Ohio and Duke Energy Indiana, Inc on all but 
three units at Wabash River. Additionally, the plaintiffs had claimed that Duke Energy Ohio violated an Administrative Consent Order entered into in 1998 between the EPA and 
Cinergy relating to alleged violations of Ohio's State Implementation Plan (SIP) provisions governing particulate matter at Duke Energy Ohio's W C Beckjord Station. 

On October 21, 2008, Plaintiffs filed a motion for a new liability trial claiming that defendants misled the Plaintiffs and the jury by, among other things, not disclosing a 
consulting agreement with a fact witness and by referring to that witness as "retired during the liability trial when in fact he was working for Duke Energy under the referenced 
consulting agreement in connection with the trial. On December 18, 2008, the court granted Plaintiffs' motion for a new liability trial on claims for which Duke Energy Ohio was 
not previously found liable. That trial is scheduled to begin on May 1 1 ,  2009 The remedy trial for violations already established at the Wabash River 

In November 1999, the U S brought a lawsuit in the U S. Federal District Court for the Southem District of Indiana against Duke Energy Ohio alleging various violations of 
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Station and W.C. Beckjord Station was held during the week beginning February 2, 2009 The parties are awaiting a decision from the trial court. 

CAA requirements at a station operated by DP&L and jointly-owned by OP&L, Columbus Southem Power Company (CSP), and Duke Energy Ohio The NOV indicated the EPA 
may issue an order requiring compliance with the requirements of the Ohio SIP, or bring a civil action seeking injunctive relief and civil penalties of up to $27,500 per day for 
each violation. In September 2004, Marilyn Wall and the Sierra Club brought a lawsuit against Duke Energy Ohio, DP&L and CSP for alleged violations of the CAA at this same 
generating station The parties reached an agreement to settle this matter in the form of a consent decree which was submitted for comment to the EPA and ultimately 
approved and entered by the court on October 23, 2008. The consent decree did not have a material adverse effect on Duke Energy Ohio's consolidated results of operations, 
cash flows or financial position. 

It is not possible to estimate the damages, if any, that Duke Energy Ohio might incur in connection with these matters Ultimate resolution of these matters relating to NSR, 
even in settlement. could have a material adverse effect on Duke Energy Ohio's consolidated results of operations, cash flows or financial position However, Duke Energy Ohio 
will pursue appropriate regulatory treatment for any costs incurred in connection with such resolution. 

Section 726 Petitions. In March 2004, the state of North Carolina filed a petition under Section 126 of the CAA in which it alleges that sources in 13 upwind states, 
including Ohio, significantly contribute to North Carolina's non-attainment with certain ambient air quality standards. In August 2005, the EPA issued a proposed response to the 
petition. The EPA proposed to deny the ozone portion of the petition based upon a lack of contribution to air quality by the named states. The EPA also proposed to deny the 
particulate matter portion of the petition based upon the CAlR Federal Implementation Plan (FIP) that would address the air quality concerns from neighboring states. On 
April 28, 2006, the EPA denied North Carolina's petition based upon the final CAIR FIP described above. North Carolina has filed a legal challenge to the EPA's denial. Briefing 
in that case is under way. On March 5, 2009 the D.C. Circuit remanded the case to the EPA for reconsideration. The EPA has conceded that the D.C. Circuit's July 18, 2008 
decision in the CAlR litigation, NorN, Carolina v. €PA No. 05-1244, discussed above, and a subsequent order issued by the D.C. Circuil on December 23,2008. have 
eliminated the lega! basis for the.EPFs denial of North Carolina's Section 126 petition. At this time, Duke Energy Ohio cannot redict the outcome of this pyoceeding. 

Carbon Dioxide (COz) Litigation. In July 2004 the states of Connecticut, New York, California, Iowa. New Jersey, Rho& Island, Vermont, Wisconsin and the, City of 
New York brought a lawsuit in the US. District Court tor the Southem District of New York a ainst Cinerg American Electnc Power Cam any Inc American Electric Power 
Service Corporation, The Southem Company, Tennessee Valley Authority, and Xcel Energyync. A similartawsuit was filed in the U S. Distict dou~ ' fo r  the Southem District of 
New York against the same companies by Open Space Institute Inc. Open Space Conservanc Inc and The Audubon Society of New Hampshire. These lawsuits allege that 
the defendants' emissions of COz from the combustion of fossil fuels'at electric geneyajing facil iks cdntrjbute to lobal warmin and a,mount to a public nuisance.,The 
complaints also allege that the defendants could generate the same amount of electricity while emittin si nifican?ly less COz. +he plaintiffs are seekin an in~unction re uiring 
each defendant lo cap its COz emissions and then reduce them by a specified. percenta e each ear t%r 3 least a decade. In September 2005, the Oijrict Court grante1,the 
defendants' motion to dismiss the lawsuit. The plaintiffs have ap ealed !his Nlin to thetecond Eircuit Coufl of Appeals.,Oral arguments were held before the Second Circuit 
Court of Appeals on June 7 2006. It is not possible to predict wiph certainty whejher Duke Energy Ohio wiii incur any Iiabllity or to estimate the damages, if any, that Duke 
Energy Ohio might incur in konnection with this matter. 

Zimmer Generating Station (Zimmer Station) Lawsuit. In November 2004, a citizen of the Village of Moscow, Ohio, the town adjacent to Duke Energy Ohio's Zimmer 
Station. brought a purported class action in the U S District Court for the Southem District of Ohio seeking monetary damages and injunctive relief against Duke Energy Ohio 
for alleged violations of the CAA, the Ohio SIP, and Ohio laws against nuisance and common law nuisance. The plaintiffs have filed a number of additional notices of intent to 
sue and two lawsuits raising claims similar to those in the original claim. One lawsuit was dismissed on procedural grounds, and the remaining two have been consolidated. On 
December 28, 2006, the District Court certified this case as a class action. Discovery in the case continues. At this time, Duke Energy Ohio cannot predict whether the outcome 
of this matter will have a material impact on its consolidated resuls of operations, cash ffows or financial position Duke Energy Ohio intends to defend this lawsuit vigorously in 
court. 

Hurricane Katrina Lawsuit. In April 2006, Cinergy was named in the third amended complaint of a purported class action lawsuit filed in the U S. District Court for the 
Southem District of Mississippi. Plaintiffs claim that Cinergy, along with numerous other utilities. oil companies, coal companies and chemical companies, are liable for 
damages relating to losses suffered by victims of Hurricane Katrina. 

Duke Energy Ohio has been informed by Dayton Power and Light (DPBL) that in June 2000, the EPA issued a Notice of Violation (NOV) to DPBL for alleged violations of 
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Plaintiffs claim that defendants' greenhouse gas emissions contributed to the frequency and intensity of storms such as Hurricane Katrina. On August 30, 2007, the court 
dismissed the case. The plaintiffs have filed their appeal to the Fifth Circuit Court of Appeals and oral argument was heard on August 6, 2008. Due to the late recusal of one of 
the judges on the Fifth Circuit panel, the court held a new oral argument on November 3, 2008. It is not possible to predict with certainty whether Duke Energy will incur any 
liability or to estimate the damages, if any, that Duke Energy might incur in connection with this matter. 

Ohio Antitrust Lawsuit. In January 2008, four plaintiffs, including individual, industrial and non-profit customers, filed a lawsuit against Duke Energy Ohio in federal court 
in the Southem District of Ohio. Plaintiffs allege that Duke Energy Ohio (then The Cincinnati Gas & Electric Company (CG&E)), conspired to provide inequitable and unfair price 
advantages for certain large business consumers by entering into non-public option agreements with such consumers in exchange for their withdrawal of challenges to Duke 
Energy Ohio's (then CGBE's) pending RSP, which was implemented in early 2005. Duke Energy Ohio denies the allegations made in the lawsuit. Following Duke Energy 
Ohio's filing of a motion to dismiss plaintiffs' claims, plaintiffs amended their complaint on May 30, 2008. Plaintiffs now contend that the contracts at issue were an illegal rebate 
which violate antirust and Racketeer Influenced and Corrupt Organizations (RICO) statutes. Defendants have again moved to dismiss the claims. It is not possible to predict 
with certainty whether Duke Energy Ohio will incur any liability or to estimate the damages, if any, that Duke Energy Ohio might incur in connection with this matter. 

Asbestowelated lnjuries and Damages Claims. Duke Energy Ohio has been named as a defendant or co..defendant in lawsuits related to asbestos at its electric 
generating stations. The impact on Duke Energy Ohio's consolidated results of operations, cash flows or financial position of these cases to date has not been material. Based 
on estimates under varying assumptions concerning uncertainties, such as, among others: ( i )  the number of contractors potentially exposed to asbestos during construction or 
maintenance of Duke Energy Ohio's generating plants; (ii) the possible incidence of various illnesses among exposed workers; and (iii) the potential settlement costs without 
federal or other legislation that addresses asbestos tort actions, Duke Energy Ohio estimates that the range of reasonably possible exposure in existing and future suits over 
the foreseeable future is not material. This estimated range of exposure may change as additional settlements occur and claims are made and more case law is established. 

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

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

Other Commitments and Contlngencles 

that may or may not be recognized on the Consolidated Balance Sheets. Some of these arrangements may be recognized at market value on the Consolidated Balance Sheets 
as undesignated hedge contracts or qualifying hedge positions. 

General. Duke Energy Ohio enters into various fixed-price, non-cancelable commitments to purchase or sell power (tolling arrangements or power purchase contracts) 
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Operatlng and Capital Lease Commltments 
Duke Energy Ohio leases assets in several areas of its operations. Consolidated rental expense for operating leases were approximately $31 million for the year ended 

December 31, 2008, approximately $32 million for the year ended December 31 I 2007, approximately $20 million for the nine months ended December 31, 2006 and 
approximately $7 million for the three months ended March 31, 2006, which is included in Operation, Maintenance and Other on the Consolidated Statements of Operations. 
Capitalized lease obligations are classified as debt on the Consolidated Balance Sheets (see Note 16). Amortization of assets recorded under capital leases was included in 
Depreciation and Amortization on the Consolidated Statements of Operations. The following is a summary of future minimum lease payments under operating leases, which at 
inception had a noncancelable term of more than one year, and capital leases as of December 31, 2008: 

Capital Operating 

.AI. 17 ~- eo11 
2012 

Thereafter 47 14 
201 3 I I I 10;- 

rota1 future minimum iease payments ___ ~ .-.----~-.-..---------_._J h . 1 . . ! 1 _ 3 1 . - ~  - 
19. Employee Benefit Obligations 

Clnergy Retirement Plans. Duke Energy Ohio participates in qualified and non-qualified defined benefit pension plans as well as other post-retirement benefit plans 
sponsored by Cinergy. Cinergy allocates pension and other post-retirement obligations and costs related to these plans to Duke Energy Ohio. 

Upon consummation of the merger with Duke Energy, Cinergy's benefit plan obligations were remeasured. Cinergy updated the assumptions used to determine their 
accrued benefit obligations and prospective net periodic benefivpost-retirement costs to be allocated to Duke Energy Ohio As a result, the discount rate used to determine net 
periodic benefit cost to be allocated to Duke Energy Ohio by Cinergy changed from 5 50% to 6.00% in 2006. 

Cinergy adopted the funded status recognition and disclosure provisions of SFAS No. 158 effective December 31, 2006. Cinergy adopted the change in measurement 
date transition requirements of SFAS No. 158 effective January 1 ,  2007 by remeasuring plan assets and benefit obligations as of that date. Previously, Cinergy used a 
September 30 measurement date for its defined benefit and other post-retirement plans. The adoption of SFAS No. 158 did not have a material impact on Duke Energy Ohio's 
consolidated results of operations or cash flows. See Note 1 for additional information related to the adoption of SFAS No. 158. 

the periods presented. However, portions of the net periodic benefit cost disclosed in the tables have been capitalized as a component of property, plant and equipment 

Qualified Pension Plans 
Cinergy's qualified defined benefit pension plans cover substantially all employees meeting certain minimum age and service requirements. The plans cover most 

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

Net periodic benefit cost disclosed in the tables below for the qualified, non-qualified and other post-retirement benefit plans represent the cost of the respective plan for 
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Funding for the qualified defined benefit pension plans is based on actuarially determined contributions, the maximum of which is generally the amount deductible for tax 
purposes and the minimum being that required by the Employee Retirement Income Security Act of 1974, as amended The pension plans' assets consist of investments in 
equity and debt securities. 

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

Duke Energy Ohio's qualified pension plan pre-tax net periodic pension benefit costs as allocated by Cinergy were as follows: 

Successorla) I 
I Year Year Nine Months 

Ended Ended Ended 
December 31. December 31. December31. 

2008 2007 2006Lb) ' I  

Predecessorla) 
Three Months 

Ended 
March 31, 
2006Lb) 

(a) See Note 1 for additional information on Predecessor and Successor reporting 

(b) Includes insignificant amounts reflected in Loss From Discontinued Operations, net of tax, in the Consolidated Statements of Operations. 

(c) Excludes approximately $4 million, $7 million and $8 million, respectively, of regulatory asset amortization resulting from purchase accounting for the years ended 
December 31,2008 and 2007 and the nine months ended December 31,2006. 
The fair value of Cinergy's plan assets was approximately $1,110 million and $1,701 million as of December 31, 2008 and 2007, respectively. The projected benefit 

obligation for the plans was approximately $1,992 million and $1,941 million as of December 31, 2008 and 2007, respectively The accumulated benefit obligation for the plans 
was approximately $1,729 million and $1,753 million as of December 31, 2008 and 2007. respectively The accrued qualified pension liability allocated by Cinergy to Duke 
Energy Ohio, which represents Duke Energy Ohio's proportionate share of the unfunded status of the Cinergy qualified pension plan, was approximately $334 million and $ 1  18 
million as of December 31, 2008 and 2007, respectively, and is recognized in Accrued pension and other post-retirement benefit costs within the Consolidated Balance Sheets 

Duke Energy's policy is to fund amounts on an actuarial basis to provide assets sufficient to meet benefits to be paid to plan participants. Duke Energy did not make any 
contributions to its defined benefit retirement plans in 2008. Duke Energy made qualified pension benefit contributions of approximately $350 million and $124 million to the 
legacy Cinergy qualified pension benefit plans in 2007 and 2006, of which approximately $83 million and $22 million represents contributions made by Duke Energy Ohio for the 
year ended December 31, 2007 and nine months ended December 31, 2006, respectively. No amounts were contributed to the legacy Cinergy qualified pension plans for the 
three months ended March 31, 2006. In February 2009, Duke Energy Ohio made a cash contribution of approximately $143 million, which represented its proportionate share of 
an approximate $500 million total contribution to Cinergy's and Duke Energy's qualified pension plans. 
Qualified Penslon Plans-Amounts Recognized In Accumulated Other Comprehenslve Income (Loss) and Regulatory Assets Consist of: 

An insignificant amount in AOCl will be recognized in net periodic pension costs in 2009 
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Qualified Plans-Assumptlons Used for Clnergy's Penslon Benefits Accounting 

(a) 

Non-Qualified Pension Plans 
Cinergy also maintains, and Duke Energy Ohio participates in, non-qualified, non-contributory defined benefit retirement plans (plans that do not meet the criteria for 

certain tax benefits) that cover officers, certain other key employees, and non-employee directors. Actuarial gains and losses are amortized over the average remaining service 
period of the active employees. The average remaining service period of active employees covered by the non-qualified retirement plans is 11 years. There are no plan assets. 
The projected benefit obligation for the plans was approximately $113 million and $105 million as of December 31, 2008 and 2007, respectively. The accumulated benefit 
obligation for the plans was approximately $104 million and $102 million as of December 31, 2008 and 2007, respectively. The accrued non-qualified pension liability allocated 
by Cinergy to Duke Energy Ohio, which represents Duke Energy Ohio's proportionate share of the unfunded status of the Cinergy non-qualified pension plan, was 
approximately $6 million and $7 million as of December 31, 2008 and 2007, respectively, of which approximately $4 million and $5 million, respectively, is recognized in 
Accrued pension and other post-retirement benefit costs within the Consolidated Balance Sheets at December 31, 2008 and 2007, and approximately $2 million is recognized 
in Other within Current Liabilities on the Consolidated Balance Sheets at December 31, 2008 and 2007. 

Discount rate for Successor was 6.00% for the nine months ended December 31, 2006 Discount rate for Predecessor was 5 50% for the three months ended March 31, 
2006 (see Note 1 for additional information on Predecessor and Successor reporting) 

Duke Energy Ohio's non-qualified pension plan pre-tax net periodic pension benefit costs as allocated by Cinergy were as follows: 

Predecessor@) 
Three Months 

Ended 
March 31, i 2006 

Successorfa) 
Year Year Nine Months 

Ended Ended Ended 
December 31, December 31, December 31, 

2008 2007 2006 

(a) 

(b) 
Non-Qualified Plans-Assumptions Used for Cinergy's Pension Benefits Accounting 

See Note 1 for additional information on Predecessor and Successor reporting 

Includes insignificant amounts in 2006, which are reflected in Loss From Discontinued Operations, net of tax, in the Consolidated Statements of Operations. 

(a) 

Other Post-Retirement Benefit Plan% 

post-retirement benefit plans. Effective January 1, 2008, Duke Energy became the sponsor of these other post-retirement benefit plans. Duke Energy provides certain health 
care and life insurance benefits to retired employees and their 

Discount rate for Successor was 6.00% for the nine months ended December 31, 2006. Discount rate for Predecessor was 5.50% for the three months ended March 31, 
2006 (see Note 1 for additional information on Predecessor and Successor reporting). 

Duke Energy Ohio participates in other post-retirement benefit plans sponsored by Duke Energy" Prior to January 1, 2008, Cinergy was the sponsor of the other 
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eligible dependents on a contributory and non-contributory basis. These benefits are subject to minimum age and setvice requirements. The health care benefits include 
medical coverage, dental coverage, and prescription drug coverage and are subject to certain limitations, such as deductibles and co-payments. These benefit costs are 
accrued over an employee's active service period to the date of full benefits eligibility. The net unrecognized transition obligation is amortized over approximately 20 years 
Actuarial gains and losses are amortized over the average remaining service period of the active employees The average remaining service period of the active employees 
covered by the plan is 12 years. During the third quarter of 2008, Duke Energy Ohio recorded pre-tax income of approximately $20 million related to the correction of errors in 
actuarial valuations prior to 2008 that would have reduced amounts recorded as other post-retirement benefit expense recorded during those historical periods. 

Duke Energy Ohio's other post-retirement plan pre-tax net periodic benefit costs as allocated by Duke Energy were as follows: 

Predecessorfa) 
Three Months 

Ended 
March 31, 
2 0 0 6 ( b ) i Successorfa) 

Year Year Nine Months 
Ended Ended Ended 

December 31, December 31, December 31, 
2008(4 2007 2006W 

p the r  P o s t - r e t l r e m e n t r c ) ~  I 

(a) 

(b) 

(c) 

See Note 1 for additional information on Predecessor and Successor reporting. 

Includes insignificant amounts reflected in Loss From Discontinued Operations, net of tax, in the Consolidated Statements of Operations 

Excludes approximately $2 million, $4 million and $2 million, respectively, of regulatory asset amortization resulting from purchase accounting for the years ended 
December 31,2008 and 2007 and the nine months ended December 31, 2006. 

(d) Includes the recognition of the approximate $20 million correction of errors discussed above. 
The fair value of Duke Energy's other post-retirement benefit plans assets was approximately $23 million and $32 million as of December 31, 2008 and 2007, respectively 

The accumulated other post-retirement benefit obligation for the plans was approximately $330 million and $464 million as of December 31, 2008 and 2007, respectively. The 
accrued other post-retirement liability allocated by Duke Energy to Duke Energy Ohio, which represents Duke Energy Ohio's proportionate share of the unfunded status of the 
Duke Energy other post-retirement benefit plans, was approximately $70 million and $138 million, respectively, of which approximately $68 million and $136 million, 
respectively, is recognized in Accrued pension and other post-retirement benefit costs within the Consolidated Balance Sheets at December 31 I 2008 and 2007, and 
approximately $2 million is recognized in Other within Current Liabilities on the Consolidated Balance Sheets at December 31, 2008 and 2007. 

Duke Energy did not make any contributions to its other post-retirement plans in 2008. Duke Energy made contributions to its other post-retirement benefit plan during 
2007 of approximately $32 million to the legacy Cinergy other post-retirement plans, of which approximately $9 million represents contributions made by Duke Energy Ohio. No 
amounts were contributed to the legacy Cinergy other post-retirement plans for the nine months ended December 31,2006 or three months ended March 31, 2006. 

Duke Energy Ohio recognized a reduction in regulatory assets and a pie-tax credit to AOCl related to its other post-retirement benefit plans of approximately $32 million 
and $12 million, respectively, as of December 31, 2008 and a reduction in regulatory assets and a pre-tax credit to AOCl of $2 million and $1 million, respectively, as of 
December 31, 2007 within the Consolidated Balance Sheets. 

An insignificant amount in AOCl will be recognized in net periodic other post-retirement benefit costs in 2009. 

Assumptions Used in Duke Energy's Other Post-retlrement Benefits Accounting 

(a) Discount rate for Successor was 6.00% for the nine months ended December 31, 2006. Discount rate for Predecessor was 5.50% for the three months ended March 31 
2006 (see Note 1 for additional information on Predecessor and Successor reporting). 
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Assumed Health Care Cost Trend Rates 

Medicare Trend Rate Prescription Drug Trend Rate 

20. Other Income and Expenses, net 

ended December 31,2006 and the three months ended March 31 ~ 2006 are as follows: 
The components of Other Income and Expenses, net on the Consolidated Statements of Operations for the years ended December 31, 2008 and 2007, the nine months 

(a) 

21. Subsequent Events 

respectively 

22. Quarterly Financial Data (Unaudited) 

See Note I for additional information on Predecessor and Successor reporting 

For information related to subsequent events related to regulatory matters, commitments and contingencies, and employee benefit obligations, see Notes 4, 18 and 19, 

First Second Third Fourth 
Quarter Quarter Quarter Quarter Total 

- 
._..-.-_______ ._______ - 

7 
ZUUl  

91 763/ 95 --i,,,i--e.JLm 821 
74-- ' 95 

-i$--'Ti!d---- 
483 

b b p  ___-______-__~.__..._-I___-_____ 

.--__--_______. 0 a g  income 
et income p-2axm-1 44 -l:Z11181.1~~_.-.II:m 

There were no extraordinary, significant or unusual items during the first or second quarters of 2008. 
During the third quarter of 2008, Duke Energy Ohio recorded the following extraordinary, unusual or infrequently occurring items: an approximate $82 million pretax 

impairment charge related to emission allowances (see Note 11); and pre-tax income of approximately $20 million related to the correction of errors in actuarial valuations 
related to other post-retirement benefit plans (see Note 19). 

During the fourth quarter of 2008, Duke Energy Ohio recorded the following extraordinary, unusual or infrequently occurring item: an approximate $67 million after-tax 
(approximately $103 million pre-tax) extraordinary gain related to the reapplication of SFAS No. 71 to certain operations of Commercial Power (see Note 1) 

During the first quarter of 2007, Duke Energy Ohio recorded the following extraordinary, unusual or infrequently occurring item: a temporary rate reduction of $2 million 
due to merger approval obtained from PUCO related to the merger between Duke Energy and Cinergy. 

There were no extraordinary, significant or unusual items during the second, third or fourth quarters of 2007. 
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Additions : 
Balance at Charoed to 

(a) 

(b) 

(c) 

(d) 

See Note 1 for additional information on Predecessor and Successor reporting 

Principally cash payments and reserve reversals For 2007, this also includes the impacts from the adoption of FIN 48 

lncfuded in Other within Deferred Credits and Other Liabilities on the Consolidated Balance Sheets 

Included in Taxes accrued and Interest accrued within Current Liabilities on the Consolidated Balance Sheets The December 31, 2007 ending balance primarily contains 
non-income tax reserves 

(e) Principally mark-to-market and other reserves, included in Unrealized gains on mark-to-market and hedging transactions within Current Assets and Other within 
Investments and Other Assets, Unrealized losses on mark-to-market and hedging transactions within Current Liabilities and Other within Deferred Credits and Other 
Liabilities on the Consolidated Balance Sheets. 
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Item 9A. Controls and Procedures. 

Disclosure Controls and Procedures 
Disclosure controls and procedures are controls and other procedures that are designed to ensure that information required to be disclosed by Duke Energy Ohio in fhe 

reports it files or submits under the Securities Exchange Act of 1934 (Exchange Act) is recorded, processed, summarized, and reported, within the time periods specified by the 
Securities and Exchange Commission's (SEC) rules and forms. 

Disclosure controls and procedures include, without limitation, controls and procedures designed to provide reasonable assurance that information required to be 
disclosed by Duke Energy Ohio in the reports it files or submits under the Exchange Act is accumulated and communicated to management, including the Chief Executive 
Officer and Chief Financial Officer, as appropriate. to allow timely decisions regarding required disclosure. 

Under the supervision and with the participation of management, including the Chief Executive Officer and Chief Financial Officer, Duke Energy Ohio has evaluated the 
effectiveness of its disclosure controls and procedures (as such term is defined in Rule 13a-I5(e) and 15d-I5(e) under the Exchange Act) as of December 31, 2008, and, based 
upon this evaluation, the Chief Executive Officer and Chief Financial Officer have concluded that these controls and procedures are effective in providing reasonable assurance 
of compliance. 

Changes In Internal Control over Flnancial Reporting 
Under the supervision and with the participation of management, including the Chief Executive Officer and Chief Financial Officer, Duke Energy Ohio has evaluated 

changes in internal control over financial reporting (as such term is defined in Rules 13a-I5(f) and 15d-I5(f) under the Exchange Act) that occurred during the fiscal quarter 
ended December 31, 2008, and other than the coal settlements and accounting system transition described below, have concluded that no change has materially affected, or is 
reasonably likely to materially affect. internal control over financial reporting. 

During the fourth quarter 2008. Duke Energy Ohio transitioned coal settlements accounting from one system to an already existing system used for purchased power. This 
system change is a result of an evaluation of previous systems and related processes to support evolving operational needs, and is not the result of any identified deficiencies 
in the previous systems. Duke Energy Ohio reviewed the implementation effort as well as the impact on Duke Energy Ohio's internal control over financial reporting and where 
appropriate, made changes to internal controls over financial reporting to address the system transition. 

Management's Annual Report On Internal Control Over Flnancial Reporting 

Exchange Act Rules 13a-I5(f) and 15d-i5(f). Duke Energy Ohio's internal control system was designed to provide reasonable assurance regarding the reliability of financial 
reporting and the preparation of financial statements for external purposes, in accordance with generally accepted accounting principles. Because of inherent limitations, 
internal control over financial reporting may not prevent or detect misstatements. Also projections of any evaluation of effectiveness to future periods are subject to the risk that 
controls may become inadequate because of changes in conditions, or that the degree of compliance with policies and procedures may deteriorate. 

Duke Energy Ohio's management, including the Chief Executive Officer and Chief Financial Officer, has conducted an evaluation of the effectiveness of Duke Energy 
Ohio's internal control over financial reporting as of December 31, 2008 based on the framework in lnfemal Control-lnfegrafed Framework issued by the Committee of 
Sponsoring Organizations of the Treadway Commission Based on that evaluation, management concluded that our internal control over financial reporting was effective as of 
December 31,2008. 

This annual report does not include an attestation report of Deloitte &Touche LLP, Duke Energy Ohio's registered independent public accounting firm, regarding internal 
control over financial reporting. Management's report was not subject to attestation by Deloitte &Touche LLP pursuant to temporary rules of the SEC that permit Duke Energy 
Ohio to provide only management's report in this annual report. 

None. 

Duke Energy Ohio's management is responsible for establishing and maintaining an adequate system of internal control over financial reporting, as such term is defined in 
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Item 14. Principal Accounting Fees and Services. 
Deloitte &Touche LLP, and the member firms of Deloitte Touche Tohmatsu and their respective affiliates (collectively, "Deloitte") provided professional services to Duke 

Energy Corporation (Duke Energy) and its consolidated subsidiaries for 2008 and 2007. The following table presents the fees that have been allocated to Duke Energy Ohio, 
Inc. (Duke Energy Ohio) and its subsidiaries as part of corporate governance costs: 

FY zoo7 _._ FY 2008 

$ 3.4 - $ 2.8 - Total Fees: 

(a) Audit Fees are fees billed or expected to be billed by Deloitte for professional services for the audit of Duke Energy and are allocated by Duke Energy to Duke Energy 
Ohio for the audit of the Duke Energy Ohio consolidated financial statements included in Duke Energy Ohio's annual report on Form 10-K and review of financial 
statements included in Duke Energy Ohio's quarterly reports on Form 10-Cl, services that are normally provided by Deloitte in connection with statutory, regulatory or other 
filings or engagements or any other service performed by Deloitte to comply with generally accepted auditing standards. 

(b) Audit-Related Fees are fees billed by Deloitte to Duke Energy and are allocated by Duke Energy to Duke Energy Ohio for assurance and related services that are 
reasonably related to the performance of an audit or review of Duke Energy Ohio's financial statements, including assistance with acquisitions and divestitures and internal 
control reviews. 

(c) Tax Fees are fees billed by Deloitte to Duke Energy and are allocated by Duke Energy to Duke Energy Ohio for tax return assistance and preparation, tax examination 
assistance, and professional services related to tax planning and tax strategy. 
To safeguard the continued independence of the independent auditor, the Duke Energy Audit Committee adopted a policy that provides that the independent public 

accountants are only permitted to provide services to Duke Energy and its consolidated subsidiaries, including Duke Energy Ohio, that have been pre-approved by the Duke 
Energy Audit Committee. Pursuant to the policy, detailed audit services, audit-related services, tax services and certain other services have been specifically pre-approved up 
to certain fee limits. In the event that the cost of any of these services may exceed the pre-approved limits, the Duke Energy Audit Committee must pre-approve the service. All 
other services that are not prohibited pursuant to the SEC's or other applicable regulatory bodies' rules of regulations must be specifically pre-approved by the Duke Energy 
Audit Committee. All services performed in 2008 and 2007 by the independent public accountant were approved by the Duke Energy Audit Committee pursuant to its 
pre-approval policy, 
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Item 15. Exhibits, Financial Statement Schedules. 
(a) Consolidated Financial Statements, Supplemental Financial Data and Supplemental Schedule included in Part I I  of this annual report are as follows: 

Consolidated Financial Statements 
Consolidated Statements of Operations for the Year Ended December 31,2008, Year Ended December 31,2007, Nine Months Ended December 31,2006, and the 

Consolidated Balance Sheets as of December 31, 2008 and 2007 
Consolidated Statements of Cash Flows for the Year Ended December 31,2008, Year Ended December 31, 2007, Nine Months Ended December 31, 2006, and the 

Consolidated Statements of Common Stockholder's Equity and Comprehensive Income for the Year Ended December 31, 2008, Year Ended December 31, 2007, 

Notes to the Consolidated Financial Statements 
Quarterly Financial Data (unaudited, included in Note 22 to the Consolidated Financial Statements) 
Consolidated Financial Statement Schedule Il-Valuation and Qualifying Accounts and Reserves for the Year Ended December 31, 2008, Year Ended December 31, 

Report of Independent Registered Public Accounting Firm 
All other schedules are omitted because they are not required, or because the required information is included in the Consolidated Financial Statements or Notes. 

Three Months Ended March 31, 2006 

Three Months Ended March 31,2006 

Nine Months Ended December 31,2006, and the Three Months Ended March 31,2006 

2007, Nine Months Ended December 31,2006, and the Three Months Ended March 31,2006 

(b) Exhibits-See Exhibit Index immediately following the signature page. 
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SIGNATURES 

Pursuant to  the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused this report to  be signed on its 
behalf by the undersigned, thereunto duly authorized. 

Date: March 13. 2009 

DUKE ENERGY OHIO. INC 
(Registrant) 

By: lsl JAMES E. ROGERS 
James E. Rogers 

Chief Executive Officer 

Pursuant to the requirements of  the Securitles Exchange Act of 1934, this report has been signed below by the following persons on behalf of the registrant 
and in  the capacltles and on the date indicated. 

(i) 151 JAMES E. ROGERS 
James E. Rogers 

Chief Executive Officer (Principal Executive Officer) 

(ii) Is/ DAVID L. HAUSER 
David L. Hauser 

Group Executive and Chief Financial Officer 
(Principal Financial Officer) 

(iii) Is/ STEVEN K. YOUNG 
Steven K. Young 

Senior Vice President and Controller (Principal 
Accounting Officer) 

(iv) Directors 

Is/  JAMES E. ROGERS 
James E. Rogers 

Is/ DAVID L. HAUSER 
David L. Hauser 

Is/ JAMES L. TURNER - 
James L. Turner 

Date: March 13, 2009 
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Exhibits filed herewith are designated by an asterisk (*) All exhibits not so designated are incorporated by reference to a prior filing, as indicated. 

Exhibit 
Number 

3.1 

3.1.1 

3.2 

4.1 

4.1.1 

4.1.2 

4.1.3 

4.1.4 

4.1 5 

4.1.6 

4.1 7 

4.1.8 

4.2 

Amended Articles of Incorporation of Duke Energy Ohio, Inc. effective October 23, 1996 (filed with Form 10-Q of Duke Energy Ohio, Inc. (formerly The 
Cincinnati Gas & Electric Company) for the quarter ended September 30, 1996, File No. 1-1232). 

Amended Articles of Consolidation. effective October 1, 2006 (filed with Form 10-Q of Duke Energy Ohio, lnc. (formerly The Cincinnati Gas & Electric 
Company) for the quarter ended September 30,2006, File No. 1-1232). 

Regulations of Duke Energy Ohio, Inc., as amended on July 23, 2003 (filed with Form 10-Q of Duke Energy Ohio, Inc. (formerly The Cincinnati Gas & 
Electric Company) for the quarter ended June 30, 2003, File No. 1-1232). 

Original Indenture (First Mortgage Bonds) between Duke Energy Ohio, Inc. and The Bank of New York (as Trustee) dated as of August 1, 1936 (filed with 
Registration Statement of Duke Energy Ohio, Inc (formerly The Cincinnati Gas & Electric Company) File No. 2-2374). 

Fourteenth Supplemental Indenture between Duke Energy Ohio, Inc. and The Bank of New York dated as of November 2, 1972 (filed with Registration 
Statement of Duke Energy Ohio, Inc. (formerly The Cincinnati Gas & Electric Company) File No. 2-60961) 

Thirty-third Supplemental Indenture between Duke Energy Ohio, Inc. and The Bank of New York dated as of September 1, 1992 (filed with Registration 
Statement of Duke Energy Ohio, Inc (formerly The Cincinnati Gas & Electric Company) File No. 2-53578). 

Thirty-fourth Supplemental Indenture between Duke Energy Ohio, Inc. and The Bank of New York dated as of October 1, 1993 (filed with Form 10-Q of Duke 
Energy Ohio, Inc. (formerly The Cincinnati Gas & Electric Company) for the quarter ended September 30, 1993, File No. 1-1232). 

Thirty-fifth Supplemental Indenture between Duke Energy Ohio, Inc. and The Bank of New York dated as of January 1, 1994 (filed with Registration 
Statement of Duke Energy Ohio, Inc (formerly The Cincinnati Gas & Electric Company) File No. 2-52335). 

Thirty-sixth Supplemental Indenture between Duke Energy Ohio, Inc. and The Bank of New York dated as of February 15, 1994 (filed with Registration 
Statement of Duke Energy Ohio, Inc. (formerly The Cincinnati Gas & Electric Company) File No 2-52335). 

Thirty-seventh Supplemental Indenture between Duke Energy Ohio, Inc and The Bank of New York dated as of October 14, 1996 (filed with Form 10-K of 
Duke Energy Ohio, Inc. (formerly The Cincinnati Gas & Electric Company) for the year ended December 31, 1996, File No. 1-1232). 

Thirty-eighth Supplemental Indenture between Duke Energy Ohio, lnc. and The Bank of New York dated as of February 1, 2001 (filed with Form 10-Q of 
Duke Energy Ohio, Inc (formerly The Cincinnati Gas & Electric Company) for the quarter ended March 31, 2001, File No. 1-1232). 

Thirty-ninth Supplemental Indenture dated as of September 1, 2002. between Duke Energy Ohio, Inc. and The Bank of New York. as Trustee (filed with 
Form 10-Q of Duke Energy Ohio, Inc (formerly The Cincinnati Gas & Electric Company) for the quarter ended September 30, 2002, File No. 1-1232). 

Repayment Agreement between Duke Energy Ohio, Inc. and The Dayton Power and Light Company dated as of December 23, 1992 (filed with Form 10-K 
of Duke Energy Ohio, Inc (formerly The Cincinnati Gas 8 Electric Company) for the year ended December 31, 1992, File No. 1-1232). 

E- 1 
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Exhibit 
Number 

4.3 

4.4 

4.5 

4.5.1 

4.5.2 

4.5.3 

4.5.4 

4.5.5 

4.5.6 

4.5.7 

4.6 

4.7 

4.8 

10.1 

Loan Agreement between Duke Energy Ohio, lnc. and the State of Ohio Air Quality Development Authority dated as of 
September 13, 1995 (filed with Form IC-Q of Duke Energy Ohio, Inc. (formerly The Cincinnati Gas & Electric Company) for the quarter ended September 
30, 1995, File No. 1-1232) 

Loan Agreement between Duke Energy Ohio, Inc. and the State of Ohio Air Quality Development Authority dated August 1, 2001 (filed with the Form 10-0 
of Duke Energy Ohio, Inc. (formerly The Cincinnati Gas & Electric Company) for the quarter ended September 30, 2001, File No. 1-1232). 

Original Indenture (Lfnsecured Debt Securities) between Duke Energy Ohio, Inc. and The Fifth Third Bank dated as of May 15, 1995 (filed with the 
registration statement on Form 8-A, filed on July 24, 1995. File No 1-1232) 

First Supplemental Indenture between Duke Energy Ohio, Inc. and The Fifth Third Bank dated as of June 1, 1995 (filed with the Form IO-Q of Duke Energy 
Ohio, Inc. (formerly The Cincinnati Gas & Electric Company) for the quarter ended June 30, 1995, File No. 1-1232). 

Second Supplemental Indenture between Duke Energy Ohio, Inc. and The Fifth Third Bank dated as of June 30, 1995 (filed with the registration statement 
on Form 8-A, filed on July 24, 1995, File No. 1-1232) 

Third Supplemental Indenture between Duke Energy Ohio, Inc. and The Fifth Third Bank dated as of October 9, 1997 (filed with the Form IC-Q of Duke 
Energy Ohio, Inc (formerly The Cincinnati Gas & Electric Company) for the quarter ended 
September 30, 1997, File No. 1-1232). 

Fourth Supplemental Indenture between Duke Energy Ohio, Inc. and The Fifth Third Bank dated as of April 1, 1998 (filed with the Form 10-0 of Duke 
Energy Ohio, Inc. (formerly The Cincinnati Gas & Electric Company) for the quarter ended March 31, 1998, File No. 1-1232). 

Fifth Supplemental Indenture between Duke Energy Ohio, Inc. and The Fiflh Third Bank dated as of June 9, 1998 (filed with the Form 10-Q of Duke Energy 
Ohio, Inc. (formerly The Cincinnati Gas & Electric Company) for the quarter ended June 30, 1998, File No. 1-1232). 

Sixth Supplemental Indenture between Duke Energy Ohio, Inc. and The Fifth Third Bank dated as of September 15, 2002 (filed with the Form IO-Q of Duke 
Energy Ohio, Inc. (formerly The Cincinnati Gas & Electric Company) for the quarter ended September 30, 2002, File No. 1-1232). 

Seventh Supplemental indenture between Duke Energy Ohio, lnc. and The Fifth Third Bank dated as of June 15. 2003 (filed with the Form 1 0 4  of Duke 
Energy Ohio, Inc. (formerly The Cincinnati Gas & Electric Company) for the quarter ended June 30, 2003, File No. 1-1232). 

Loan Agreement between Duke Energy Ohio, Inc. and the Ohio Air Quality Development Authority dated as of September 1 I 2002 (filed with the Form 10-Q 
of Duke Energy Ohio, Inc. (formerly The Cincinnati Gas & Electric Company) for the quarter ended September 30, 2002, File No. 1-1232). 

Loan Agreement between Duke Energy Ohio, Inc. and the Ohio Air Quality Development Authority dated as of November 1, 2004, relating to Series A (filed 
with the Form 8-K of Duke Energy Ohio, Inc. (formerly The Cincinnati Gas & Electric Company), filed on November 19. 2004, File No. 1-1232). 

Loan Agreement between Duke Energy Ohio, Inc and the Ohio Air Quality Development Authority dated as of November 1, 2004, relating to Series B (filed 
with the Form 8-K of Duke Energy Ohio, Inc. (formerly The Cincinnati Gas & Electric Company), filed on November 19, 2004, File No. 1-1232). 

Employment Agreement dated February 4, 2004, among Cinergy Corp , Duke Energy Ohio, Inc., and Duke Energy, Indiana. Inc., and James E. Rogers 
(filed with Form 10-K of Duke Energy Ohio, Inc. (formerly The Cincinnati Gas & Electric Company) for the year ended 12/31/03, File No. 1-1232). 

E-2 

Source: Duke Energy Ohio, In, 10-K, March 13, 2009 
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Number 

10.2 

10.2.1 

10.3 

10.4 

10.4.1 

0.4.2 

0.5 

0.5.1 

10.6 

10.6.1 

10.7 

10.8 

10.9 

Amended and Restated Employment Agreement dated October 11, 2002, among Cinergy Corp., Services, Duke Energy Ohio, Inc , and Duke Energy 
Indiana, Inc., and William J Grealis (filed with Form 10-K of Duke Energy Ohio, Inc (formerly The Cincinnati Gas & Electric Company) for the year ended 
12/31/02, File No. 1-1232) 

Amended Employment Agreement effective December 17,2003 to Employment Agreement dated October 11,2002, among Cinergy C o p ,  Services, Duke 
Energy Ohio, Inc., and Duke Energy Indiana, Inc., and William J. Grealis (filed with Form 10-K of Duke Energy Ohio, Inc. (formerly The Cincinnati Gas & 
Electric Company) for the year ended 12/31/03, File No. 1-1232). 

Amended and Restated Employment Agreement dated October 1. 2002, among Cinergy Corp I Services, Duke Energy Ohio, Inc., and Duke Energy Indiana, 
Inc., and Donald B. Ingle, Jr (filed with Form 10-K of Duke Energy Ohio, Inc (formerly The Cincinnati Gas & Electric Company) for the year ended 12/31/02, 
File No. 1-1232) 

Amended and Restated Employment Agreement dated September 12. 2002, among Cinergy Corp., Services, Duke Energy Ohio, Inc., and Duke Energy 
Indiana. Inc., and Michael J. Cyrus (filed with Form 10°K of Duke Energy Ohio, Inc (formerly The Cincinnati Gas & Electric Company) for the year ended 
12/31/02, File No 1-1232). 

Amended Employment Agreement effective December 17,2003 to Employment Agreement dated September 12,2002, among Cinergy Corp., Services, 
Duke Energy Ohio. Inc , and Duke Energy Indiana. Inc.. and Michael J. Cyrus (filed with Form t0-K of Duke Energy Ohio, Inc. (formerly The Cincinnati Gas & 
Electric Company) for the year ended 12/31/03, File No. 1-1232). 

Form of amendment to employment agreement, adopted and effeclive December 14, 2005, between Services and each of Michael J. CYNS and James L 
Tumer (filed with Form 10-K of Duke Energy Ohio, Inc. (formerly The Cincinnati Gas & Electric Company) for the year ended 12/31/02, File No. 1-1232). 

Amended and Restated Employment Agreement dated September 24, 2002, among Cinergy Corp., Services, Duke Energy Ohio, Inc., and Duke Energy 
Indiana, Inc., and James L. Tumer (filed with Form 10-K of Duke Energy Ohio, lnc (formerly The Cincinnati Gas & Electric Company) for the year ended 
12/31/03, File No. 1-1232). 

Amended Employment Agreement effective December 17, 2003 to Employment Agreement dated September 24, 2002. among Cinergy Corp.. Services, 
Duke Energy Ohio, Inc., and Duke Energy Indiana, Inc., and James L Tumer (filed with Form 10-K of Duke Energy Ohio, Inc. (formerly The Cincinnati Gas & 
Electric Company) for the year ended 12/31/03, File No. 1-1232). 

Employment Agreement dated November 15, 2002, among Cinergy Corp , Duke Energy Ohio, Inc , and Duke Energy Indiana, Inc. and Marc E Manly (filed 
with Form IC-K of Duke Energy Ohio, Inc (formerly The Cincinnati Gas & Electric Company) for the year ended 12/31/03, File No. 1-1232). 

Amended Employment Agreement effective December 17, 2003 to Employment Agreement dated November 15, 2002, among Cinergy Corp., Duke Energy 
Ohio, Inc., and Duke Energy Indiana, lnc., and Marc E. Manly (filed with Form 10-K of Duke Energy Ohio, Inc. (formerly The Cincinnati Gas & Electric 
Company) for the year ended 12/31/03, File No. 1-1232). 

Deferred Compensation Agreement between Duke Energy Ohio, Inc. and Jackson H. Randolph dated January 1, 1992 (filed with Form 10-K of Duke Energy 
Ohio, lnc. (formerly The Cincinnati Gas & Electric Company) for the year ended 12/31/92, File No 1-1232). 

Split Dollar Insurance Agreement, effective as of May 1. 1993, between Duke Energy Ohio, Inc. and Jackson H. Randolph (filed with Form 10-K of Duke 
Energy Ohio, Inc. (formerly The Cincinnati Gas & Electric Company) for the year ended 12/31/94, File No. 1-1232). 

Amended and Restated Supplemental Retirement Income Agreement between Duke Energy Ohio, Inc and Jackson H. Randolph dated January 1. 1995 
(filed with Form 10-K of Duke Energy Ohio, Inc. (formerly The Cincinnati Gas & Electric Company) for the year ended 123 1/95, File No. 1-1232). 

E-3 
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Exhibit 
Number 

10.10 

10.11 

Amended and Restated Supplemental Executive Retirement Income Agreement between Duke Energy Ohio, Inc. and certain executive officers (filed with 
Form 10-K of Duke Energy Ohio, Inc. (formerly The Cincinnati Gas & Electric Company) for the year ended 12/31/97, File No. 1-1232). 

Asset Purchase Agreement by and among Duke Energy Indiana, Inc. and Duke Energy Ohio, Inc. and Allegheny Energy Supply Company, LLC, Allegheny 
Energy Supply Wheatland Generating Facility, LLC and Lake Acquisition Company, L L.C., dated as of May 6, 2005 (filed with Form 1 0 4  of Duke Energy 
Ohio, Inc. (formerly The Cincinnati Gas & Electric Company) for the quarter ended June 30, 2005, File No. 1-1232). 

$2,650,000.000 Amended and Restated Credit Agreement, dated as of June 28, 2007, among Duke Energy Corporation, Duke Energy Carolinas. LLC, 
Duke Energy Ohio, inc., Duke Energy Indiana, Inc. and Duke Energy Kentucky, Inc.. as Borrowers, the banks listed therein, Wachovia Bank, National 
Association, as Administrative Agent, JPMorgan Chase Bank, National Association, Barclays Bank PLC, Bank of America, N.A. and Citibank, N.A., as 
Co-Syndication Agents and The Bank of Tokyo-Mitsubishi, Ltd., New York Branch and Credit Suisse, as Co-Documentation Agents (filed in Form 8-K of 
Duke Energy Ohio, Inc., July 5, 2007, File No. 1-1232. as Exhibit 10.1). 

Amendment No. I to the Amended and Restated Credit Agreement (filed on Form 8-K of Duke Energy Ohio, Inc., March 12. 2008, File No. 1-1232, as 
Exhibit 10.1). 

Keepwell Agreement, dated April 10, 2006, between Duke Capital LLC and Duke Energy Ohio, Inc. (filed with Form 10-K of Duke Energy Ohio, Inc. 
(formerly The Cincinnati Gas & Electric Company), filed on April 14, 2006, File No. 1-1232). 

Computation of Ratio of Earnings to Fixed Charges 

Consent of Independent Registered Public Accounting Firm 

Certification of the Chief Executive Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. 

10.12 

10.12.1 

10.13 

*I 2 
*23.1 

*31.1 

*31.2 Certification of the Chief Financial Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 

*32.1 

*32.2 

Certification Pursuant to 18 U S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 

Certification Pursuant to 18 U S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002. 

The total amount of securities of the registrant or its subsidiaries authorized under any instrument with respect to long-term debt not filed as an exhibit does not exceed 
10% of the total assets of the registrant and its subsidiaries on a consolidated basis. The registrant agrees, upon request of the Securities and Exchange Commission, to 
furnish copies of any or all of such instruments to it 

E-4 

Source: Duke Energy Ohio, In, IO-K, March 13, 2009 



EXHIBIT 12 
COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES 

The ratio of earnings to fixed charges is calculated using the Securities and Exchange Commission guidelines. 

(a) 

(b) 

See Note 1 for additional information on Predecessor and Successor reporting. 

Excludes equity costs related to AFUDC that are included in Other Income and Expenses in the Consolidated Statements of Operations. 

Saurce: Duke Energy Ohio, In, 10-K, March 13, 2009 



EXHIBIT 23.1 

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 

We consent to the incorporation by reference in Registration Statement No. 333-146483-01 on Form S-3 of our report dated March 13, 2009, relating to the financial 
statements and financial statement schedule of Duke Energy Ohio, Inc., appearing in this Annual Report on Form 10-K of Duke Energy Ohio, Inc. for the year ended 
December 31,2008. 

IS/ DELOITTE &TOUCHE LLP 
Charlotte, North Carolina 
March 13, 2009 

Source: Duke Energy Ohio, In, 10-K, March 13, 2009 



EXHIBIT 31.1 

CERTIFICATION OF THE CHIEF EXECUTIVE OFFICER 
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002 

I, James E. Rogers, certify that: 

1) 

2) 

I have reviewed this annual report on Form 10-K of Duke Energy Ohio, Inc ; 

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in 
light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report; 

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition, 
results of operations and cash flows of the registrant as of, and for, the periods presented in this report; 

The registrant's other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 
13a-15(e) and 15d-l5(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-l5(f) and 15d-I5(f)) for the registrant and have: 

a) 

3) 

4) 

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that 
material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the 
period in which this report is being prepared; 

Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide 
reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally 
accepted accounting principles; 

Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the 
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and 

Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most recent fiscal quarter (the 
registrant's fourth fiscal quarter in the case of an annual report) that has materially affected. or is reasonably likely to materially affect, the registrant's internal 
control over financial reporting; and 

b) 

c) 

d) 

5) The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant's auditors 
and the audit committee of the registrant's board of directors (or persons performing the equivalent functions): 

a) Ail significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely 
affect the registrant's ability to record, process, summarize and report financial information; and 

Any fraud, whether or not material. that involves management or other employees who have a significant role in the registrant's internal control over financial 
reporting 

Date: March 13, 2009 

b) 

Is/ JAMES E. ROGERS 

James E. Rogers 
Chief Executive Officer 

Source: Duke Energy Ohio, In, 10-K, March 13, 2009 



EXHIBIT 31.2 

CERTIFICATION OF THE CHIEF FINANCIAL OFFICER 
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002 

I, David L. Hauser, certify that: 

1) 

2) 

I have reviewed this annual report on Form 10-K of Duke Energy Ohio, Inc.; 

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in 
light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report; 

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition, 
results of operations and cash flows of the registrant as of, and for, the periods presented in this report; 

The registrant's other certifying officer@) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 
13a-I5(e) and 15d-I5(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-I5(f) and 15d-I5(f)) for the registrant and have: 

a) 

3) 

4) 

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that 
material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the 
period in which this report is being prepared; 

Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide 
reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally 
accepted accounting principles; 

Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the 
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and 

Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most recent fiscal quarter (the 
registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant's internal 
control over financial reporting; and 

b) 

c) 

d) 

5) The registrant's other certifying oficer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant's auditors 
and the audit committee of the registrant's board of directors (or persons performing the equivalent functions): 

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely 
affect the registrant's ability to record, process, summarize and report financial information; and 

Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal control over financial 
reporting. 

Date: March 13,2009 

b) 

Is1 DAVID L. HAUSER 

David L. Hauser 
Group Executive and 
Chief Financial Officer 

Source: Duke Energy Ohio, In, IO-K, March 13, 2009 



EXHIBIT 32.1 

CERTIFICATION PURSUANT TO 
18 U.S.C. SECTION 1350, 

AS ADOPTED PURSUANT TO 
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

In connection with the Annual Report of Duke Energy Ohio, Inc. ("Duke Energy Ohio") on Form 10-K for the period ending December 31, 2008 as filed with the Securities 
and Exchange Commission on the date hereof (the "Report"). I, James E. Rogers, Chief Executive Officer of Duke Energy Ohio, certify, pursuant to 18 U.S.C. section 1350, as 
adopted pursuant to section 906 of the Sarbanes-Oxley Act of 2002, that: 

(1) 

(2) 

The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and 

The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of Duke Energy Ohio 

Date: March 13. 2009 

Is1 JAMES E. ROGERS 

James E. Rogers 
Chief Executive Officer 

Source. Duke Energy Ohio, In, 10-K, March 13, 2009 



EXHIBIT 32.2 

CERTIFICATION PURSUANT TO 
18 U.S.C. SECTION 1350, 

AS ADOPTED PURSUANT TO 
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

In connection with the Annual Report of Duke Energy Ohio, Inc. ("Duke Energy Ohio") on Form 10-K for the period ending December 31, 2008 as filed with the Securities 
and Exchange Commission on the date hereof (the "Report"), I ,  David L. Hauser, Group Executive and Chief Financial Officer of Duke Energy Ohio, certify, pursuant to 18 
U.S.C. section 1350, as adopted pursuant to section 906 of the Sarbanes-Oxley Act of 2002, that: 

(1) 

(2) 

The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934: and 

The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of Duke Energy Ohio. 

Date: March 13, 2009 

Is/ DAVID L. HAUSER 
-.- 

David L. Hauser 
Group Executive and 
Chief Financial Officer 

Created by 1 OKWizard w\?.w.lOKWizard.com 

Source: Duke Energy Ohio, In, 10-K, March 13, 2009 
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8-K - FORM 8-K 

Item 8.01. Other Events. 

Item 9.01. 

- SIGN AT'U R ES 
EXHIBIT INDEX 

Financial Statements and Exhibits. 

EX-4.1 (EX-4.1) 

EX-99.1 (EX-99.1) 



UNITED STATES 
SECURITIES AND EXCHANGE: COMMISSION 

Washington, D.C. 20549 

FORM 8-K 
CURRENT REPORT 

Pursuant to Section 13 or 15(d) of the 
Securities Exchange Act of 1934 

Date of Report (Date o f  earliest event reported): March 18,2009 

DUKE ENERGY OHIO, INC. 
Ohio 

(State or Other Jurisdiction 
of Incorporation) 

(Exact Name of Registrant as Specified in its Charter) 

1-1 232 
(Commission 
File Number) 

31 -0240030 
(IRS Employer 

Identification No.) 

139 East Fourth Street, Cincinnati, Ohio 45202 
(Address of Principal Executive Oftices, including Zip code) 

(704) 594-6200 
(Registrant's telephone number, including area code) 

Check the appropriate box below if the Form 8-K filing is intended to simultaneously satisfjl the filing obligation of the registrant 
under any of the following provisions: 

0 Written communications pursuant to Rule 425 under the Securities Act (17 CFR 230.425) 

0 Soliciting material pursuant to Rule 14a-12 under the Exchange Act (17 CFR 240.14a-12) 

0 Pre-commencement communications pursuant to Rule 14d-2(b) under the Exchange Act ( 1  7 CFR 240.14d-2(b)) 

Cl Pie-commencement communications pursuant to Rule 13e-4(c) under the Exchange Act (17 CFR 240. 13e-4(c)) 

Source: Duke Energy Ohia, In, 8-K, March 24, 2009 



Item 8.01. Other Events. 

On March 18, 2009, Duke Energy Ohio, Inc. (the “Company”) entered into an undeiwriting agreement, dated as of March 18, 
2009, with Barclays Capital Inc., Deutsche Bank Securities Inc., SiinTrust Robinson Humphrey, Inc. and IJBS Securities LLC, as 
representatives of the several underwriters named therein (the “Undenvriters”), pursuant to which the Company agreed to issue and 
sell to the Undenvriters $450,000,000 aggregate principal amount of the Company’s First Mortgage Bonds, 5.45% Series, Due 
April 1, 201 9 (the “Bonds”). The Bonds were issued under the First Mortgage, dated as of August 1, 1936, as amended from time to 
time, including by the Fortieth Supplemental Indenture, dated as of March 23,2009, between the Company and The Bank of New 
York Mellon Trust Company, N.A., as successor trustee. In connection with the issuance and sale of the Bonds, the Company is filing 
the above-described supplemental indenture and underwriting agreement as Exhibits 4.1 and 99.1 to this Form 8-K, respectively. 

Item 9.01. Financial Statements and Exhibits. 

(4 Exhibits 

4.1 Fortieth Supplemental Indenture, dated as of March 23, 2009 to the First Mortgage, dated as ofAugust 1, 1936, 
between the Company and The Bank of New York Mellon Trust Company, N.A., as successor trustee 

IJndeiwriting Agreement, dated March 18.2009, between the Company and Barclays Capital Inc., Deutsche Bank 
Securities Inc., SunTrust Robinson Humphrey, Inc. and lJBS Securities LLC, as representatives of the several 
undeiwriters named therein 

99.1 

Source: Duke Energy Ohio, In, 8-K. March 24, 2009 



SIGNATURES 

Pursuant to the requirements of the Securities and Exchange Act of 1934, the registrant has duly caused this report to be signed on 
its behalf by the undersigned hereunto duly authorized. 

Date: March 24,2009 

DUKE ENERGY OHIO, INC. 

By: /s/ Robert T. Lucas 111, Esq. 
Name: Robert T. Lucas 111, Esq. 
Title: Associate General Counsel and 

Assistant Secretary 

Source: Duke Energy Ohio, In, 8-K, March 24, ZOO9 
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Exhibit 4.1 

Execution 

This instrument is the Fortieth Supplemental Indenture to, and an amendment and restatement in its entirety of, the First 
Mortgage, dated as ofAugust I ,  1936, between The Cincinnati Gas & Electric Company (predecessor to Duke Energy Ohio, Inc.) 
and Irving Trust Company, as trustee (a predecessor to the trustee herein), as heretofore amended and supplemented. 

DUKE ENERGY OHIO, INC. 

(FORMERLY NAMED “THE CINCINNATI GAS & ELECTRIC COMPANY”) 

T O  

THE BANK O F  NEW YORK MELLON TRUST COMPANY, N.A., 
A S  TRUSTEE 

(SUCCESSOR TRUSTEE TO THE BANK OF NEW YORK MELLON 
AND TO IRVING TRIJST COMPANY) 

FIRST MORTGAGE 

DATEDAS OFAUGUST 1,1936 

FORTIETH SUPPLEMENTAL INDENTURE 

DATED AS O F  MARCH 23,2009 

Constituting an Amendment and Restatement in its Entirety 
of the aforesaid First Mortgage, as heretofore amended 

and 

Creating First Mortgage Bonds, 5.45% Series, Due April 1,  2019 
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FORTIETH SUPPLEMENTAL INDENTURE, dated as of March 23,2009 (the “Execution Date”), between DUKE ENERGY 
OHIO, INC. (hereinafter sometimes referred to as the “Company”), a corporation organized and existing under the laws of the State 
of Ohio, formerly named The Cincinnati Gas & Electric Company. and THE BANK OF NEW YORK MELLON TRUST 
COMPANY, N.A., a national banking association, and the successor trustee to The Bank of New York Mellon and Irving Trust 
Company (hereinafter sometimes referred to as the “Trustee”), whose mailing address is 900 Ashwood Parkway, Suite 425, Atlanta, 
Georgia 30338, this Fortieth Supplemental Indenture being an amendment and restatement in its entirety of the Indenture, dated as of 
August I ,  1936 (the “Original Indenture”), between the Company and the Trustee, as heretofore from time to time amended. 

RECITALS OF THE COMPANY 

The Original Indenture was authorized, executed and delivered by the Company to provide for the issuance from time to time of its 
bonds (herein called the “Securities”), to be issued in one or more series as contemplated therein, and to provide security for the 
payment of the principal of and premium, if any, and interest, if any, on the Securities. 

therein, including creating series of Securities and otheiwise supplementing and amending the Original Indenture, There are no 
Securities now outstanding under the Original Indenture, as so amended and supplemented. 

The Company has heretofore executed and delivered to the Trustee thirty-nine supplemental indentures for the purposes recited 

Effective upon the execution and delivery of this Fortieth Supplemental Indenture: 

(a) The Bank ofNew York Mellon shall be deemed to have resigned as Trustee, Bond registrar and paying agent under the 
Indenture; 

(b) the Company shall be deemed to have accepted such resignations and appointed The Bank of New Yolk Mellon Trust 
Company, N.A. as successor Trustee, Security Registrar and Paying Agent (each as hereinafter defined) under the Indenture; 

(c) The Bank of New York Mellon Trust Company. N.A. shall be deemed to have accepted such appointments and to be vested 
with all the estates, properties, rights, powers, trusts, duties and obligations of The Bank of New York Mellon, as Trustee, Security 
Registrar and Paying Agent under the Indenture; 

(d) such resignations, appointments and acceptances thereof shall be deemed to be effective, notwithstanding anything to the 
contrary contained in Section 2 or 4 of Article Sixteen of the Original Indenture, as heretofore amended and supplemented, including 
any provision therein for notice of such resignations, appointments and acceptances; and 

the Original Indenture, as heretofore amended, any mortgaged property (as defined in the Original Indenture, as heretofore amended) 
not otheiwise set forth in the granting clauses below, to the extent such mortgaged property has not been previously released, 
including, without limitation, the following: 

(e) the Company shall be deemed to have requested the release, and the Tiustee shall be deemed to have released, from the Lien of 
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(i)Electric Generating Plants. All electric generating plants and stations ofthe Company owned by it as of the Execution Date, 
including all buildings, structuies and works, and the land on which the same are situated, and all other lands and easements, rights 
of way, permits, privileges, towers, poles, wires, machinety, equipment, appliances, appurtenances and supplies forming a part of 
such plants and stations; 

(ii)Water Svstems. All water systems of the Company owned by it as of the Execution Date, including pumping and purification 
equipment, wells, structures. rights ofway, tanks, mains, fire hydrants, services and meters and all other property, real or personal, 
forming a part of or appertaining to, or used, occupied or enjoyed in connection with such water systems, together with permits, 
privileges, fianchises and rights in  or relating to the construction, maintenance or operation thereof, through, under or upon any 
private property or any public streets or highways within as well as without the corporate limits of any municipal corporation; and 

(iii)Gas Transmission and Distribution Systems. All gas plants, compressor stations. gas measui ing, regulating. and mixing 
stations, gas transmission lines and gas distribution systems, including, but not limited to, all water sets, benches and retorts, gas 
holders, boilers, purification apparatus, exhaustet s and pumps, meters and meter installations, gauges, regulators and regulator 
installations, governors, calorimetric devices, valves, fuel handling apparatus, safety tanks, valves, pipes and piping. couplings, 
gates, drips, lighting and heating apparatus, machinety, equipment, appliances, and all accessory equipment, appurtenances and 
supplies forming a part of such gas plants, stations, transmission lines and distribution systems. 

The Company now desires to amend and restate the Indenture as now in  effect (comprised of the Original Indenture as heretofore 
fi-om time to time amended) and has requested the Trustee to join in the execution and delivety ofthis Fortieth Supplemental 
Indenture in order to effectuate such amendment and restatement; it being understood, acknowledged and agreed, however, that, 
anything herein or in the Original Indenture or any supplemental indenture to the contrary notwithstanding, (a) the execution and 
delivery of this Fortieth Supplemental Indenture and the amendment and restatement of the Original Indenture as heretofore amended, 
as aforesaid, shall not affect the Lien granted andor created in the granting clauses of the Original Indenture with respect to the 
mortgaged property, and confirmed in the granting clauses of supplemental indentures heretofore executed and delivered, or the 
priority of such Lien and (b) such Lien shall continue in effect from the date of the original grant or creation thereof (except to the 
extent hereby or het etofore released). 

The Company duly authorized the execution and delivety of the Original Indenture and of each supplemental indenture heretofore 
executed and delivered. The Company has further duly authorized the execution and delivery of this Fortieth Supplemental Indenture 
to amend and I estate the 01 iginal Indenture as heretofore amended, as contemplated above; and all acts and things necessary to make 
each ofthis Fortieth Supplemental Jndenture and the Indentiire a valid agreement ofthe Company have been performed. 
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For all purposes of this Indenture, except as otherwise expressly provided or unless the context otherwise requires, capitalized 
terms used herein shall have the meanings assigned to them i n  Article One of this Indenture. 

GRANTING CLAUSES 

NOW, THEREFORE, THIS INDENTURE WITNESSETH, that, the Company has granted, bargained, sold, conveyed, 
assigned, transferred, mortgaged, pledged, set over and confirmed, and in consideration of the premises and of the purchase of the 
Securities by the Holders thereof, and in order to secure the payment of the principal of and premium, if any, and interest, if any, on all 
Securities from time to time Outstanding and the performance of the covenants therein and herein contained, and to declare the terms 
and conditions on which such Securities are secured, the Company hereby grants, bargains, sells, conveys, assigns, transfers, 
mortgages, pledges, sets over and confirms to the Trustee, in trust, and grants to the Trustee a security interest i n  and lien on, the 
following (subject, however, to the terms and conditions set forth in this Indenture): 

FIRST GRANTING CLAUSE 

All right, title and interest of the Company, as of the Execution Date, in and to all property, real, personal and mixed, wherever 
located (other than Excepted Property), in any case used or to be used in or in connection with the transmission and distribution of 
electric energy by the Company (whether or not such use is the sole use of such property), including without limitation, all right, 
title and interest of the Company iti and to the following: 

(a) all real property owned in fee, easements and other interests in real property which are specifically described or referred to 
in the Original Indenture and in supplemental indentures thereto, recording information with respect to which is set forth in 
Exhibit A hereto, and the real property acquired by the Company between December 1, 1985, the date of the Twenty-Fifth 
Supplemental Indenture, and the date of this Fortieth Supplemental Indenture, and owned by it at the latter date, which is 
described on Exhibit B hereto, except real property owned in fee, easements and other interests in real property which have been 
specifically released from such Lien fiom time to time (without limiting the generality of the foregoing, a listing of the 
Company’s principal real estate holdings (by address and county) encumbered by the Original Indenture or supplements thereto, 
and intended to be encumbered by this Indenture i s  set forth on Exhibit C hereto); 

(b) without limiting the geneiality of the foregoing. all recorded easements or rights of way on. upon, over, under and through 
real property located in the State of Ohio, used or useful i n  the Company’s transmission or distribution of electric energy and 
acquired by the Company in the ordinary course of its business, whether acquired by deed, grant of easement, dedication by plat 
or otherwise, and whether acquired in the name of the Company or any of 
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its predecessor companies and including the Company’s right to thejoint use of any easement or right of way acquired by any 
other utility company; 

(c) all facilities, machinety, equipment and fixtures for the transmission and distribution of electric energy including, but not 
limited to, all switchyards, towers, substations, transformers, poles. lines, cables, conduits, ducts, conductors, meters, regulators 
and all other property used or to be used for any or all of such purposes; 

(d) all buildings, offices, warehouses, structures or improvements in  addition to those referred to or othenvise included in 
clauses (a) and (c) above; 

(e) all franchises, licenses, permits, grants, immunities, privileges and rights of the Company used or useful in the operation 
of its electric transmission and distribution businesses, including all fianchises, licenses, permits, grants, immunities, privileges 
and rights of the Company granted by any municipalities or political subdivisions, and all right, title and interest therein owned 
by the Company on the Execution Date, and all renewals, extensions and modifications of said franchises, grants, privileges and 
rights, or any of them; 

apparatus necessary for the operation or maintenance of any facilities, machinery, equipment or fixtures described or referred to 
in clause (c) above; and 

(t) all computers, data processing, data storage, data transmission and/or telecommunications facilities, equipment and 

(g) all ofthe foregoing property in the process of construction; 

SECOND GRANTING CLAUSE 

Subject to the applicable exceptions permitted by Section 17.09(d), Section 12.03 and Section 12.05, all right, title and interest 
of the Company in  all property, real, personal and mixed, wherever located (other than Excepted Property) which may be hereafter 
acquired by the Company, it being the intention of the Company that all such property acquired by the Company after the 
Execution Date shall be as fully embraced within and subjected to the Lien hereof as if such property were owned by the Company 
as of the Execution Date; and 

THIRD GRANTING CLAUSE 

Any Excepted Property, which may, fiom time to time after the Execution Date, by delivery or by an instrument supplemental 
liereto, be subjected to the Lien hereof by the Company, the Trustee being hereby authorized to receive the same at any time as 
additional security hereunder; it being understood that any such subjcction to the Lien hereof of any Excepted Property as 
additional security may be made subject to such reservations, limitations or conditions respecting the use and disposition of such 
property or the proceeds thereof as shall be set forth in such instrument; 
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EXCEPTED PROPERTY 

Expressly excepting and excluding, however, from the Lien of this Indenture all right, title and interest of the Company in and to 

(a) all cash on hand or in banks or other financial institutions, deposit accounts, securities accounts, shares of stock, intetests 

the following property, whether now owned or het eafter acquired (herein sometimes called “Excepted Property”): 

in business or statutory ttusts, genetal or limited partnerships or limited liability companies, bonds, notes, other evidences of 
indebtedness and other securities, security entitlements, commodities accounts and other investment property and policies of 
insurance on lives of officers of the Company, o f  whatsoever kind and nature, not hereafter paid or delivered to, deposited with 
or held by the Trustee hereunder or required so to be; 

(b) all contracts, leases, operating agreements and other agreements of whatsoever kind and nature and rights thereunder 
(other than the Company’s franchises, permits and licenses that are used or useful in the operation of its electric transmission and 
distribution businesses); all bills, notes and other instruments and chattel paper (except to the extent that any of the same 
constitute securities, security entitlements or investment property. in  which case they are separately excepted from the Lien of 
this Indenture under clause (a) above); all revenues, income and earnings. all accounts, accounts receivable, rights to payment, 
payment intangibles and unbilled revenues, rights or property consisting of rights granted by statute or governmental action to 
bill and collect revenues or other amounts from customers or others, including rate stabilization charges and other special 
charges, and all rents, tolls, issues, product and profits, dividends, income, claims, credits, demands and judgtnents; all 
governmental and other licenses, permits and franchises (other than the Company’s fianchises, permits and licenses that are used 
or usefiil in the operation o f  its electric transmission and distribution businesses); all unrecorded easements and rights of way; all 
consents and allowances, including emission allowances and regulatory assets; all documents, including warehouse receipts; all 
cooperative interests; and all patents, patent licenses and other patent rights, patent applications, trade names, trademarks, 
copyrights and other intellectual property; and all claims, credits, choses in action, commercial tort claims, tax credits and other 
intangible property and general intangibles including, but not limited to, computer software; 

rail cars and other railroad equipment; all vessels, boats, barges, and other marine equipment; all airplanes, helicopters, aircraft 
engines and other flight equipment; all parts, accessories and supplies used in connection with any of the foregoing; and all 
personal property of such character that the perfection of a security interest therein or other Lien thereon is not governed by the 
Uniform Commercial Code as in effect in the jurisdiction in  which such property is located; 

(c) all automobiles, buses, trucks, truck cranes, tractors, trailers and similar vehicles and movable equipment; all rolling stock, 
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(d) all goods, stock in trade, wares, merchandise and inventory held for the purpose of sale or lease in  the ordinary course of 
business; all materials, supplies, inventory and other items of personal property which are consumable (otherwise than by 
ordinary wear and tear) in their use in the operation of the Mortgaged Property; all fuel, whether or not any such fuel is in a form 
consumable in the operation of the Mortgaged Property. including separate components of any fuel in the forms in which such 
components exist at any time before, during or after the period of the use thereof as fuel; all hand and other portable tools and 
equipment; all furniture and furnishings; and computers and data processing, data storage, data transmission, telecommunications 
and other facilities, equipment and apparatus, which, in any case, are used primarily for administrative or clerical purposes or are 
otherwise not necessary for the operation or maintenance of the facilities, machinery, equipment or fixtures described or referred 
to in clauses (c), (d), (9 or (8) ofthe First Granting Clause of this Indenture; 

(e) all coal, lignite, ore, gas, oil and other minerals and all timber, and all rights and interests in any of the foregoing, whether 
or not such minerals or timber shall have been mined or extracted or otherwise separated from the land; and all electric energy 
and capacity, gas (natural or artificial), steam, water and other products generated, produced, manufactured, purchased or 
othei-wise acquired by the Company; 

(9 all property which is the subject of a lease agreement designating the Company as lessee and all right, title and interest of 
the Company in and to such property and in, to and under such lease agreement, whether or not such lease agreement is intended 
as security; 

(g) all property, real, personal and mixed, which has been released from the Lien ofthis Indenture and any improvements, 
extensions and additions to such properties and renewals, replacements and substitutions of or for any parts thereofi 

(h) all property located outside ofthe State of Ohio; 

(i) any and all property, stations and plants used by the Company in  the generation of electricity, including all buildings, 
structures and works, and the land on which the same are situated, and all other lands and easements, rights of way, permits, 
privileges, towers, poles, wires, machinery, equipment, appliances, appurtenances and supplies forming a part of such plants and 
stations; 

(i) any and all water systems ofthe Company, including pumping and purification equipment, wells, structures, rights of way, 
tanks, mains, fire hydrants, sei-vices and meters and all other property, real or personal, forming a part of or appertaining to. or 
used, occupied or enjoyed i n  connection with such water systems, together with permits, privileges, franchises and rights i n  o r  
relating to the construction, maintenance or operation thereof; through, under or 
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upon any private property or any public streets, or highways within as well as without the corporate limits of any municipal 
corporation; 

(k) any and all gas plants, compressor stations, gas measuring. regulating, and mixing stations, gas transmission lines and gas 
distribution systems, including, but not limited to, all water sets, benches and retorts, gas holders, boilers, purification apparatus, 
exhausters and pumps, meters and meter installations, gauges, regulators and regulator installations, governors, calorimetric 
devices, valves, fuel handling apparatus, safety tanks, valves, pipes and piping, couplings, gates, drips, lighting and heating 
apparatus, machinery, equipment, appliances, and all accessory equipment, appurtenances and supplies forming a part of such 
gas plants, stations, transmission lines and distribution systems; and 

( I )  all property not acquired or constructed by the Company for use in its electric transmission and distribution businesses; 

provided, however, that, subject to the provisions of Section 12.03, (x) if, at any time after the occurrence of an Event of Default, 
the Trustee, or any separate trustee or co-trustee appointed under Section 10.14 or any receiver appointed pursuant to Section 9.16 
or otherwise, shall have entered into possession of all or substantially all the Mortgaged Property, to the extent permitted by law, all 
the Excepted Property described or referred to i n  the foregoing clauses (b), (c) and (d) then owned or held or thereafter acquired by 
the Company, to the extent that the same is used in connection with, or otherwise relates or is attributable to, the Mot-tgaged 
Property, shall immediately, and, in the case of any Excepted Property described or referred to in clause (f), to the extent that the 
same is used iii connection with, or otherwise relates or is attributable to, the Mortgaged Property, upon demand of the Trustee or 
such other trustee or receiver, become subject to the Lien oftliis Indenture, junior and subordinate to any Liens at that time existing 
on such Excepted Property, and the Trustee or such other trustee or receiver may, to the extent permitted by law or by the terms of 
any such other Lien (and subject to the rights of the holders of all such other Liens), at the same time likewise take possession 
thereof, and (y) whenever all Events of Default shall have been cured and the possession of all or substantially all of the Mortgaged 
Property shall have been restored to the Company, such Excepted Property shall again be excepted and excluded from the Lien 
hereof to the extent set forth above; it being understood that the Company may, however, pursuant to the Third Granting Clause, 
subject any Excepted Property to the Lien of this Indenture whereupon the same shall cease to be Excepted Property; 

TO HAVE AND TO HOLD all such property, real, personal and mixed, unto the Trustee, its successors in trust and their assigns 

SUBJECT, HOWEVER, to Permitted Liens; 

IN TRUST, NEVERTHELESS, for the equal and ratable benefit and security of the Holders from time to time of all Outstanding 
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PROVIDED, HOWEVER, that if the right, title and interest of the Trustee in and to the Mortgaged Property shall cease, 
terminate and become void in accordance with, and subject to the conditions set forth in, Article Eight hereof, and if the principal of 
and premium and interest, if any, on the Securities shall have been paid lo the Holders thereof, or shall have been paid to the Company 
pursuant to Section 7.03 hereof or to the appropriate Governmental Authority pursuant to applicable law after the Maturity thereof, 
then and i n  that case this Indenture shall cease, terminate and become void in accordance with, aiid subject to the conditions set forth 
in, Article Eight hereof, and the Trustee shall execute and deliver to the Company such instruments as the Company shall require to 
evidence such termination; otherwise this Indenture. and the estate and rights hereby granted, shall be and iemain in full force and 
effect; and 

authenticated and delivered, and that the Mortgaged Property is to be held. subject to the further covenants, conditions and trusts 
hereinafter set forth, and the Company hereby covenants and agrees to and with the Trustee, for the equal and ratable benefit of all 
holders of the Securities, as follows: 

IT IS HEREBY COVENANTED AND AGREED by and between the Company and the Trustee that all the Securities are to be 

[THE REMAINDER OF THIS PAGE NAS BEEN LEFT BL.ANK INTENTIONALLY.] 
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ARTICLE ONE. 

DEFINITIONS AND OTHER PROVISIONS OF GENERAL APPLICATION 

SECTION 1.01. DEFINITIONS. 

For all purposes of this Indenture, except as otherwise expressly provided or unless the context otherwise requires: 

(a) the terms defined in this Article have the meanings assigned to them in this Article and include the plural as well as the 

(b) all terms used herein without definition which are defined in the Trust Indenture Act as in effect on the Execution Date, either 

(c) all terms used herein without definition which are defined in the 1Jniform Commercial Code of Ohio as in effect on the 

(d) all accounting terms not otheiwise defined herein have the meanings assigned to them i n  accordance with generally accepted 

singular; 

directly or by reference therein, have the meanings assigned to them therein; 

Execution Date shall have the meanings assigned to them therein; 

accounting principles in the United States, and, except as otheiwise herein expressly provided. the term “generally accepted 
accounting principles” with respect to any computation required or permitted hereunder shall mean such accounting principles as are 
generally accepted in the United States at the date of such computation or, at the election of the Company from time to time, at the 
Execution Date; provided, however, that i n  determining generally accepted accounting principles applicable to the Company, effect 
shall be given, to the extent required, to any order, rule or regulation of any administrative agency, regulatory authority or other 
governmental body having jurisdiction over the Company; 

(e) any reference to an “Article” or a “Section” refers to an Article or a Section, as the case may be, of this Indenture; and 

(f) the words “herein”, “hereof’ and “hereunder” and other words of similar import refer to this Indenture as a whole and not to any 
particular Article, Section or other subdivision. 

“Accountant” means a person engaged i n  the accounting profession or otherwise qualified to pass on accounting matters 
(including, but not liniited to, a Person certified or licensed as a public accountant, whether or not then engaged in the public 
accounting profession), which Person, unless required to be Independent, may be an employee or Affiliate ofthe Company. 

“Act”, when used with respect to any Nolder of a Security, has the meaning specified in  Section 1.06. 

“Affiliate” of any specified Person means any other Person directly or indirectly controlling or controlled by or under direct or 
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Person. For the purposes of this definition, “Control” when used with respect to any specified Person means the power to direct 
generally the management and policies of such Person, directly or indirectly, whether through the ownership of voting securities, by 
contract or othetwise; and the terms “Controlling” and “Controlled” have meanings correlative to the foregoing. 

Trustee to act on behalf of the Trustee to authenticate the Securities of one or more series. 

Assistant Treasurer, or any other officer, manager or agent ofthe Company duly authorized pursuant to a Board Resolution to act in 
respect of matters relating to this Indenture. 

“Authorized Publication” means a newspaper or financial journal of general circulation, printed in the English language and 
customarily published on each Business Day, whether or not published on Saturdays, Sundays or holidays; or, in the alternative, shall 
mean such form of communication as may have come into general use for the dissemination of information of similar import. In  the 
event that successive weekly publications in an Authorized Publication are required hereunder they may be made (unless otherwise 
expressly provided herein) on the same or different days of the week and in the same or in different Authorized Publications. In  case, 
by reason of the suspension of publication of any Authorized Publication, or by reason of any other cause, it shall be impractical 
without extraordinary expense to make publication of any notice in an Authorized Publication as required by this Indenture, then such 
method of publication or notification as shall be made with the approval of the Trustee shall be deemed the equivalent of the required 
publication of such notice in an Authorized Publication. 

“Authorized Purposes” means the authentication and delivery of Securities, the release of property and/or the withdrawal of cash 
under any of the provisions of this Indenture. 

“Board of Directors” means either the board of directors, board of managers or similar governing body of the Company or any 
committee thereof duly authorized to act in respect of matters relating to this Indenture. 

“Board Resolution” means a copy of a resolution certified by the Secretary, an Assistant Secretary or an Authorized Officer of the 
Company to have been duly adopted by the Board of Directors and to be in  full  force and effect on the date of such certification, and 
delivered to the Trustee. 

“Authenticating Agent” means any Person or Persons (other than the Company or an Affiliate of the Company) authorized by the 

“Authorized Officer” means the Chairman of the Board, the Vice Chairman, the President. any Vice President, tlie Treasurer, any 

“Bonds of Series Due 2019” has the meaning specified in Section 4.01. 

‘‘Business Day”, when used with respect to a Place of Payment or any other particular location specified in  the Securities or this 
Indenture, means any day, other than a Saturday or Sunday, which is not a day on which banking institutions or trust companies in 
such Place of Payment or other location are generally authorized or required by law, regulation or executive order to remain closed, 
except as may be otherwise specified as contemplated by Section 3.01. 
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“Commission” means the Securities and Exchange Commission, as from time to time constituted, created under the Exchange Act, 
or, if at any time after the Execution Date such Commission is not existing and performing the duties now assigned to it under tlie 
Trust Indenture Act, then the body, if any, performing such duties at such time. 

“Company” means the Person named as the Tompany’’ i n  the first paragraph of this instrument until a successor Person shall 
have become such pursuant to the applicable provisions of this Indenture, and thereafter “Company” shall mean such successor 
Person. 

“Company Order” or “Company Request” mean, respectively, a written order or request, as the case may be, signed in the name 
of the Company by an Authorized Officer and delivered to the Trustee. 

“Corporate Trust Office” means tlie designated office of the Trustee at which at any particular time its corporate trust business 
shall be administered, which office at the Execution Date is located at 900 Ashwood Parkway, Suite 425, Atlanta, Georgia 30.338. 

“corporation” means a corporation, association, company, limited liability company, partnership, limited partnership, joint stock 
company, or business or statutory trust, and references to “corporate” and other derivations of “corporation” herein shall be deemed to 
include appropriate derivations ol‘such entities. 

“Cost”, with respect to Property Additions, has the meaning specified in Section 1.03. 

“Defaulted Interest” has the meaning specified in Section 3.07. 

“Discount Security” means any Security which provides for an amount less than tlie principal amount thereof to be due and 
payable upon a declaration of acceleration ofthe Maturity thereof pursuant to Section 9.02. “Interest” with respect to a Discount 
Security means interest, if any, borne by such Security at a Stated Interest Rate. 

shall be legal tender for the payment of public and private debts. 
“Dollar” or “$” means a dollar or other equivalent unit in such coin or currency of tlie United States of America as at tlie time 

“Eligible Obligations” means: 

respect to any Securities, otlier Investment Securities; or 

or instruments as shall he specified with respect to such Securities, as contemplated by Section 3.01. 

“Event of Default” has tlie meaning specified in Section 9.0 I I 

(a) with respect to Securities denominated in Dollars, Government Obligations or, if specified pursuant to Section 3.01 with 

(b) with respect to Securities denominated in a currency other than Dollars or in a composite currency, such other obligations 
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“Excepted Property” has the meaning specified in the granting clauses of this instrument. 

“Exchange Act” means, as of any time, the Securities Exchange Act of 1934, as amended, as in effect at such time. 

“Execution Date” has the meaning specified in the first paragraph ofthis instrument. 

“Expert” means a Person which is an engineer, appraiser or other expert and which, with respect to any certificate to be signed by 
such Person and delivered to the Trustee, is qualified to pass upon the matters set forth in such certificate. For purposes of this 
definition, (a) “engineer” means a Person engaged in the engineering profession or othetwise qualified to pass upon engineering 
matters (including. but not limited to, a Person licensed as a professional engineer, whether or not then engaged in the engineering 
profession) and (b) “appraiser” means a Person engaged i n  the business of appraising property or otherwise qualified to pass upon the 
Fair Value or fair market value of property. 

“Expert’s Certificate” means a certificate signed by an Authorized Officer and by an Expert (which Expert (a) shall be selected 
either by the Board of Directors or by an Authorized Officer, the execution of such certificate by such Authorized Officer to be 
conclusive evidence of such selection, and (b) except as otherwise required in Sections 12.06, 16.02 or 17.09, may be an employee or 
Affiliate of the Company) and delivered to the Trustee. The amount stated in any Expert’s Certificate as to the Cost, Fair Value or fair 
market value of‘ property shall be conclusive and binding upon the Company, the Trustee and the Holders of the Securities. 

“Fair Value”, with respect to property, means the fair value of such property as may be determined by reference to (a) the amount 
which would be likely to be obtained i n  an arm’s-length transaction with respect to such property between an informed and willing 
buyer and an informed and willing seller, under no compulsion. respectively. to buy or sell. (b) the amount of investment with respect 
to such property which, together with a reasonable return thereon, would be likely to be recovered through ordinary business 
operations or othetwise, (c) the Cost, accumulated depreciation, and replacement cost with respect to such property and/or (d) any 
other relevant factors; provided, however, that (x) the Fair Value of property shall be determined without deduction for any Liens on 
such property prior to the Lien of this Indenture (except as otherwise provided in Section 17.03) and (y) the Fair Value to the 
Company of Property Additions may be of less value to a Person which is not the owner or operator of the Mortgaged Property or any 
portion thereof than to a Person which is such owner or operator. Fair Value may be determined, without physical inspection, by the 
use of accounting and engineering records and other data maintained by the Company or othetwise available to the Expert certifying 
the same. 

“Funded Cash” has the meaning specified in Section 1.02. 

“Funded Property” has the meaning specified in Section 1.02. 

“Governmental Authority” rneans the government of the United States or of any State or Tei-ritoiy thereof or of the District of 
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political subdivision of any thereof, or any department, agency, authority or other instrumentality of any of the foregoing. 

“Government Obligations” means securities which are (a) (i) direct obligations of the United States where the payment or 
payments thereunder are supported by the full faith and credit of the United States or (ii) obligations of a Person controlled or 
supervised by and acting as an agency or instrumentality of the tJnited States where the timely payment or payments thereunder are 
unconditionally guaranteed as a full faith and credit obligation by the United States or (b) depository receipts issued by a bank (as 
defined in Section 3(a)(2) of the Securities Act, which may include the Trustee or any Paying Agent) as custodian with respect to any 
such Government Obligation or a specific payment of interest on or principal of or other amount with respect to any such Government 
Obligation held by such custodian for the account of the holder of a depository receipt, provided that (except as required by law) such 
custodian is not authorized to make any deduction from the amount payable to the holder of such depository receipt from any amount 
received by the custodian in respect of the Government Obligation or the specific payment of interest on or principal of or other 
amount with respect to the Government Obligation evidenced by such depository receipt. 

“Holder” means a Person in whose name a Security is registered in the Security Register. 

“Indenture” means this instrument as originally executed and as it may from time to time be supplemented or amended by one or 
more indentures supplemental hereto entered into pursuant to the applicable provisions hereof, including, for all purposes of this 
instrument and any such supplemental indenture, the provisions of the Trust Indenture Act that are deemed to be a part of and govern 
this Indenture and any such supplemental indenture, respectively. The term “Indenture” shall also include the provisions or terms of 
particular series of Securities established in any Officer’s Certificate, Board Resolution or Company Order delivered pursuant to 
Sections 2.01, .3.01, 3.03 and 13.07. 

“Jndependent”, when applied to any Accountant or Expert, means such a Person who (a) is in fact independent, (b) does not have 
any direct material financial interest in  the Company or in any other obligor upon the Securities or in  any Affiliate of the Company or 
of such other obligor, and (c) is not connected with the Company or such other obligor as an officer, employee, promoter, underwriter, 
trustee, partner, director or any person performing similar functions. 

“Independent Expert’s Certificate” means a certificate signed by an Expert who is Independent and delivered to the Trustee. 

“interest” with respect to a Discount Security means interest, if any, borne by such Security at a Stated lnterest Rate rather than 

“Interest Payment Date”, when used with respect to any Security, means the Stated Maturity of an installment of interest on such 

“Investment Securities” means any of the following obligations or securities on which neither the Company, any other obljgor on 

interest calculated at any imputed rate. 

Security. 

the Securities nor any Affiliate of either is the 
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obligor: (a) Government Obligations; (b) interest bearing deposit accounts (which may be represented by certificates of deposit) in any 
national or state bank (which may include the Trustee or any Paying Agent) or savings and loan association which has outstanding 
securities rated by a nationally recognized rating organization in either ofthe two (2) highest rating categories (without regard to 
modifiers) for short term securities or in any of the three (3) highest rating categories (without regard to modifiers) for long term 
securities; (c) bankers’ acceptances drawn on and accepted by any commercial bank (which may include the Trustee or any Paying 
Agent) which has outstanding securities rated by a nationally recognized rating organization in either of the two (2) highest rating 
categories (without regard to modifiers) for short term securities or in any of the three ( 3 )  highest rating categories (without regard to 
modifiers) for long term securities; (d) direct obligations of, or obligations the principal of and interest on which are unconditionally 
guaranteed by, any State or Territory of the United States or the District of Columbia, or any political subdivision of any of the 
foregoing, which are rated by a nationally recognized rating organization in either of the two (2) highest rating categories (without 
regard to modifiers) for short term securities or in any of the three ( 3 )  highest rating categories (without regard to modifiers) for long 
term securities; (e) bonds or other obligations of any agency or instrumentality of the United States; (f) corporate debt securities which 
are rated by a nationally recognized rating organization in either of the two (2) higliest rating categories (without regard to modifiers) 
fot short term securities or in any of the three (3) highest rating categories (without regard to modiliers) for long term securities; 
(g) repurchase agreements with respect to any of the foregoing obligations or securities with any banking or financial institution 
(which may include the Trustee or any Paying Agent) which has outstanding securities rated by a nationally recognized rating 
organization in either of the two (2) highest rating categories (without regaid to modifiers) for short term securities or in any of the 
three ( 3 )  highest rating categories (without regard to modifiers) for long term securities: (h) securities issued by any regulated 
investment company (including any investment company for which the Trustee or any Paying Agent is the advisor), as defined in 
Section 85 1 of the Internal Revenue Code of 1986, as amended, or any successor section of such Code or successor federal statute, 
provided that the portfolio of such investment company is limited to obligations or securities of the character and investment quality 
contemplated in clauses (a) through (0 above and repui chase agreements which are fully collateralized by any of such obligations or 
securities; and (i) any other obligations or securities which may lawfully be purchased by the Trustee in its capacity as such. 

servitude, charge or similar right and any other lien ofany kind, including, without limitation, any conditional sale or other title 
retention agreement, any lease in the nature thereof, and any defect, irregularity, exception or limitation in record title. 

“Maturity”, when used with respect to any Security, means the date on which the principal of such Security or an installnlent of 
principal becomes due and payable as provided i n  such Security or in this Indenture, whether at the Stated Maturity, by declatation of 
acceleration, upon call for redemption or othetwise. 

“Mortgaged Property” means, as of any particular time, all property which at such time is subject to the Lien of this Indenture 
(which, fot the avoidance of doubt, includes, without limitation, Funded Cash, Investment Securities and obligations secured by 
Purchase Money Liens to the extent held by the Trustee as part of the Mortgaged Property as set forth herein). 

“Lien” means any mortgage, deed 01 trust, pledge, security interest, encumbrance, easement, lease, resetvation, restriction, 
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“Notice of Default” means a written notice of the kind specified in Section 9.01(c). 

“Officer’s Certificate” rneans a certificate signed by an Authorized Officer of the Company and delivered to the Trustee 

“Opinion of Counsel” means a written opinion of counsel, who may be counsel for the Company, or an individual who is an 

“Original Indenture” has the meaning specified in  the first paragraph of this instrument 

“Outstanding”, when used with respect to Securities, means, as of the date of determination. all Securities theretofore 

(a) Securities theretofore canceled or delivered to the Security Registrar for cancellation; 

(b) Securities deemed to have been paid for all purposes ot this Indenture in accordance with Section 8.01 (whether or not the 
Company’s indebtedness in respect thereof shall be satisfied and discharged for any other purpose), or deemed to have been paid in 
accordance with the terms of the Securities; and 

(c) Securities, the principal, premium, if any, and interest, if any, which have been fully paid pursuant to the third paragraph of 
Section 3.06 or in exchange for or in lieu of which other Securities have been authenticated and delivered pursuant to this Indenture, 
other than any such Securities in respect of which there shall have been presented to the Trustee proof satisfactory to it and the 
Company that such Securities are held by a bona fide purchaser or purchasers in  whose hands such Securities are valid obligations of 
the Company; 

provided. however, that in determining whether or not the Holders of the requisite principal amount of the Securities Outstanding 
under this Indenture, or the Outstanding Securities of any series or Tranche, have given any request, demand, authorization, direction, 
notice, consent or waiver hereunder or whether or not a quorum is present at a meeting of Holders of Securities, 

employee of the Company or an Affiliate of the Company, and who shall be acceptable to the Trustee. 

authenticated and delivered under this Indenture, except: 

(x) Securities owned by the Company or any other obligor upon the Securities or any Affiliate of the Company or of such 
other obligor (unless the Company, such Affiliate or such obligor owns all Securities Outstanding under this Indenture, or 
(except for the purposes of actions to be taken by Holders of more than one series or more than one Tranche, as the case may be, 
voting as a class under Section 13.02) all Outstanding Securities ofeach such series and each such Tranche, as the case may be, 
determined without regard to this clause (x)) shall be disregarded and deemed not to be Outstanding, except that, in determining 
whether the Trustee shall be protected in relying upon any such request, demand, authorization, direction, notice, consent or 
waiver or upon any such determination as to the presence o f a  quorum, only Securities which a Responsible Officer ofthe 
Trustee actually knows to be so owned shall be so disregarded; provided, however, that Securities so owned which have been 
pledged in good faith may be regarded as Outstanding if it is established to the 
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reasonable satisfaction of the Trustee that the pledgee, and not the Company, or any such other obligor or Affiliate of either 
thereof, has the right so to act with respect to such Securities and that the pledgee is not the Company or any other obligor upon 
the Securities or any Affiliate ofthe Company or of such other obligor; and provided, further, that in no event shall any Security 
which shall have been delivered to evidence or secure, in whole or in part, the Company’s obligations in respect of other 
indebtedness be deemed to be owned by the Company if the principal of such Security is payable, whether at Stated Maturity or 
upon mandatory redemption or acceleration, at the same time as the principal of such other indebtedness is payable, whether at 
Stated Maturity or upon mandatory redemption or acceleration, but only to the extent of such portion of the principal amount of 
such Security as does not exceed the principal amount of such other indebtedness, and 

(y) the principal amount of a Discount Security that shall be deemed to be Outstanding for such purposes shall be the amount 
of the principal thereof that would be due and payable as of the date ofsuch determination upon a declaiation of acceleration of 
the Maturity thereof pursuant to Section 902; and 

(z) the principal amount of any Security which is denominated in a currency other than Dollars or in a composite currency 
that shall be deemed to be Outstanding for such purposes shall be the amount of Dollars which could have been purchased by the 
principal amount (or, in the case o f a  Discount Security, the Dollar equivalent on the date determined as set forth below of the 
amount determined as provided in (y) above) of such currency or composite currency evidenced by such Security, in each such 
case certified to the Trustee in  an Officer’s Certificate, based (i) on the average of the mean of the buying and selling spot rates 
quoted by three banks which are members of the New York Cleating House Association selected by the Company in effect at 
1 1  :00 A.M. (New York time) in The City ofNew York on the fifth Business Day preceding any such determination or (ii) if on 
such fifth Business Day it shall not be possible or practicable to obtain such quotations from such three banks, on such other 
quotations or alternative methods of determination which shall be as consistent as practicable with the method set forth in 
(i) above; 

provided. further, that in the case of any Security the principal of which is payable from time to time without presentment or 
surrender, the principal amount of such Security that shall be deemed to be Outstanding at any time for all purposes of this Indenture 
shall be the original principal amount thereoi less the aggregate amount of principal thereof theretofore paid. 

“Paying Agent” means any Person, including the Company, authorized by the Company to pay the principal of, and premium, if 
any, or interest, if any, on any Securities on behalf of the Company; provided, however, that unless otherwise provided as 
contemplated by Section 3.01, the Trustee shall be the Paying Agent for all series of Securities. 

Securities, including without limitation the rate or rates of 
“Periodic Offering” means an offering of Securities of a series from time to time any or all of the specific terms of which 
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interest, if any, thereon, the Stated Maturity or Maturities thereof and the redemption provisions, if any, with respect thereto, are to be 
determined by the Company or its agents from time to time subsequent to the initial request for the authentication and delivery of such 
Securities by the Trustee, as contemplated in Section 3.01 and clause (b) of Section 3.03. 

“Permitted Liens” means, as of any particular time, any of the following: 

(a) Liens existing at the date of execution and delivery of the Original Indenture; 

(b) as to propei-ty acquired by the Company after the date of execution and delivery of the Original Indenture, Liens existing or 
placed thereon at the time of the acquisition thereof and any Purchase Money Liens; 

(c) Liens for taxes, assessments and other governmental charges or requirements which are not delinquent or which are being 
contested in good faith by appropriate proceedings or of which at least ten ( 1  0) Business Days notice has not been given to the general 
counsel of the Company or to such other Person designated by the Company to receive such notices; 

construction, Lkns or privileges of any employees of the Company for salary or wages earned, but not yet payable, and other Liens, 
including without limitation Liens for worker’s compensation awards, arising in the ordinary course of business for charges or 
requirements which are not delinquent or which are being contested in good faith and by appropriate proceedings or of which at least 
ten ( I O )  Business Days notice has not been given to the general counsel of the Company or to such other Person designated by the 
Company to receive such notices; 

(e) Liens in respect of attachments, judgments or awards arising out ofjudicial or administrative proceedings (i) in an amount not 
exceeding the greater of (A) Fifty Million Dollars ($S0,000,000) and (B) three percent (3%) of the principal amount of the Securities 
then Outstanding or (ii) with respect to which the Company shall (X) in good faith be prosecuting an appeal or other proceeding for 
review and with respect to which the Company shall have secured a stay of execution pending such appeal or other proceeding or 
( Y )  have the right to prosecute an appeal or other proceeding for review or (Z) have not received at least ten (10) Business Days notice 
given to the general counsel of the Company or to such other Person designated by the Company to receive such notices; 

(9 easements, leases, reservations or other rights of others in. on, over and/or across, and laws, regulations and restrictions 
affecting, and defects, irregularities, exceptions and limitations in title to, the Mortgaged Property or any part thereof; provided, 
however, that such easements, leases, reservations, rights, laws, I egulations, restrictions, defects, irregularities, exceptions and 
limitations do not i n  the aggregate materially impair the use by the Company of the Mortgaged Property considered as a whole for the 
purposes for which it is held by the Company; 

Company or otherwise or used or to be used by the Company primarily for right-of-way purposes; (ii) real property held under lease, 
easement, 

(d) Mechanics’, workmen’s, repairmen’s, materialmen’s, warehousemen’s, and carriers’ Liens, other Liens incident to 

(9) Liens, defects, irregularities, exceptions and limitations in (i) title to real properly subject to rights-of-way in favor of the 
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license or similar right; or (iii) the rights-of-way, leases, easements, licenses or similar rights in favor of the Company; provided, 
however, that (A) the Company shall have obtained from the apparent owner or owners of such real property a sufficient right, by the 
terms ofthe instrument granting such right-of-way, lease, easement, license or similar right, to the use thereof for the purposes for 
which the Company acquired the same; (B) the Company has power under eminent domain or similar statutes to remove or 
subordinate such Liens, defects, irregularities, exceptions or limitations or (C) such defects, irregularities, exceptions and limitations 
may be othetwise remedied without undue effort or expense; and defects, irregularities, exceptions and limitations in title to ilood 
lands, flooding rights and/or water rights; 

(h) Liens securing indebtedness or other obligations neither created, assumed nor guaranteed by the Company nor on account of 
which it customarily pays interest upon real property or rights i n  or relating to real property acquired by the Company for the purpose 
of the transmission or distribution of electric energy, gas or water, for the purpose of telephonic, telegraphic, radio, wireless or other 
electronic communication or otherwise for the purpose of obtaining rights-of-way; 

date and renewals and extensions thereof; and leases affecting such properties entered into after such date or affecting properties 
acquired by the Company after such date which, in either case, (i) have respective terms ofnot more than ten ( I O )  years (including 
extensions or renewals at the option of the tenant) or (ii) do not materially impair the use by the Company of such properties for the 
respective purposes for which they are held by the Company; 

(j) Liens vested in lessors, licensors, franchisors or permitters for rent or other amounts to become due or for other obligations or 
acts to be performed, the payment of which rent or the performance of which other obligations or acts is required under leases, 
subleases, licenses, franchises or permits, so long as the payment of such rent or other amounts or the performance of such other 
obligations or acts is not delinquent or is being contested i n  good faith and by appropriate proceedings; 

(k) controls, restrictions, obligations, duties and/or other burdens imposed by federal, state, municipal or other law. or by rules, 
regulations or orders of Governmental Authorities, upon the Mortgaged Property or any part thereof or the operation or use thereof or 
upon the Company with respect to the Mortgaged Property or any part thereof or the operation or use thereof or with respect to any 
franchise, grant, license, permit or public purpose requirement, or any rights resewed to or othetwise vested in Governmental 
Authorities to impose any such controls, restrictions, obligations, duties and/or other burdens; 

( I )  rights which Governmental Authorities may have by virtue of franchises, grants, licenses, permits or contracts, or by virtue of 
law, to purchase, recapture or designate a purchaser of or order the sale of the Mortgaged Property or any part thereof, to terminate 
franchises, grants, licenses, permits, contracts or other rights or to regulate the property and business of the Company; and any and all 
obligations of the Company correlative to any such rights; 

(i) leases existing at the date of execution and delivery of the Original Indenture affecting properties owned by the Company at said 
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(m) Liens required by law or governmental regulations (i) as a condition to tlie transaction of any business or the exercise of any 
privilege or license, (ii) to enable tlie Company to maintain self-insurance or to participate in any funds established to cover any 
insurance risks, (iii) in connection with workmen’s compensation, unemployment insurance, social security, any pension or welfare 
benefit plan or (iv) to share in the privileges or benefits required for companies participating in one or more of the arrangements 
described in clauses (ii) and (iii) above; 

(n) Liens on the Mortgaged Property or any part thereof which are granted by the Company to secure duties or public or statutory 
obligations or to secure, or serve in lieu of, surety, stay or appeal bonds; 

(0 )  rights reserved to or vested in others to take or receive any part of any coal, ore, gas, oil and other minerals, any timber and/or 
any electric capacity or energy, gas, water, steam and any other products, developed, produced, manufactured, generated, purchased or 
otheiwise acquired by the Company or by others on property of the Company; 

(p) (i) rights and interests of Persons other than the Company arising out of contracts, agreements and other instruments to which 
the Company is a party and which relate to the common ownership or joint use of property; and (ii) all Liens on the interests of 
Persons other than the Company in property owned i n  commoti by such Persons and the Company if and to the extent that the 
enforcement of such Liens would not adversely affect the interests of the Company in such property in any material respect; 

public service corporation; 

arrangements have been made; 

(4) any restrictions on assignment and/or requirements of any assignee to qualif) as a permitted assignee and/or public utility or 

(r) any Liens which have been bonded for the full amount in dispute or for the payment of which other adequate security 

(s) rights and interests granted pursuant to Section I7.02(c); 

(t) Prepaid Liens and Purchase Money Liens; and 

(u)  any Lien of the Trustee granted pursuant to Section 10.07. 

“Person” means any individual, corporation, joint venture, trust or unincorporated organization or any Governmental Authority. 

“Place of Payment”, when used with respect to the Securities of‘ any series, or Tranche thereof. means the place or places, 
specified as contemplated by Section 3.01 or specified in Section 4.06 with respect to the Bonds of Series Due 2019, at which, subject 
to Section 7.02, principal of and premium, if any, and interest, if any, on the Securities of such series or Tranche are payable. 

“Predecessor Security” of any particular Security means every previous Security evidencing all or a portion of the same debt as 
that evidenced by such particular Security; and, for the purposes of this definition, any Security authenticated and delivered under 
Section 3.06 in 
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exchange for or in lieu of a mutilated, destroyed, lost or stolen Security shall be deemed to evidence the same debt as the mutilated, 
destroyed, lost or stolen Security. 

“Prepaid Lien” means any Lien securing indebtedness for the payment of which money in the necessary amount shall have been 
irrevocably deposited in trust with the trustee or other holder of  such Lien; provided, however, that if such indebtedness is to be 
redeemed or otherwise prepaid prior to the Stated Maturity thereof, any notice requisite to such redemption or prepayment shall have 
been given in accordance with the mortgage or other instrument creating such Lien or irrevocable instructions to give such notice shall 
have been given to such trustee or other holder. 

“Property Additions” has the meaning specified in Section 1.03. 

“Purchase Money Lien” means, with respect to any property being acquired or disposed of by the Company or being released 

(a) is taken or retained by the transferor of such property to secure all or part o f  the purchase price thereof; 

(b) is granted to one or more Persons other than the transferor which, by making advances or incurring an obligation, give value to 

(c) is granted to any other Person in connection with the release of such property from the Lien o f  this Indenture on the basis of the 

from the Lien of this Indenture, a Lien on such property which 

enable the grantor of such Lien to acquire rights in or the use of such property; 

deposit with the Trustee or the trustee or other holder of a Lien prior to the Lien of this Indenture of obligations secured by such Lien 
on such property (as well as any other property subject thereto); 

(d) is held by a trustee or agent for the benefit o f  one or more Persons described in clause (a), (b) and/or (c) above, provided that 
such Lien may be held, in addition, for the benefit of one or more other Persons which shall have theretofore given, or may thereafter 
give, value to or for the benefit or account of the grantor of such Lien for one or more other purposes; or 

(e) otherwise constitutes a purchase money mortgage or a purchase money security interest under applicable law; 

and, without limiting the generality of the foregoing, for purposes of this Indenture, the term Purchase Money Lien shall be deemed to 
include any Lien described above whether or not such Lien (x) shall permit the issuance or other incurrence of additional indebtedness 
secured by such Lien on such property, (y) shall permit the subjection to such Lien of additional property and the issuance or other 
incurrence of additional indebtedness on the basis thereof and/or (2) shall have been granted prior to the acquisition, disposition or 
release of such property, shall attach to or otherwise cover property other than the property being acquired, disposed of or released 
and/or shall secure obligations issued prior and/or subsequent to the issuance of  the obligations delivered in connection with such 
acquisition, disposition or release. 
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“Redemption Date”, when used with respect to any Security to be redeemed, means the date fixed for such redemption by or 
pursuant to this Indenture. 

“Redemption Price”, when used with respect to any Security to be redeemed, means the price at which it is to be redeemed 
pursuant to this Indenture, exclusive of accrued and unpaid interest. 

“Regular Record Date” for the interest payable on any Interest Payment Date on the Securities of any series means the date 
specified for that purpose as contemplated by Section 3.01 or specified for that purpose i n  Section 4.10 with respect to the Bonds of 
Series Due 2019. 

“Required Currency’’ has the meaning specified in Section 3.11. 

“Responsible Officer”, when used with respect to the Trustee, means any Vice President, Assistant Vice President, Trust Officer 
or other officer of the Trustee who, in the case of each of the foregoing, is assigned by the Trustee to its corporate trust department 
responsible for the administration of this Indenture that is located in the Corporate Trust Office. 

(a) no longer remain Outstanding by reason ofthe applicability of clause (a) or (b) in the definition of“0utstanding” (other than any 
Predecessor Security of any Security), (b) have not been made the basis under any of the provisions of this Indenture of one or more 
Authorized Purposes or (c) have not been paid, redeemed, purchased or otheiwise retired by the application thereto of Funded Cash. 

“Securities” has the meaning stated in the first recital of this Indenture and more particularly means any securities authenticated 
and delivered under this Indenture. 

“Securities Act” means, as of any time, the Securities Act of 1933, as amended, as in effect at such time. 

“Security Register” and “Security Registrar” have the respective meanings specified in Section 3“05. 

“Special Record Date” for the payment of any Defaulted Interest on the Securities of any series means a date fixed by the Trustee 
pursuant to Section 3.07. 

“Stated Jnterest Rate” means a rate (whether fixed or variable) at which an obligation by its terms is stated to bear simple interest. 
Any calculation or other determination to be made under this Indenture by reference to the Stated Interest Rate on a Security shall be 
made without regard to the effective interest cost to the Company of such Security and without regard to the Stated Interest Rate on, or 
the effective cost to the Company of, any other indebtedness the Company’s obligations in respect of which are evidenced or secured 
in whole or in  part by such Security. 

“Stated Maturity”, when used with respect to any Security or any obligation or any installment of principal thereof or interest 
thereon, means the date on which the principal of such 
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obligation or such installment of principal or interest is stated to be due and payable (without regard to any provisions for redemption, 
prepayment, acceleration, purchase or extension). 

“Successor Company” has the meaning set forth in Section 12.01. 

“supplemental indenture” or “indenture supplemental hereto” means an instrument supplementing or amending this Indenture 
executed and delivered pursuant to Article Thirteen. 

“Tranche” means a group of Securities which (a) are of the same series and (b) have identical terms except as to principal amount 
and/or date of issuance. 

“Trustee” means the Person named as the “Trustee” in the first paragraph of this instrument until a successor Trustee shall have 
been appointed by the Company pursuant to Section I O .  I O  or otherwise have become such with respect to one or more series of 
Securities pursuant to the applicable provisions of this Indenture, and thereafter “Trustee” shall mean or include each Person who is 
then a Trustee hereunder, and if at any time there is more than one such Person, “Trustee” as used with respect to the Securities of any 
series shall mean the Trustee with respect to Securities of that series. 

“Trust Indenture Act” means, as of any time, the Trust Indenture Act of 1939, as amended, as in effect at such time. 

“Zlnited States” means the United States of America, its territories, its possessions and other areas subject to its jurisdiction. 

SECTION 1.02. FUNDED PROPERTY; FUNDED CASH. 

“Funded Property” means: 

(a) all Property Additions to the extent that the same shall have been made the basis of the authentication and delivery of Securities 
under this Indenture pursuant to Section 16.02; 

(b) all Property Additions to the extent that the same shall have been made the basis of the release of Funded Property fiom the 
Lien of this Indenture pursuant to Section 17.03; 

(c) all Ptoperty Additions to the extent that the same shall have been substituted for Funded Property retired pursuant to 
Section 1.03; 

(d) all Property Additions to the extent that the same shall have been made the basis of the withdrawal of cash held by the Trustee 
pursuant to Section 16.04 or 17.06; and 

(e) all Property Additions to the extent that the same shall have been used as the basis o f a  credit against, or othetwise in 
satisfaction of, the requirements of any sinking, improvement, maintenance, replacement or similar fund or analogous provision 
established with respect to the Securities of any series, or any Tranche thereof, as contemplated by Section 3.01; provided, however, 
that any such Property Additions shall cease to be Funded Property when all of the Securities of such series or Tranche shall cease to 
be Outstanding. 

-22- 

Source: Duke Energy Ohio, In, 8-K, March 24, 2009 



In the event that in any certificate filed with the Trustee in connection with any of the Property Additions referred to in clauses (a), 
(b), (d) and (e) of this Section, only a part of the Cost or Fair Value of tlie Property Additions described in such certificate shall be 
required for tlie purposes of such certificate, then such Property Additions shall be deemed to be Funded Property only to tlie extent so 
required for the purpose of such certificate. 

All Funded Property that shall be abandoned, destroyed, released or othetwise disposed of shall for the purpose of Section 1.03 
hereof be deemed Funded Property retired and for other purposes of this Indenture shall thereupon cease to be Funded Property but as 
in this Indenture provided may at any time thereafter again become Funded Property. Neither any reduction in the Cost or book value 
of property recorded in the plant account of the Company, nor the transfer of any amount appearing in such account to intangible 
and/or adjustment accounts, othetwise than i n  connection with actual retirements of physical property abandoned, destroyed, released 
or disposed of, and otlienvise tlian in connection with tlie removal ofsucli property i n  its entirety from plant account, shall be deemed 
to constitute a retirement of Funded Property. 

specific properties or tlie designation of all or a specified portion of tlie properties reflected in one or more generic accounts or 
subaccounts in the Company’s books of account), for the purpose of determining the extent to which fungible properties, or other 
properties not otherwise identified, reflected in the same generic account or subaccount in the Company’s books of account constitute 
Funded Property or Funded Property retired. 

The Company may make allocations, on a pro-rata or other reasonable basis (including, but not limited to, the designation of 

“Funded Cash” means: 

(a) cash, held by the Trustee hereunder, to the extent that it represents the proceeds of insurance on Funded Property (except as 
otherwise provided in Section 17.13), or cash deposited in connection with the release of Funded Property pursuant to 
Article Seventeen, or tlie payment of tlie principal of, or the proceeds of the release of, obligations secured by Purchase Money Lien 
and delivered to the Trustee pursuant to Article Seventeen, all subject, however, to the provisions of Section 17.13 and Section 17.06; 
and 

(b) any cash deposited with the Trustee under Section 16.04. 

SECTION 1.03. PROPERTY ADDITIONS; COST. 

tlie Company and is Mortgaged Property. 

in Section 17.03 and Section 17.06), 

(a) “Property Additions” means, as of any particular time, any item, unit or element of property which at such time is owned by 

(b) When any Property Additions are certified to the Trustee as the basis of any Authorized Purpose (except as otherwise provided 

(i) there shall be deducted from the Cost or Fair Value to tlie Company thereof, as tlie case may be (as of tlie date so certified), 
an amount equal to the Cost (or as to Property Additions ofwliicli the Fair Value to the Company at tlie time tlie same became 
Funded Property was certified to be an amount less than tlie Cost as determined pursuant to this Section, then such Fair Value, as so 
certified, in lieu of Cost) of all 
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Funded Property of the Company retired to the date of such certification (other than the Funded Property, if any, in connection with 
the application for the release of which such certificate is filed) and not theretofore deducted from the Cost or Fair Value to the 
Company of Property Additions theretofore certified to the Trustee, and 

(ii) there may, at the option of the Company, be added to such Cost or Fair Value, as the case may be, the sum of 

Company then elects so to add, which shall theretofore have been delivered to the Tiustee or the trustee or other holder of a Lien 
prior to the Lien of this Indenture as the basis of the release of Funded Property retired from the Lien of this Indenture or such 
prior Lien, as the case may be; 

( 2 )  the amount of any cash, not theretofore so added and which the Company then elects so to add, which shall theretofore 
have been delivered to the Trustee or the trustee or other holder o f a  Lien prior to the Lien of this Indenture as the proceeds of 
insurance on Funded Property retired (to the extent of the portion thereof deemed to be Funded Cash) or as the basis of the 
release of Funded Property retired from the Lien of this Indenture or from such prior Lien, as the case may be; 

( 3 )  the principal amount of any Security or Securities, or portion of such principal amount, not theretofore so added and 
which the Company then elects so to add, (I) which shall theretofore have been delivered to the Trustee as the basis of the release 
of Funded Property retired or (11) the right to the authentication and delivery of which under the provisions of Section 16.03 shall 
at any time theretofore have been waived under Section 17.03(d)(iii) as the basis of the release of Funded Property rctired; 

(4) the Cost or Fair Value to the Company (whichever shall be less) of any Property Additions, not theretofore so added and 
which the Company then elects so to add, which shall theretofore have been made the basis of the release of Funded Property 
retired (such Fair Value to be the amount shown in the Expert’s Certificate delivered to the Trustee i n  connection with such 
i elease); and 

to the extent that the same shall have been substituted for Funded Property retired; 

(1) the principal amount of any obligations secured by Purchase Money Lien, not theretofore so added and which the 

(5) the Cost to the Company of any Property Additions not theretofore so added and which the Company then elects so to add, 

provided, however, that the aggregate of the amounts added under clause (ii) above shall in no event exceed the amounts deducted 
under clause (i) above. 

(c) Except as otherwise provided in  Section 17.03, the term “Cost” with respect to Property Additions shall mean the sum of 
(i) any cash delivered in  payment therefor or for the acquisition thereof, (ii) an amount equivalent to the fair market value i n  cash (as 
of the date of delivery) of any securities 01 other property delivered in payment therefor or for the acquisition 
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thereof, (iii) the principal amount of any obligations secured by prior Lien upon such Property Additions outstanding at the time of the 
acquisition thereof, (iv) the principal amount of any other obligations incurred or assumed in connection with the payment for such 
Property Additions or for the acquisition thereof and (v) any other amounts which, in accordance with generally accepted accounting 
principles, are properly charged or chargeable to the plant or other property accounts of the Company with respect to such Property 
Additions as part of the cost of construction or acquisition thereof, including, but not limited to, any allowance for funds used during 
construction or any similar or analogous amount; provided, however. that, notwithstanding any other provision of this Indenture, 

(i) with respect to Property Additions owned by a successor corporation immediately prior to the time it shall have become such 
by consolidation or merger or acquired by a successor corporation in or as a result of a consolidation or merger (excluding, in any 
case, Property Additions owned by the Company immediately prior to such time), Cost shall niean the amount or amounts at which 
such Property Additions are recorded in  the plant or other property accounts of such successor corporation, or the predecessor 
corporation from which such Property Additions are acquired, as the case may be, immediately prior to such consolidation or 
merger; 

any consideration consisting of cash, securities or other property or the incurring or assumption of indebtedness, no determination 
of Cost shall be required, and, wherever in this Indenture provision is made for Cost or Fair Value, Cost with respect to such 
Property Additions shall mean an amount equal to the Fair Value to the Company thereof or, if greater, the aggregate amount 
retlected in the Company’s books of account with respect thereto upon the acquisition thereof; and 

(iii) in no event shall the Cost of Property Additions be required to reflect any depreciation or amortization in respect ofsuch 
Property Additions, or any adjustment to the amount or amounts at which such Property Additions are recorded in plant or other 
property accounts due to the non-recoverability of investment or otherwise. If any Property Additions are shown by the Expert’s 
Certificate provided for in Section 16.02(b)(ii) to include property which has been used or operated by others than the Company in 
a business similar to that in which it has been or is to be used or operated by the Company, the Cost thereof need not be reduced by 
any amount in respect of any goodwill, going concern value rights and/or intangible property simultaneously acquired for which no 
separate or distinct consideration shall have been paid or apportioned, and in such case the term Property Additions as defined 
herein may include such goodwill, going concern value rights and intangible property. 

(ii) with respect to Property Additions which shall have been acquired (othetwise than by construction) by the Company without 

SECTION 1.04. COMPLIANCE CERTIFICATES AND OPINIONS. 

Except as otherwise expressly provided in this Indenture, upon any application or request by the Company to the Trustee to take 
any action under any provision of this Indenture, the Company shall furnish to the Trustee an Officer’s Certificate stating that in the 
opinion of the Authorized Officer executing such Officer’s Certificate all conditions precedent, if any, provided 
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for in this Indenture relating to the proposed action (including any covenants compliance with which constitutes a condition precedent) 
have been complied with and an Opinion of Counsel stating that in the opinion of such counsel all such conditions precedent, if any, 
have been complied with, except that in the case of any such application or request as to which the furnishing of such documents is 
specifically required by any provision of this Indenture relating to such particular application or request, no additional certificate or 
opinion need be furnished. 

Every certificate or opinion with respect to compliance with a condition or covenant provided for in  this Indenture shall include: 

(a) a statement that each Person signing such certificate or opinion has read such covenanl or condition and the definitions herein 

(b) a btief statement as to the nature and scope of the examination or investigation upon which the statements or opinions contained 

(c) a statement that, in the opinion of each such Person, such Person has made such examination or investigation as is necessary to 

(d) a statement as to whether, in the opinion of each such Person, such condition or covenant has been complied with. 

relating thereto; 

in such certificate ot opinion are based; 

enable such Person to express an informed opinion as to whether or not such covenant or condition has been complied with; and 

SECTION 1.05. FORM OF DOCUMENTS DELIVERED TO TRUSTEE. 

(a) Any Officer’s Certificate may be based (without further examination or investigation), insofar as it relates to or is dependent 
upon legal matters, upon an opinion of, or representations by, counsel, and, insofar as it relates to or is dependent upon matters which 
are subject to verification by Accountants, upon a certificate or opinion of, or representations by, an Accountant, and insofar as it 
relates to or is dependent upon matters which are required in this Indenture to be covered by a certificate or opinion of, or 
representations by, an Expert, upon the certificate or opinion of, or representations by, an Expert, unless, in  any case, such officer has 
actual knowledge that the Certificate or opinion or representations with respect to the matters upon which such Officer’s Certificate 
may be based as aforesaid are erroneous. 

legal matters, upon an opinion of. or representations by, counsel, and insofar as it relates to or is dependent upon factual matters, 
information with respect to which is in the possession of the Company and which are not subject to verification by Experts, upon a 
certificate or opinion of, or representations by, an officer or officers of the Company, unless such expert has actual knowledge that the 
certificate 01 opinion or representations with respect to the matters upon which his certificate or opinioti may be based as aforesaid are 
erroneous. 

dependent upon legal matters, upon an opinion of, or representations by, counsel, and insofar as it relates to or is dependent upon 
factual matters. information with respect to which is in the possession ofthe Company and which are not subject 

Any Expert’s Certificate may be based (without further examination or investigation), insofar as it relates to or is dependent upon 

Any certificate of an Accountant may be based (without further examination or investigation), insofar as it relates to or is 
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to verification by Accountants, upon a certificate of, or representations by, an officer or officers of the Company, unless such 
Accountant has actual knowledge that the certificate or opinion or representations with respect to the matters upon which his 
certificate or opinion may be based as aforesaid are erroneous. 

Any Opinion of Counsel may be based (without further examination or investigation), insofar as i t  relates to or is dependent upon 
factual matters, information with respect to which is in the possession of the Company, upon a certificate of, or representations by, an 
officer or officers of the Company, and, insofar as it relates to or is dependent upon matters which are sub.ject to verification by 
Accountants upon a certificate or opinion of, or representations by, an Accountant, and, insofar as it relates to or is dependent upon 
matters required in this Indenture to be covered by a certificate or opinion of, or representations by, an Expert, upon the certificate or 
opinion of, or representatioiis by, an Expert, unless such counsel has actual knowledge that the certificate or opinion or representations 
with respect to the matters upon which his opinion may be based as aforesaid are erroneous. In  addition, any Opinion of Counsel may 
be based (without further examination or investigation), insofar as it relates to or is dependent upon matters covered in an Opinion of 
Counsel rendered by other counsel, upon such other Opinion of Counsel, unless such counsel has actual knowledge that the Opinion of 
Counsel rendered by such other counsel with respect to the matters upon which his Opinion of Counsel may be based as aforesaid are 
erroneous. Further, any Opinion of Counsel with respect to the status of title to or the sufficiency of descriptions of property, and/or 
the existence of Liens thereon, and/or the recording or filing of documents, and/or any similar matters, may be based (without further 
examination or investigation) upon (i) title insurance policies or commitments and reports, abstracts of title, lien search certificates and 
other similar documents or (ii) Certificates of, or representations by, officers, employees, agents and/or other representatives of the 
Company or (iii) any combination ofthe documents referred to in (i) and (ii), unless. in any case, such counsel has actual knowledge 
that the document or documents with respect to the matters upon which his opinion may be based as aforesaid are erroneous. If, in 
order to render any Opinion of Counsel provided for herein, the signer thereof shall deem i t  necessary that additional facts or matters 
be stated in any Officer’s Certificate, certificate of an Accountant or Expert’s Certificate provided for herein, then such certificate may 
state all such additional facts or matters as the signer of such Opinion of Counsel may request. 

(b) In any case where several matters are required to be certified by, or covered by an opinion of, any specified Person, it is not 
necessary that all such matters be certified by, or covered by the opinion of; only one such Person, or that they be so certified or 
covered by only one document, but one such Person may certify or give an opinion with respect to some matters and one or more 
other such Persons as to other matters, and any such Person may certify or give an opinion as to such matters in one or several 
documents. Where (i) any Person is required to make, give or execute two or more applications, requests, consents, certificates, 
statements, opinions or other instruments under this Indenture, or (ii) two or more Persons are each required to make, give or execute 
any such application, request, consent, certificate, statement, opinion or other instrument, any such applications, requests, consents, 
certificates, statements, opinions or other instruments may, but need not, be consolidated and form one instixment. 

of Counsel or other document or instrument, a 
(c) Whenever, subsequent to the receipt by the Trustee of any Board Resolution, Officer’s Certificate, Expert’s Certificate, Opinion 
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clerical, typographical or other inadvertent or unintentional error or omission shall be discovered therein, a new document or 
instrument may be substituted therefor in corrected form with the same force and effect as iforiginally filed in  the corrected form and, 
irrespective of the date or dates of the actual execution andor delivery thereof, such substitute document or instrument shall be 
deemed to have been executed and/or delivered as of the date or dates required with respect to the document or instrument for which it 
is substituted. Anything in this Indenture to the contrary notwithstanding, if any such corrective document or instrument indicates that 
action has been taken by or at the request of the Company which could not have been taken had the original document or instrument 
not contained such error or omission, the action so taken shall not be invalidated or otheiwise rendered ineffective but shall be and 
remain in full force and effect, except to the extent that such action was a result ofwillful misconduct or bad faith. Without limiting 
the generality of the foregoing, any Securities issued under the authority of such defective document or instrument sliall nevertheless 
be the valid obligations of the Company entitled to the benefits of this Indenture equally and ratably with all other Outstanding 
Securities, except as aforesaid. 

SECTION 1.06. ACTS OF HOLDERS. 

(a) Any request, deniand, authorization, direction, notice, consent, election, waiver or other action provided by this Indenture to be 
made, given or taken by Holders may be embodied in and evidenced by one or more instruments of substantially similar tenor signed 
by such Nolders in person or by an agent duly appointed in writing or, alternatively, may be embodied in and evidenced by the record 
of Holders voting in favor thereof, either in person or by proxies duly appointed in writing, at any meeting ofl-lolders duly called and 
held in accordance with the provisions ofAiticle Fourteen, or a combination of such instruments and any such record. Except as 
herein otherwise expressly provided. such action shall become effective when such instrument or instruments or record or both are 
delivered to the Trustee and, where it is hereby expressly required, to the Company. Such instrument or instruments and any such 
record (and the action embodied therein and evidenced thereby) are herein sometimes refei red to as the “Act” of the Holders signing 
such instrument or instruments and so voting at any such meeting. Proof of execution of any such instrument or of a writing 
appointing any such agent, or of the holding by any Person of a Security, shall be sufficient for any purpose of this Indenture and 
(subject to Section 10.01) conclusive in favor of the Trustee and the Company, if made in  the manner provided in  this Section. The 
record of any meeting of Holders shall be proved in  the manner provided in  Section 14.06. 

of such execution or by a certificate of a notary public or other officer authorized by law to take acknowledgments of deeds, certifying 
that the individual signing such instixinent or writing acknowledged to him the execution thereof or may be proved in any other 
manner which the Trustee and the Company deem sufficient. Where such execution is by a signer acting in a capacity other than his 
individual capacity, such certificate or affidavit shall also constitute sufficient proof of his authority. 

Outstanding) and serial numbers of Securities held by any Person, and the date of holding the same, shall be proved by the Security 
Register: 

(b) The fact and date of the execution by any Person of any such instrument or writing may be proved by the affidavit of a witness 

(c) The ownership, principal amount (except as otherwise contemplated in clause (y) of the first proviso to the definition of 
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(d) Any request, demand, authorization, direction, notice, consent, election, waiver or other Act of a Holder shall bind every future 
Holder of the same Security and the Molder of every Security issued upon the registration of transfer thereof or in exchange therefor or 
in lieu thereof in respect of anything done, omitted or suffered to be done by the Trustee or the Company in reliance thereon, whether 
or not notation of such action is made upon such Security. 

(e) 1JntiI such time as written instruments shall have been delivered to the Trustee with respect to the requisite percentage of 
principal amount of Securities for the action contemplated by such instruments, any such instrument executed and delivered by or on 
behalf o f a  IHolder may be revoked with respect to any or all of such Securities by written notice by such Holder or any subsequent 
Holder, proven in the manner in which such instrument was proven. 

( f )  Securities of any series, or any Tranche thereof. authenticated and delivered after any Act of Holders may, and shall. if required 
by the Trustee, bear a notation in form approved by the Company as to any action taken by such Act of Holders. If the Company shall 
so determine, new Securitics of any series. or any Tranche thereof, so modified as to conform, in the opinion of the Trustee and the 
Company, to such action may be prepared and executed by the Company and authenticated and delivered by the Trustee in exchange 
for Outstanding Securities of such series or Tranche. 

(8) If the Company shall solicit from Holders any request, demand, authorization, direction, notice, consent, waiver or other Act, 
the Company may, at its option, fix in  advance a record date for the determination of Holders entitled to give such request, demand, 
authorization, direction, notice, consent, waiver or other Act, but the Company shall have no obligation to do so. If such a record date 
is fixed, such request, demand, authorization, direction, notice, consent, waiver or other Act may be given before or after such record 
date, but only the Holders of record at the close of business on the record date shall be deemed to be Holders for the purposes of 
determining whether Molders of the requisite proportion of the Outstanding Securities have authorized or agreed or consented to such 
request, demand, authorization, direction, notice, conscnt, waiver or other Act, and fot that purpose the Outstanding Securities shall be 
computed as of the record date. 

SECTION 1.07. NOTICES, ETC. TO TRUSTEE OR COMPANY. 

Except as otherwise provided herein, any request, demand, authorization, direction, notice, consent, election, waivcr or Act of 
Holders or other document provided or permitted by this Indenture to be made upon, given or furnished to. or filed with, the Trustee 
by any Holder or by the Company, or the Company by the Trustee or by any Holder, shall be sufficient for every purpose hereunder 
(utiless otherwise expressly provided herein) if in writing and delivered personally to an officer or other responsible employee of the 
addressee, or transmitted by facsimile transmission or other direct written electronic means (such means of delivery being acceptable 
to the Trustee) to such telephone number or other electronic communications address set forth for such party below or such other 
address as the parties hereto shall from time to time designate, or delivered by registered or certified mail or reputable overnight 
courier, charges prepaid, to the applicable address set forth for such party below or to such other address as either party hereto may 
from time to time designate: 
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If to the Trustee, to: 

The Bank of New York Mellon Trust Company, N.A. 
Corporate Trust Administration 
900 Ashwood Parkway, Suite 425 
Atlanta, Georgia 30338 
Attention: Vice President 
Telecopy: (770) 698-5 195 

If to the Company, to: 

Duke Energy Ohio, Inc. 
526 South Church Street 
Charlotte, North Carolina 28202 
Attention: Treasurer 
Telecopy: (980) 373-3699 

Any communication contemplated herein shall be deemed to have been made, given, furnished and filed if personally delivered, on 
the date of delivery, if transmitted by facsimile transmission or other direct written electronic means, on the date of transmission, and 
if transmitted by registered or certified mail or reputable overnight courier, on the date ofreceipt. 

SECTION 1-08. NOTICE TO HOLDERS OF SECURITIES; WAIVER. 

Except as othetwise expressly provided herein, where this Indenture provides for notice to Holders of any event, such notice shall 
be sufficiently given, and shall be deemed given, to Holders if in writing and mailed, first-class postage prepaid, to each Holder 
affected by such event, at the address of such Holder as it appears in the Security Register, not later than the latest date, and not earlier 
than the earliest date, if any. prescribed for the giving of such notice. 

In case by reason of the suspension of regular mail service or by reason of any other cause it shall be impracticable to give such 
notice to Holders by mail, then such notification as shall be made with the approval of the Trustee shall constitute a sufficient 
notification for every purpose hereunder. In any case where notice to Holders is given by mail, neither the failure to mail such notice, 
nor any defect in any notice so mailed, to any particular Holder shall affect the sufficiency of such notice with respect to other 
Molders. 

Any notice required by this Indenture may be waived in writing by the Person entitled to receive such notice, either before or after 
the event otherwise to be specified therein, and such waiver shall be the equivalent of such notice. Waivers of notice by Holders shall 
be filed with the Trustee, but such filing shall not be a condition precedent to the validity of any action taken in reliance upon such 
waiver. 

SECTION 1.09. CONFLICT WITH TRUST INDENTURE ACT. 

If any provision of this Indenture limits, qualifies or conflicts with another provision hereof which is required or deemed to be 
included in  this Indenture by, or is otherwise governed 
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by, any provision of the Trust Indenture Act, such other provision shall control; and if any provision hereof otherwise conflicts with 
the Trust Indenture Act, the Trust Indenture Act shall control unless othetwise provided as contemplated by Section 3.01 with respect 
to any series of Securities. 

SECTION 1.10. EFFECT OF HEADINGS AND TABLE OF CONTENTS. 

The Article and Section headings in this Indenture and the Table of Contents are for convenience only and shall not affect the 
construction hereof. 

SECTION 1.11. SUCCESSORS AND ASSIGNS. 

All covenants and agreements in this Indenture by the Company and Trustee shall bind their respective successors and assigns, 
whether so expressed or not. 

SECTION 1.12. SEPARABILITY CLAIJSE. 

In case any provision in this Indenture or the Securities shall be held to be invalid, illegal or unenforceable, the validity, legality 
and enforceability of the remaining provisions shall not in any way be af’rected or impaired thereby. 

SECTION 1.13. BENEFITS OF INDENTURE. 

Nothing in  this Indenture or the Securities, express or implied, shall give to any Person, other than the parties hereto, their 
successors hereunder and the Holders of any Outstanding Securities, any benefit or any legal or equitable right, remedy or claim under 
this Indenture. 

SECTION 1.14. GOVERNING LAW. 

the extent that the Trust Indenture Act shall be applicable, and (b) that the rights, duties, obligations. privileges, immunities and 
standard of care of the Trustee shall be governed by the laws ofthe State ofNew York. 

This Indenture and the Securities shall be governed by and construed in accordance with the laws ofthe State ofOhio, except (a) to 

SECTION 1.15. LEGAL HOLIDAYS. 

In any case where any Interest Payment Date, Redemption Date or Stated Maturity of any Security shall not be a Business Day at 
any Place of Payment, then (notwithstanding any other provision of this Indenture or of the Securities other than a provision in 
Securities of any series, or any Tranche thereof, or in the indenture supplemental hereto, Board Resolution or Officer’s Certificate 
which establishes the terms ofthe Securities of such series or Tranche, which specifically states that such provision shall apply in lieu 
of this Section) payment of interest or principal and premium, if any, need not be made at such Place of Payment on such date, but 
may be made on the next succeeding Business Day at such Place of Payment with the same force and effect as if made on the Interest 
Payment Date, Redemption Date, or Stated Maturity, and, if such payment is made or duly provided for on such Business Day, no 
interest shall accrue on the amount so payable for the period fi-om and after such Interest Payment Date. Redemption Date or Stated 
Maturity, as the case may be, to such Business Day. 
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SECTION 1.16. INVESTMENT OF CASH HELD BY TRUSTEE. 

Any cash held by the Trustee or any Paying Agent under any provision of this Indenture shall, except as otherwise provided in 
Section 17.06 or in Article Eight, at the request of the Company evidenced by Company Order, be invested or reinvested in 
Investment Securitics designated by the Company (such Company Order to contain a representation to the effect that the securities 
designated therein constitute Investment Securities), and any interest on such Investment Securities shall be promptly paid over to the 
Company as received free and clear of any Lien. Such Investment Securities shall be held subject to the same provisions hereof as the 
cash used to purchase the same, but upon a like request ofthe Company shall be sold, in whole or in  designated part, and the proceeds 
of such sale shall be held subject to the same provisions hereof as the cash used to purchase the Investment Securities so sold. If the 
cash used to purchase such Investment Securities was being held as part of'the Mortgaged Ptoperty, then such Investment Securities 
and proceeds shall also be held as part of the Mortgaged Property. If such sale shall produce a net sum less than the cost of the 
Investment Securities so sold, the Company shall pay to the Trustee or any such Paying Agent, as the case may be, such amount in 
cash as, together with the net proceeds from such sale, shall equal the cost of the Investment Securities so sold, and if such sale shall 
produce a net sum greater than the cost of the Investment Securities so sold, the Trustee or any such Paying Agent, as the case may be, 
shall promptly pay over to the Company an amount in cash equal to such excess, free and clear of any Lien. In  no event shall the 
Trustee be liable for any loss incurred in connection with the sale of any Investment Security pursuant to this Section. 

any gain upon the sale thereof shall be held as part of the Mortgaged Property until such Event of Default shall have been cured or 
waived, whereupon such interest and gain shall be promptly paid over to the Company fkee and clear of any Lien. 

Notwithstanding the foregoing, if an Event of Default shall have occurred and be continuing, interest on Investment Securities and 

SECTION 1.17. FORCE MAJEURE. 

out of or caused by, directly or indirectly, forces beyond its control, including, without limitation, strikes, work stoppages, accidents, 
acts ofwar or terrorism, civil or military disturbances, nuclear or natural catastrophes or acts of God, and interruptions, loss or 
malfunctions ofutilities, communications or computer (software and hardware) services; it being understood that the Trustee shall use 
reasonable efforts which are consistent with accepted practices in the banking industry to resume performance as soon as practicable 
under the circumstances. 

In no event shall the Trustee be responsible or liable for any failure or delay in the performance of its obligations hereunder arising 

-32- 

Source: Duke Energy Ohio, In, 8-K, March 24, 2009 



SECTION 1.18. WAIVER OF JURY TRIAL. 

EACH OF THE COMPANY AND THE TRUSTEE HEREBY IRREVOCABLY WAIVES, TO THE FULLEST EXTENT 
PERMITTED BY APPLICABLE LAW, ANY AND ALL RIGHT TO TRIAL BY JURY IN ANY LEGAL PROCEEDING ARISING 
OUT OF OR RELATING TO THIS INDENTIJRE, THE SECURITIES OR TIHE TRANSACTIONS CONTEMPLATED HEREBY 
OR THEREBY. 

[END OF ARTICL,E ONE] 
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ARTICLE TWO. 

SECURITY FORMS 

SECTION 2.01. FORMS GENERALLY. 

hereto establishing such series or in a Board Resolution establishing such series, or i n  an Ofiicer’s Certificate pursuant to such a 
supplemental indenture or Board Resolution, or with respect to the Bonds of Series Due 2019, in substantially the form set forth in 
Section 4.10, in each case with such appropriate insertions, omissions, substitutions and other variations as are required or permitted 
by this Indenture, and may have such letters, numbers or other marks of identification and such notations, legends or endorsements 
placed thereon as may be required to comply with applicable law. the rules of any securities exchange or depository, including The 
Depositoiy Trust Company, or other clearing corporation or securities intermediary, automated quotation system, agreements to which 
the Company is subject, or usage, or as may, consistently herewith, be determined by the officers executing such Securities, as 
evidenced by their execution thereof. I f  the form or forms of Securities of any series are established in a Board Resolution or in an 
Officer’s Certificate pursuant to a supplemental indenture or a Board Resolution, such Board Resolution and Officer’s Certificate. if 
any, shall be delivered to the Trustee at or prior to the delivery of the Company Order contemplated by Section 3.03 for the 
authentication and delivery of such Securities. 

Unless otheiwise specified as contemplated by Section 3.01, the Securities of each series shall be issuable in registeied form 
without coupons. The definitive Securities shall be produced in such manner as shall be determined by the officers executing such 
Securities, as evidenced by their execution thereof. 

The definitive Securities of each series shall be in  substantially the form or forms thereof established in the indenture supplemental 

SECTION 2.02. FORM OF TRUSTEE’S CERTIFICATE OF AUTHENTICATION. 

The Trustee’s certificate of authentication shall be in substantially the form set forth below: 

This is one of the Securities of the series designated therein referred to in the within-mentioned Indenture. 

THE BANK OF NEW YORK MELLON TRlJST 
COMPANY, N.A., as Trustee 

By : 
Authorized Signatory 

[END OF ARTICLE TWO] 
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ARTICLE THREE. 

THE SECURITIES 

SECTION 3.01. AMOUNT UNLIMITED; ISSUABLE IN SERIES. 

The aggregate principal amount of Securities which may be authenticated and delivered under this Indenture is unlimited. 

The Securities may be issued in one or more series. Sub,ject to tlie second to last paragraph of this Section and except with respect 
to the Bonds of Series Due 2019, prior to the authentication and delivery of Securities of any series there shall be established by 
specification in a supplemental indenture or i n  a Board Resolution or in an Officer’s Certificate pursuant to a supplemental indenture 
or a Board Resolution: 

(a) the title of the Securities of such series (which shall distinguish the Securities of such series from Securities of all other series); 

(b) any limit upon the aggregate principal amount of the Securities of such series which may be authenticated and delivered under 
this Indenture (except for Securities authenticated and delivered upon registration of transfer of, or in  exchange for, or in lieu of, other 
Securities ofsuch series pursuant to Section 3.04, 3.05, 3.06, 5.06 or 13.06 and except for any Securities which, pursuant to 
Section 3.03, are deemed never to have been authenticated and delivered hereunder); 

(c) the Person or Persons (without specific ident,ification) to whom any interest on Securities of such series, or any Tranche thereof, 
shall be payable, if other than the Person in  whose name that Security (or one or more Predecessor Securities) is registered at the close 
of business on the Regular Record Date for such interest; 

(d) the date or dates on which the principal of the Securities of such series or any Tranche thereof, is payable or any formulary or 
other method or other means by which such date or dates shall be determined, by reference to an index or other fact or event 
ascertainable outside of this Indenture or othetwise (without regard to any provisions for redemption, prepayment, acceleration, 
purchase or extension); and the right, iiany, to extend the Maturity of the Securities of such series, or any Tranche thereof, and the 
duration of any such extension; 

(e) tlie rate or rates at wliicli the Securities of such series, or any Tranche thereof, sliall bear interest, if any (including the rate or 
rates at which overdue principal shall bear interest after Maturity if different from the rate or rates at which such Securities shall bear 
interest prior to Maturity, and, if applicable, the rate or rates at which overdue premium or interest shall bear interest, i f  any), or any 
formulary or other method or other means by which such rate or rates shall be determined by reference to an index or other fact or 
event ascertainable outside ofthis Indenture or otherwise, the date or dates from which such interest shall accrue; the Interest Payment 
Dates and the Regular Record Dates, if any, for the interest payable on such Securities on any Interest Payment Date; and the basis of 
computation of interest, if other than as provided in Section 3.10; and the right, if any, to extend the interest payment periods and the 
duration of any such extension; 
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(0 the place or places at which and/or methods (if other than as provided elsewhere in this Indenture) by which (i) the principal of 
and premium, if any, and interest, if any, on Securities of such series, or any Tranche thereof, shall be payable, (ii) registration of 
transfer of Securities of such series, or any Tranche thereof, may be effected, (iii) exchanges of Securities of such series, or any 
Tranche thereof, may be effected and (iv) notices and demands to or upon the Company in respect of the Securities of such series, or 
any Tranche thereof, and this Indenture may be served; the Security Registrar and any Paying Agent or Agents for such series or 
Tranche, if other than the Trustee; and, if such is the case and if administratively acceptable to the Trustee, that the principal of such 
Securities shall be payable without the presentment or surrender thereof; 

which the Securities of such series, or any Tranche thereof, may be redeemed, in whole or in part, at the option of the Company and 
any restrictions on such redemptions; including but not liniited to a restriction on a partial redemption by the Company of the 
Securities of any series, or any Tranche thereof, resulting in delisting of such Securities from any national exchange; 

(h) the obligation or obligations, if any, of the Company to redeem or purchase or repay the Securities of such series, or any 
Tranche thereof, pursuant to any sinking fund or other mandatory redemption provisions or at the option of a Holder thereof and the 
period or periods within which or the date or dates on which, the price or prices at which and the terms and conditions upon which 
such Securities shall be redeemed or purchased or repaid, in whole or in part, pursuant to such obligation and applicable exceptions to 
the requirements of Section 5.04 in the case of mandatory redemption or redemption or repayment at the option of the Holder; 

(i) the denominations in which Securities of such series, or any Tranche thereof, shall be issuable if other than denominations of 
One Thousand Dollars ($1,000) and any integral multiple thereof; 

(j) if the principal of or premium, if any, or interest, if any, on the Securities of such series, or any Tranche thereof, are to be 
payable, at the election of the Company or a Holder thereof, in  a coin or currency other than that in  which the Securities are stated to 
be payable, the period or periods within which, and the terms and conditions upon which, such election may be made and the manner 
in which the amount of such coin or currency payable is to be determined; 

(k) the currency or currencies, including composite currencies, in which payment of the principal of and premium, if any, and 
interest, if any, on the Securities ofsuch series, or any Tranche thereof, shall be payable (if other than Dollars) and the manner in 
which the equivalent of the principal amount thereof in Dollars is to be determined for any purpose, including for the purpose of 
determining the principal amount deemed to be Outstanding at any time; 

(1) if the principal of or premium, if any, or interest, if any, on the Securities of such series, or any Tranche thereof, are to be 
payable, or are to be payable at the election ofthe Company or a Holder thereof, in securities or other property, the type and amount of 
such securities or other property, or the formulary or other method or other means by which such 

(g) the period or periods within which, or the date or dates on which, the price 0 1  prices at which and the terms and conditions upon 
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amount shall be determined, and the period or periods within which, and the terms and conditions upon which, any such election may 
be made; 

(m) if the amount payable in respect of principal of or premium, if any, or interest, if any, on the Securities of such series, or any 
Tranche thereof. may be determined with reference to an index or other fact or event ascertainable outside this Indenture, the manner 
in which such amounts shall be determined to the extent not established pursuant to clause (e) of this paragraph; 

(n) if other than the entire principal amount thereof, the portion of the principal amount of Securities of such series, or any Tranche 
thereof, which shall be payable upon declaration of acceleration of the Maturity thereof pursuant to Section 9.02; 

(0 )  any Events of Default, in addition to those specified in Section 9.01, and any covenants of the Company for the benefit of the 
Holders of Securities, in addition to those set forth in Article Seven; provided, however, that such supplemental indenture, Board 
Resolution or Officer's Certificate may provide that such additions or exceptions shall only be effective so long as the Securities of 
such series, or one or more Tranches thereof, remain Outstanding: 

(p) the terms, if any, pursuant to which the Securities of such series, or any Tranche thereof, may be converted into or exchanged 
for shares of capital stock or other securities of the Company or any other Person; 

(9) the obligations or instruments, if any, which shall be considered to be Eligible Obligations in respect of the Securities of such 
series, or any Tranche thereof, denominated in a currency other than Dollars or in a composite currency, whether Eligible Obligations 
include Investment Securities with respect to Securities of such series, and any provisions for satisfaction and discharge of Securities 
of any series, in  addition to those set forth in Article Eight, or any exceptions to those set forth in Article Eight; 

(r) if the Securities of such series, or any Tranche thereof, are to be issued in global form, (i) any limitations on the rights of the 
Holder or Holders of such Securities to transfer or exchange the same or to obtain the registration of transfer thereof, (ii) any 
limitations on the rights of the Holder or I-lolders thereof to obtain certificates therefor in definitive form in lieu of' global form and 
(iii) any other matters incidental to such Securities; 

(s) if the Securities of such series, or any Tranche thereof, are to be issuable as bearer securities, any and all matters incidental 
thereto whicli are not specifically addressed in  a supplemental indenture as contemplated by clause (g) of Section 13.01; 

(t) to the extent not established pursuant to clause (r) of this paragraph, any limitations on the rights ofthe Holders of the Securities 
of such Series, or any Tranche thereof, to transfer or exchange such Securities or to obtain the registration of transfer thereot and if a 
service charge will be made for the registration of transfer or exchange of Securities of such series, or any Tranche thereof, the amount 
or terms thereof; 

(u) any exceptions to Section 1.15. or variation in the definition of Business Day, with respect to the Securities of such series, or 
any Tranche thereof; and 
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(v) any other terms of the Securities of such series, or any Tranche thereof, that the Company may elect to specify. 

With respect to Securities of a series subject to a Periodic Offering, the indenture supplemental hereto or the Board Resolution 
which establishes such series, or the Officer’s Certificate pursuant to such supplemental indenture or Board Resolution, as the case 
may be, may provide general terms or parameters for Securities of such series and provide either that the specific terms of Securities 
of such series, or any Tranche thereof, shall be specified in a Company Order or that such terms shall be determined by the Company 
or its agents in accordance with procedures specified in a Company Order as contemplated in clause (b) of Section i .03. 

IJnless othetwise provided with respect to a series of Securities as contemplated in Section 3.01(b), without the consent of any 
Holder, the aggregate principal amount of a series of Securities, including the Bonds of Series Due 2019, may be increased and 
additional Securities of such series may be issued up to the maximum aggregate principal amount authorized with respect to such 
series as increased, provided that such additional Securities of such series are fungible with the previously issued Securities of such 
series for Federal income tax purposes. 

SECTION 3.02. DENOMINATIONS. 

Securities of each series shall be issuable in denominations of One Thousand Dollars ($1,000) and any integral multiple thereof. 
‘CJnless otheiwise provided as contemplated by Section 3.01 with respect to any series of Securities, or any Tranche thereof, the 

SECTION 3.03. EXECUTION, AUTHENTICATION, DELIVERY AND DATING. 

IJnless othetwise provided as contemplated by Section 3.01 with respect to any series of Securities or any Tranche thereof, the 
Securities shall be executed on behalf of the Company by an Authorized Officer, and may (but need not) have the corporate seal of the 
Company affixed thereto or reproduced thereon attested by any other Authorized Officer or by the Secretary or an Assistant Secretary 
of the Company. The signature of any or all of these officers on the Securities may be manual or facsimile. 

Securities bearing the manual or facsimile signatures of individuals who were at the time of execution Authorized Officers or the 
Secretary or an Assistant Secretary of the Company shall bind the Company, notwithstanding that such individuals or any of them 
have ceased to hold such offices prior to the authentication and delivery of such Securities or did not hold such offices at the date of 
such Securities. 

The Trustee shall authenticate and deliver Securities of a series for original issue, at one time or from time to time in accordance 
with the Company Order referred to below, upon receipt by the Trustee of: 

(a) the instrument or instruments establishing the form or forms and terms of the Securities of such series, as provided in 
Sections 2.01 and 3.01; 
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(b) a Company Order requesting the authentication and delivery of such Securities and, to the extent that the terms of such 
Securities shall not have been established in an indenture supplemental hereto or in  a Board Resolution, or in an Officer’s Certificate 
pursuant to a supplemental indenture or Board Resolution, all as contemplated by Section 3.01, or pursuant to Article Four, either 
(i) establishing such terms or (ii) in the case of Securities of a series subject to a Periodic Offering, specifying procedures, acceptable 
to the Trustee, by which such terms are to be established (which procedures may provide, to the extent acceptable to the Trustee, for 
authentication and delivery pursuant to oral or electronic instructions from the Company or any agent or agents thereof, which oral 
instructions are to be promptly confirmed electronically or in writing), in either case in accordance with the instrument or instruments 
establishing the terms of the Securities of such series delivered pursuant to clause (a) above: 

(c) any opinions, certificates, documents and instruments required by Article Sixteen; 

(d) Securities of such series, each executed on behalf of the Company by an Authorized Officer of the Company; 

(e) an Officer’s Certificate (i) which shall comply with the requirements of Section 1.04 of this Indenture and (ii) which states that 

( f )  an Opinion of Counsel which shall comply with the requirements of Section 1.04 of this Indenture and that states that: 

with the provisions of this Indenture; 

provisions of this Indenture; and 

in  the manner and subject to any conditions specified in such Opinion of Counsel, such Securities will have been duly issued under 
this Indenture and will constitute valid and legally binding obligations ofthe Company, entitled to the benefits provided by this 
Indenture, and enforceable in accordance with their terms, subject, as to enforcement, to laws relating to or affecting generally the 
enforcement of mortgagees’ and other creditors’ rights, including, without limitation, bankruptcy, insolvency, reorganization, 
receivership, moratorium and other laws affecting the rights and remedies of creditors and mortgagees generally and general 
principles of equity (regardless of whether such enforceability is considered in a proceeding in equity or at law); 

provided, however, that, with respect to Securities of a series subject to a Periodic Offering, the Trustee shall be entitled to receive 
such Opinion of Counsel only once at or prior to the time of the first authentication and delivery of Securities of such series and that in 
lieu ofthe opinions described in clauses (ii) and (iii) above such Opinion of Counsel may, alternatively, state, respectively, 
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(x) that, when the terms of such Securities shall have been established pursuant to a Company Order or Orders, or pursuant to such 
procedures as may be specified fiom time to time by a Company Order or Orders, all as contemplated by and in accordance with the 
instrument or instruments delivered pursuant to clause (a) above, such terms will have been duly authorized by the Company and will 
have been established in conformity with the provisions of this Indenture; and 

(y) that, such Securities, when ( I )  executed by the Company, ( 2 )  authenticated and delivered by the Trustee in accordance with this 
Indenture, (3) issued and delivered by the Company and (4) paid for, all as contemplated by and i n  accordance with the aforesaid 
Company Order or Orders, as the case may be, will have been duly issued under this Indenture and will constitute valid and legally 
binding obligations of the Company, entitled to the benefits provided by the Indenture, and enforceable in accordance with their terms, 
subject, as to enforcement, to laws relating to or affecting generally the enforcement of mortgagees’ and other creditors’ rights, 
including, without limitation, bankruptcy, insolvency, reorganization, receivership, moratorium and other laws affecting the rights and 
remedies of creditors and mortgagees generally and general principles of equity (regardless of whether such enforceability is 
considered in a proceeding in equity or at law). 

With respect to Securities o f a  series subject to a Periodic Offering, the Trustee may conclusively rely, as to the authorization by 
the Company of any of such Securities, the forms and terms thereof and the legality, validity, binding effect and enforceability thereof; 
and compliance of the authentication and delivery thereof with the terms and conditions of this Indenture, upon the Opinion of 
Counsel and other documents delivered pursuant to Sections 2.01 arid 3.01 and this Section, as applicable, at or prior to the time of the 
first authentication of Securities of such series, unless and until such opinion or other documents have been superseded or revoked or 
expire by their terms. In  connection with the authentication and delivery of Securities of a series, pursuant to a Periodic Offering, the 
Trustee shall be entitled to assume that the Company’s instructions to authenticate and deliver such Securities do not violate any 
applicable law or any applicable rule, regulation or order of any Governmental Authority having jurisdiction over the Company. 

l f the  forms or terms of the Securities of any series have been established by or pursuant to a Board Resolution or an Officer’s 
Certificate as permitted by Sections 2.01 or 3.01, the Trustee shall not be required to authenticate such Securities if the issuance of 
such Securities pursuant to this Indenture will affect the Trustee’s own rights, duties or immunities under the Securities and this 
Indenture or otherwise in  a manner which is not reasonably acceptable to the Trustee. 

Security shall be dated the date of its authentication. 

Security shall be entitled to any benefit under this Indenture or be valid or obligatory for any purpose unless there appears on such 
Security a certificate of authentication substantially in the form provided for herein executed by the Trustee or its agent by manual 
signature of an authorized signatory thereof, and such certificate upon any 

Except as otherwise specified as contemplated by Section 3.01 with respect to any series of Securities, or any Tranche thereof, each 

Except as othetwise specified as contemplated by Section 3.01 with respect to any series of Securities, or any Tranche tliereof, no 
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Security shall be conclusive evidence, and the only cvidence, that such Security has been duly authenticated and delivered hereunder 
and is entitled to the benefits of this Indenture. Notwithstanding the foregoing, if any Security shall have been authenticated and 
delivered hereunder to the Company, or any Person acting on its behalf, but shall never have been issued and sold by the Company, 
and the Company shall deliver such Security to the Trustee for cancellation as provided in Section 3.09 together with a written 
statement (which need not comply with Section 1.04 and need not be accompanied by an Opinion of Counsel) stating that such 
Security has never been issued and sold by the Company, for all purposes of this Indenture such Security shall be deemed never to 
have been authenticated and delivered hereunder and shall never be entitled to the benefits hereof. 

SECTION 3.04. GLJOBAL OR TEMPORARY SECURITIES. 

The Company may issue some or all ofthe Securities in temporary or permanent global form. The Company may issue a global 
Security only to a depositoty, including The Depositoty Tritst Company, or other clearing corporation or securities intermediary, or its 
nominee. A depository or its nominee may transfer a Security in global form only to the depository, a nominee of a depositoty or to a 
successor depository, but upon request of such depository, the Company shall deliver non-global Securities in exchange for global 
Securities. A global Security shall represent the amount of Securities specified in the global Security. A global Security may have 
variations that the depositoty requires or that the Company considers appropriate for such a Security, including grids for increasing or 
decreasing the principal amount of such Security. Beneficial owners of part or all of a global Security are subject to the rules of the 
depository as in effect from time to time. The Company, the Trustee and any Registrar and any Paying Agent shall not be responsible 
for any acts or omissions o f a  depository, for any depository records of beneficial ownership interests or for any transactions between 
the depository and beneficial owners. 

LJntiI definitive Securities are ready for dclivety, the Company may use teniporaty Securities. Temporary Securities shall be 
substantially in the form of definitive Securities but may have variations that the Company considers appropriate for temporary 
Securities. Without unreasonable delay, the Company shall deliver definitive Securities in exchange for temporary Securities. IlntiI 
exchanged i n  full as hereinabove provided, temporary Securities shall i n  all respects be entitled to the same benefits under this 
Indenture as definitive Securities of the same series and Tranche and of like tenor authenticated and delivered hereunder. 

SECTION 3*05. REGISTRATION, REGISTRATION OF TRANSFER AND EXCHANGE. 

The Company shall cause to be kept in an office designated pursuant to Section 7.02, with respect to the Securities of each series, a 
register (all registers kept i n  accordance with this Section being collectively referred to as the “Security Register”) in which, subject to 
such reasonable regulations as it may prescribe, the Company shall provide for the registration of Securities of such series, or any 
Tranche thereof, and the registration of transfer thereof. The Company shall designate one Person to maintain the Security Register for 
the Securities of each series, and such Person is referred to herein, with respect to such series, as the “Security Registrar.” Unless 
othetwise provided as contemplated by Section 3.01, the Trustee shall be the 
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Security Registrar for all series of Securities. Anything herein to the contrary notwithstanding, the Company may designate one of its 
ofices as an office in which the register with respect to the Securities of a series shall be maintained, and the Company may designate 
itself the Security Registrar with respect to one or more set ies of Securities. The Security Register shall be open for inspection by the 
Trustee and the Company at all reasonable times. 

Except as otherwise specified as contemplated by Section 3.01 with respect to the Securities of any series, or any Tranche thereof, 
upon surrender for registration of transfer of any Security of such series or Tranche at the office or agency of the Company maintained 
pursuant to Section 7.02 in a Place ofpayment for such series or Tranche, the Company shall execute, and the Trustee shall 
authenticate and deliver, in the name of the designated transferee or transferees, one or more new Securities of the same series and 
Tranche, of authorized denominations and of like tenor and aggregate principal amount. 

any Security of such series or Tranche may be exchanged at the option of the Holder for one or more new Securities of the same series 
and Tranche, of authorized denominations and of like tenor and aggregate principal amount, upon surrender of the Securities to be 
exchanged at any such officc or agency. Whenever any Securities are so surrendered for exchange, the Company shall execute, and 
the Trustee shall authenticate and deliver, the Securities. which the Holder making the exchange is entitled to receive. 

All Securities delivered upon any registration of transfer or exchange of Securities shall be valid obligations of the Company, 
evidencing the same obligation, and entitled to the same benefits under this Indenture, as the Securities surrendered upon such 
registration of transfer or exchange. 

Every Security presented or surrendered for registration of transfer or for exchange shall (if so required by the Company, the 
Trustee or the Security Registrar) be duly endorsed or shall be accompanied by a written instrument of transfer in  form satisfactory to 
the Company, the Trustee or the Security Registrar, as the case may be, duly executed by the Holder thereof or his attorney duly 
authorized in writing. 

Unless othetwise specified as contemplated by Section 3.01, with respect to Securities of any series, or any Tranche thereof, no 
service charge shall be made for any registration of transfer or exchange of Securities, but the Company may require payment of a 
sum sufficient to cover any tax or other governmental charge that may be imposed in connection with any registration of transfer or 
exchange of Securities, other than exchanges pursuant to Sections 3.04, 5.06 or 13.06 not involving any transfer. 

The Company shall not be required to execute or to provide for the registration of transfer of or the exchange of (a) Securities of 
any seiies, or any Tranche thereof, during a period of 15 days immediately preceding the date notice is to be given identitjing the 
serial numbers of the Securities of such series or Tranche called for redemption, or (b) any Security so selected for redemption in 
whole or in part, except the unredeemed portion of any Security being redeemed i n  part. 

Except as otherwise specified as contemplated by Section 3.01 with respect to the Securities of any series, or any Tranche thereof, 
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SECTION 3.06. MUTILATED, DESTROYED, LOST AND STOLEN SECURITIES. 

exchange therefor a new Security of the same series and Tranche, and of like tenor and principal amount, bearing a number not 
contemporaneously outstanding. 

If there shall be delivered to the Company and the Trustee (a) evidence to their satisfaction of the ownership of and the destruction, 
loss or theft of any Security and (b) such security or indemnity as may be reasonably required by them to save each of them and any 
agent of any of them harmless, then, in the absence of notice to the Company or the Trustee that such Security has been acquired by a 
bona fide purchaser, the Company shall execute and the Trustee shall authenticate and deliver, iii lieu of any such destroyed, lost or 
stolen Security, a new Security of the same series and Tranche, and of like tenor and principal amount, bearing a number not 
contemporaneously outstanding. 

and payable, the Company in its discretion may, instead of issuing a new Security, pay such Security. 

tax or other governmental charge that may be imposed in relation thereto and any other reasonable expenses (including the fees and 
expenses of the Trustee) in connection therewith. 

original additional contractual obligation ofthe Company, whether or not the destroyed, lost or stolen Security shall be at any time 
enforceable by anyone other than the Nolder of such new Security, and any such new Security shall be entitled to all the benefits of 
this Indenture equally and proportionately with any and all other Securities of such series duly issued hereunder. 

The provisions ofthis Section are exclusive and shall preclude (to the extent lawful) all other rights and remedies with respect to 
the replacement or payment ofmutilated, destroyed, lost or stolen Securities. 

If any mutilated Security is surrendered to the Trustee, the Company shall execute and the Trustee shall authenticate arid deliver in 

Notwithstanding the foregoing, in case any such mutilated, destroyed, lost or stolen Security has become or is about to become due 

IJpon the issuance of any new Security under this Section, the Company may require the payment of a sum sufficient to cover any 

Every new Security of any series issued pursuant to this Section in lieu of any destroyed, lost or stolen Security shall constitute an 

SECTION 3.07. PAYMENT OF INTEREST; INTEREST RIGHTS PRESERVED. 

Unless otheiwise specified as contemplated by Section 3.01 with respect to the Securities ofany series, or any Tranche thereof, 
interest on any Security which is payable, and is punctually paid or duly provided for, on any Interest Payment Date shall be paid to 
the Person in  whose name that Security (or one or more Predecessor Securities) is registered at the close of business on the Regular 
Record Date for such interest. 

Any interest on any Security of any series which is payable, but is not punctually paid or duly provided for, on any Interest 
Payment Date (herein called "Defaulted Interest") shall forthwith cease to be payable to the Holder on the related Regular Record 
Date by virtue of 
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having been such Holder, and such Defaulted Interest may be paid by the Company, at its election, as provided in clause (a) or 
(b) below: 

(a) The Company may elect to make payment of any Defaulted Interest to the Persons in whose names the Securities of such series 
(or their respective Predecessor Securities) are registered at the close of business on a date (a “Special Record Date”) for the payment 
of such Defaulted Interest, which shall be fixed i n  the following manner. The Company shall notify the Trustee in writing of the 
amount of Defaulted Interest proposed to be paid on each Security of such series and the date of the proposed payment, and at the 
same time the Company shall deposit with the Trustee an amount of money equal to the aggregate amount proposed to be paid in 
respect ofsuch Defaulted Interest or shall make arrangements satisfactory to the Trustee for such deposit prior to the date of the 
proposed payment, such money when deposited to be held i n  trust (and at the request of the Company, invested or reinvested in 
Government Obligations designated by the Company and maturing on or before the Special Record Date fixed by the Trustee, any 
interest accruing on such Government Obligations to be promptly paid over to the Company free and clear of any Lien) for the benefit 
of the Persons entitled to such Defaulted Interest as i n  this clause provided. Theteupon the Trustee shall fix a Special Record Date for 
the payment ofsuch Defaulted Interest which shall be not more than 1.5 days and not less than 10 days prior to the date of the 
proposed payment and not less than 10 days after the receipt by the Trustee ofthe notice of the proposed payment. The Trustee shall 
promptly notify the Company of such Special Record Date and, in the name and at the expense of the Company shall promptly cause 
notice of the proposed payment of such Defaulted Interest and the Special Record Date therefor to be mailed, first-class postage 
prepaid, to each Holder of Securities of such series at the address of such Holder as it appears in the Security Register, not less than 
10 days prior to such Special Record Date. Notice of the proposed payment of such Defaulted Interest and the Special Record Date 
therefor having been so mailed, such Defaulted Interest shall be paid to the Persons in whose names the Securities of such series (or 
their I espective Predecessor Securities) are registered at the close of business on such Special Record Date. 

(b) The Company may make payment of any Defaulted Interest on the Securities of any series in any other lawful manner not 
inconsistent with the requirements of any securities exchange on which such Securities may be listed, and upon such notice as may be 
required by such exchange, if, after notice given by the Company to the Trustee of the proposed payment pursuant to this clause, such 
manner of payment shall be deemed practicable by the Trustee. 

Sub.ject to the foregoing provisions of this Section and Section 3.05, each Security delivered under this Indenture upon registration 
of transfer of or i n  exchange for or in lieu of any other Security shall carry the rights to interest accrued and unpaid, and to accrue, 
which were carried by such other Security. 

SECTION 3.08. PERSONS DEEMED OWNERS. 

Prior to due presentment of a Security for registration of transfer, the Company, the Trustee and any agent of the Company or the 
Trustee may treat the Person in whose name such Security is registered as the absolute owner of such Security for the purpose of 
receiving payment of principal of and premium, if any, and (subject to Sections 3.05 and 3.07) interest, if any, on such Security and 
for all other purposes whatsoever, whether or not such Security be 
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overdue, and none of the Company, the Trustee or any agent o f  the Company or the Trustee shall be affected by notice to the contrary. 

SECTION 3.09. CANCELLATION. 

All Securities surrendered for payment, redemption, registration of transfer or exchange or for credit against any sinking fund 
payment shall, if surrendered to any Person other than the Security Registrar, be delivered to the Security Registrar and, if not 
theretofore canceled, shall be promptly canceled by the Security Registrar. The Company may at any time deliver to the Security 
Registrar for cancellation any Securities previously authenticated and delivered hereunder which the Company may have acquired in 
any manner whatsoever or which the Company shall not have issued and sold, and all Securities so delivered shall be promptly 
canceled by the Security Registrar. No Securities shall be authenticated in lieu of or in exchange for any Securities canceled as 
provided in this Section, except as expressly permitted by this Indenture. All canceled Securities held by the Security Registrar shall 
be disposed of in accordance with the customary practices of the Security Registrar at the time in effect. and the Security Registrar 
shall not be required to destroy any such certificates. The Security Registrar shall promptly deliver a certificate of disposition to the 
Trustee and the Company unless, by a Company Order, similarly delivered, the Company shall direct that canceled Securities be 
returned to it. The Security Registrar shall promptly deliver evidence of any cancellation of a Security in  accordance with this 
Section 3.09 to the Trustee and the Company upon their request therefor. 

SECTION 3.10. COMPUTATION OF INTEREST. 

Except as otherwise specified as contemplated by Section 3.01 for Securities of any series, or Tranche thereof, interest on the 
Securities of each series shall be computed on the basis of a three hundred sixty (360) day year consisting of twelve (12) thirty 
(30) day months, and with respect to any period less than a full month, on the basis of the actual number of days elapsed during such 
period. For example, the interest for a period running from the 15th day of  one month to the 15th day of the next month would be 
calculated on the basis of one 30-day month. 

SECTION 3.11. PAYMENT TO BE IN PROPER CURRENCY. 

In the case of any Security denominated in any currency other than Dollars or in  a composite currency (the “Required Currency”), 
except as otheiwise specified with respect to such Security as contemplated by Section 3.01, the obligation ofthe Company to make 
any payment of the principal thereof, or the premium or interest thereon, shall not be discharged or satisfied by any tender by the 
Company, or recovery by the Trustee, in any currency other than the Required Currency, except to the extent that such tender or 
recovery shall result i n  the Trustee timely holding the full amount of the Required Currency then due and payable. If any such tender 
or recovery is in a currency other than the Required Currency, the Trustee may take such actions as it considers appropriate to 
exchange such currency for the Required Currency. The costs and risks of any such exchange, including without limitation the risks of 
delay and exchange rate fluctuation, shall be borne by the Company, the Company shall remain fidly liable for any shortfall or 
delinquency in the full amount of Required Currency then due and payable, 

-4s- 

Source: Duke Energy Ohio, In, 8-K, March 24, 2009 



and in no circumstances shall the Trustee be liable therefor except in  the case of its negligence or willful misconduct. 

SECTION 3.12. EXTENSION OF INTEREST PAYMENT. 

The Company shall have the right at any time, to extend interest payment periods on all the Securities of any series hereunder, if so 
specified as contemplated by Section 3.01 with respect to such Securities and upon such terms as may be specified as contemplated by 
Section 3.01 with respect to such Securities. 

SECTION 3.13. CUSIPAND ISlN NUMBERS. 

The Company i n  issuing the Securities may use CUSIP, ISIN or other similar numbers (if then generally in use), and, if so, the 
Company, the Trustee or the Security Registrar may use CUSIP, ISIN or such other numbers in notices of redemption as a 
convenience to Holders; provided that any such notice may state that no representation is made as to the correctness of such numbers 
either as printed on the Securities or as contained in any notice of a redemption and that reliance may be placed only on the other 
identification numbers printed on the Securities, in which case none of the Company or, as the case may be, the Trustee or the Security 
Registrar, or any agent of any of them, shall have any liability in respect of any CUSIP, ISlN or other number used on any such notice. 
and any such redemption shall not be affected by any defect in or omission ofsuch numbers. The Company shall promptly noti@ the 
Trustee and Security Registrar of any change in the CUSIP, ISIN or other such number. 

[END OF ARTlCLE THREE] 
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ARTICLE FOUR. 

FIRST MORTGAGE BONDS, 5.45% SERIES DUE APRIL, 1,2019 

SECTION 4.01. CREATION AND DESIGNATION OF BONDS OF SERIES DUE 2019. 

There is hereby created a series of Securities to be issued under and secured by the Indenture, to be designated as “First Mortgage 
Bonds, 5.45% Series, Due April I ,  2019 (herein sometimes referred to as the “Bonds of Series Due 2019”). 

SECTION 4.02. AGGREGATE PRINCIPAL AMOUNT OF BONDS OF SERIES DUE 2019 ISSIJABLE. 

aggregate principal amount of Four Hundred Fifty Million Dollars ($450,000,000) (except for Bonds of Series Due 2019 authenticated 
and delivered upon registration of transfer of, or in exchange for, or in lieu of, other Bonds of Series Due 20 19 pursuant to 
Section 3.04, 3.05, 3.06, 5.06 or 13.06 and except for any Bonds of Series Due 2019 which, pursuant to Section 3.03, are deemed 
never to have been authenticated and delivered hereunder). 

(b) The Bonds of Series Due 2019 in the aggregate principal amount of Four Hundred Fifty Million Dollars ($450,000,000) may at 
any time subsequent to the execution hereof be executed by the Company and delivered to the Trustee and shall be authenticated by 
the Trustee and delivered (either before or after the recording hereof) upon the basis of Property Additions issued and delivered to the 
Trustee for such purpose, pursuant to a Company Order referred to in Section 16.02 of this Indenture and upon receipt by the Trustee 
of the opinions and other documents required by said Section 16.02. 

(a) The principal amount of Bonds of Series Due 2019 which may be authenticated and delivered hereunder is limited to the 

SECTION 4.03. BOOK-ENTRY SYSTEM, 

The following provisions shall apply to the Bonds of Series Due 2019, 

(a) The Bonds of Series Due 2019 shall be issued in fully registered form only. However, except as provided elsewhere in this 
Section, the registered owner of all of the Bonds of Series Due 2019 initially shall be The Depository Trust Company (“DTC”) or its 
nominee, and such Bonds of Series Due 2019 initially shall be registered i n  the name of DTC or its nominee. Payment of the principal 
ofor  interest on Bonds of Series Due 2019 registered in the name of DTC or its nominee shall be made in the manner specified in 
DTC’s rules and by-laws. DTC (and any successor securities depository) and its (or their) participating institutions (collectively 
“Participants”) shall maintain a book-entry registration and transfer system with respect to ownership of beneficial interests it1 the 
Bonds of Series Due 2019 (the “Book-Entry System”). 

(b) The Bonds of Series Due 201 9 initially shall be issued in the form of one or more authenticated, fully registered bonds for such 
series (each a “Global Security”) which (i) need not be in the form of a lithographed or engraved certificate, but may be typewritten or 
printed on ordinaty paper or such paper as the Trustee may reasonably request, (ii) shall represent and be 
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denominated in  an amount equal to 100% of the aggregate principal amount of the Bonds of Series Due 2019 issued under this 
Indenture, (iii) shall be executed by the Company and authenticated by the Tiustee in  accordance with the provisions of this Indenture, 
(iv) shall be registered in the name of DTC or its nominee, and delivered to DTC or its nominee or a custodian therefor, and (v) shall 
contain the following legend on the face thereof: 

Unless this certificate is presented by an authorized representative of The Depository Trust Company, a New York corporation 
(“DTC”), to issuer or its agent for registration of transfer. exchange or payment. and any certificate issued is registered i n  the 
name of Cede & Co. or in such other name as is requested by an authorized representative of DTC (and any payment is made to 
Cede & Co. or to such other entity as is requested by an authorized representative of DTC), ANY TRANSFER, PLEDGE OR 
OTHER USE HEREOF FOR VALUE OR OTHERWISE BY OR TO ANY PERSON IS WRONGFUL inasmuch as the 
registered holder hereof, Cede & Co., has an interest herein. 

Unless and until it is exchanged in whole or in part for Bonds of Series Due 2019 in definitive certificated form, each Global 
Security representing the Bonds of Series Due 2019 may not be transferred except as a whole by DTC to a nominee of DTC or by a 
nominee of DTC to DTC or another nominee of DTC or by DTC or any such nominee to a successor securities depositoty or a 
nominee of any such successor securities depository. 

(c) The Trustee and the Company may treat DTC or its nominee, or any successor securities depository or nominee thereof 
(collectively, the “Depository”) as the sole and exclusive owner of the Bonds of Series Due 2019, registered in its name for the 
purposes of payment ofthe principal or redemption price ofor  interest on the Bonds of Series Due 2019, giving any notice permitted 
or required to be given to Holders of the Bonds of Series Due 20 19, under this Indenture, registering the transfer of the Bonds of 
Series Due 2019, obtaining any consent or other action to be taken by Holders of the Bonds of Series Due 2019, and for all other 
purposes whatsoever and neither the Trustee nor the Company shall be affected by any notice to the contrary. Neither the Company 
nor the Trustee nor any Security Registrar nor any Paying Agent shall have any responsibility or obligation to any Participant. any 
Person claiming a beneficial ownership interest in the Bonds of Series Due 2019 under or through the Depository or any Participant, 
or any other Person which is not shown on the Security Register as being a Holder of the Bonds of Series Due 2019 with respect to 
(i) the accuracy of any records maintained by the Depository or any Participant; (ii) the payment by the Depository to any Participant 
of any amount in respect ofthe principal or Redemption Price of or interest on the Bonds of Series Due 2019; (iii) the payment by any 
Participant to any owner o f a  beneficial ownership interest in the Bonds of Series Due 2019, in respect of the principal or Redemption 
Price of or interest on the Bonds of Series Due 2019 or (iv) any consent or other action taken by the Depository as owner of the Bonds 
of Series Due 2019. The Trustee shall pay all principal or Redemption Price of and interest on the Bonds of Series Due 2019 only to or 
upon the order of the registered I-Iolder or Holders of the Bonds of Series Due 201 9, as shown on the Security Register, and all such 
payments shall be valid and effective to fully satisfy and discharge the Company’s obligations with respect to the principal or 
Redemption Price of and interest on the Bonds of Series Due 2019, to the extent of the sum or sums so paid. Except as hereinafter 
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provided, no Person other than a Holder of the Bonds of Series Due 201 9, as shown on the Security Register, shall receive an 
authenticated Bond evidencing the obligation of the Company to make payment of the principal or Redemption Price of and interest 
on the Bonds of Series Due 2019, pursuant to this Indenture. Upon delivery by DTC to the Trustee ofwritten notice to the effect that 
DTC has determined to substitute a new nominee for Cede & Co, and subject to the provisions of this Indenture, the word “Cede & 
Co.”, as used in this Indenture, shall refet to each new nominee of DTC. 

aggregate principal amount of the beneficial interests in the Bonds of Series Due 20 19, as reflected in the books and records of the 
Depository, notify the Trustee, through the Depository or any Participant, that the continuation of the Book-Entry System is no longer 
in the best interests of such holders of beneficial interests i n  the Bonds of sucli Series, then the Trustee shall notify the Depository and 
the Company, and the Depositoty will notify the Participants of the availability through the Depositoiy of definitive Certificated Bonds 
of such Series. In such event, the Company shall execute, and the Trustee, upon receipt of a Company Order, for the authentication 
and delivery of definitive certificated Bonds of Series Due 2019, will authenticate and deliver Bonds of such Series in  definitive 
certificated form, in any authorized denominations, all pursuant to the provisions of this Indenture, to the Person or Persons specified 
to the Trustee in writing by the Depository in the aggregate principal amount of the applicable Global Security or Securities and in 
exchange for such Global Security or Securities. 

(e) If at any time the Depositoiy notifies the Company that it is unwilling or unable to continue as Depository for the Bonds of 
Series Due 2019, or ifat any time the Depository shall no longer be registered as a clearing agency in good standing under the 
Exchange Act or other applicable statute or regulation, the Company may appoint a successor Depository with respect to the Bonds of 
such Series. If a successor Depository for the Bonds of such Series is not appointed by the Company within 90 days after the 
Company receives such notice or becomes aware of such condition, the Company will execute, and the Trustee, upon receipt of a 
Company Order for the authentication and delivety of definitive certificated Bonds of-Series Due 20 19, will authenticate and deliver 
Bonds of such Series in definitive certificated form, i n  any authorized denominations, all pursuant to the provisions of this Indenture, 
to the Person or Persons specified to the Trustee in writing by the Depository in the aggregate principal amount of the applicable 
Global Security or Global Securities and i n  exchange for sucli Global Security or Global Securities. 

(f) The Company may at any time and in its sole discretion and subject to the procedures of the Depository determine that the 
Bonds of Series Due 2019 shall no longer be represented by a Global Security or Global Securities. In such event the Company will 
execute, and the Trustee, upon receipt of a Company Order for the authentication and delivety of definitive certificated Bonds of 
Series Due 2019, will authenticate and deliver Bonds of Series Due 2019 i n  definitive certificated form, in any authorized 
denominations, all pursuant to the provisions of this Indenture. to the Person or Persons specified to the Trustee in writing by the 
Depository in the aggregate principal amount of the Global Security or Global Securities and in exchange for such Global Security or 
Global Securities. 

-49- 

(d) In the event that after the occurrence of an Event of Default that has not been cured or waived, lioldeis o f a  majority in 

Source: Duke Energy Ohio, In, 8-K, March 24, 2009 



(g) Upon the exchange of any Global Security for the Bonds of Series Due 2019 in definitive certificated form, in authorized 

( h )  Whenever the Depository requests the Company and the Trustee to do so, the Trustee and the Company will cooperate with the 

denominations, the Global Security or Global Securities shall be cancelled by the Trustee. 

Depository in taking appropriate action after reasonable notice to ( i )  make available one or more separate Global Securities evidencing 
the Bonds of Series Due 2019 to any Participant having such Bonds of Series Due 2019 credited to its account at the Depository, or 
(ii) arrange for another Depository to maintain custody of the Global Security or Securities evidencing the Bonds of Series Due 201 9. 

(i) In  connection with any notice or other communication to be provided to Holders ofthe Bonds of Series Due 2019 pursuant to 
this Indenture by the Company or the Trustee with respect to any consent or other action to be taken by Holders of such Bonds of 
Series Due 2019, the Company or the Trustee, as the case may be, shall establish a record date for such consent or other action and 
give the Depository notice of such record date not less than 15 calendar days in advance of such record date to the extent possible. 
Such notice to the Depository shall be given only so long as a Depository or its nominee is the sole Holder of the Bonds of Series Due 
2019. 

SECTION 4.04. DATE OF BONDS OF SERIES DUE 2019. 

Each Bond of Series Due 2019 issued prior to the first Interest Payment Date therefor shall be dated as of March 23,2009, and 
othetwise shall be dated as provided in Section 3.03 of this Indenture. 

SECTION 4.05. MATURITY DATES, INTEREST RATES, INTEREST PAYMENT DATES AND REGULAR RECORD 
DATES FOR BONDS OF SERIES DUE 2019. 

All Bonds of Series Due 2019 shall be due and payable on April 1, 2019, and shall bear interest from the date of original issuance 
thereof or the last date to which interest has been paid or duly provided for at the rate of5.45% per annum, payable semi-annually on 
the first day of April and October in each year. comrnencing October I ,  2009 (each such date being an Interest Payment Date for 
Bonds of Series Due 201 9). 

Subject to certain exceptions provided in this Indenture, the interest payable on any Interest Payment Date for Bonds of Series Due 
2019 shall be paid to the Person in whose name a Bond of Series Due 2019 shall be registered at the close of business on the Regular 
Record Date for the Bonds of Series Due 20 19 (as defined in the form of the Bonds of Series Due 201 9 set forth in Section 4. 10) or, in 
the case of any Defaulted Interest therefor, in the manner and to the Person as provided in Section 3.07 of this Indenture. If any 
Interest Payment Date for Bonds of Series Due 2019 should fall on a day that is not a Business Day, then the interest payment shall be 
made on the next succeeding Business Day and no interest shall accrue for the intervening period with respect to the payment so 
deferred. 
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SECTION 4.06. PLACE AND MANNER OF PAYMENT OF BONDS OF SERIES DUE 2019. 

Subject to agreements with or the rules of the Depository or any successor book-entry security system or similar system with 
respect to Global Securities, both the principal of and the interest on the Bonds of Series Due 20 19 shall be payable in any coin or 
currency of the IJnited States ofAmerica which at the time of payment is legal tender for the payment of public and private debts, at 
the office or agency of the Company in Cincinnati, Ohio, or, at the option of the Holder thereof, at the office or agency of the 
Company i n  the Borough of Manhattan, the City of New Yo1 k, Stale ofNew York, except that interest on the Bonds of Series Due 
2019 may be paid, at the option of the Company, by check or draft mailed to the address of the Person entitled thereto as it appears on 
the Security Register. 

SECTION 4.07. DENOMINATIONS AND NUMBERING OF DEFINITIVE BONDS OF SERIES DUE 2019. 

numbered consecutively from “R-I” upward. 
Definitive Bonds of Series Due 2019 shall be issuable in denominations of $2,000 and multiples of $1,000 in excess thereof, 

SECTION 4.08. TEMPORARY BONDS OF SERIES DUE 2019 AND EXCHANGE THEREOF. 

Pursuant to the provisions of Section 3.04 of this Indenture, Bonds of Series Due 2019 may be issued in temporary form, and if 
temporary bonds be issued, the Company shall, with all reasonable dispatch, at its own expense and without charge to the holders of 
the temporary bonds, prepare and execute definitive Bonds of Series Due 2019 and exchange the temporary bonds for such definitive 
bonds in the manner provided for in said Section, provided, however, no presentation or surrender of temporaiy Bonds of Series Due 
2019 shall be necessaiy in order for the Holders entitled to interest thereon to receive such interest. 

SECTION 4.09. REDEMPTION PROVISIONS OF THE BONDS OF SERIES DUE 2019. 

(a) The Bonds of Set ies Due 2019 may be redeemed at the option of the Company, as a whole or in part at any time, at a 
redemption price equal to the greater of ( I )  100% of the principal amount of the Bonds of Series Due 2019 to be redeemed and (2) the 
sum of the present values of the remaining scheduled payments of principal and interest thereon (exclusive of interest accrued to the 
Redemption Date), discounted to the Redemption Date on a semiannual basis (assuming a 360-day year consisting of twelve 30-day 
months) at the Treasury Rate plus 0.40% (40 basis points), plus, in each case, accrued interest to the Redemption Date. For the 
avoidance of doubt, interest that is due and payable on an Interest Payment Date for the Bonds of Series Due 2019 falling on or prior 
to a Redemption Date therefor will be payable on such Interest Payment Date in accordance with the Bonds of Series Due 201 9 and 
this Indenture. The Company shall notify the Trustee of the Redemption Price with respect to any redemption pursuant to this 
paragraph promptly after the calculation thereof. The Trustee shall not be responsible for calculating said Redemption Price. 

(b) For purposes of this Section, except as otheiwise expressly provided or unless the context othelwise requires: 
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“Business Day” means any day other than a day on which banks in New York City are required or authorized to be closed. 

“Comparable Treasury Issue” means the United States Treasury security or secut ities selected by the Quotation Agent as having an 
actual or interpolated maturity comparable to the remaining tet m of the Bonds of Series Due 2019 to be redeemed that would be 
utilized, at the time of selection and in accordance with customary financial practice, in pricing new issues of corporate debt securities 
of a comparable maturity to the temaining term of the Bonds of Series Due 2019. 

“Comparable Treasury Price” means, with respect to any Redemption Date for the Bonds of Series Due 2019, (A) the average of 
the Reference Treasury Dealer Quotations for such Redemption Date, after excluding the highest and lowest such Reference Treasury 
Dealer Quotations, or (B) if the Quotation Agent obtains fewer than four such Reference Treasury Dealer Quotations, the average of 
all such quotations. 

“Quotation Agent” means one of the Reference Treasury Dealers appointed by the Company. 

“Reference Treasury Dealer” means each of Barclays Capital Inc., Deutsche Bank Securities Inc. and UBS Securities LLC, plus 
two other financial institutions appointed by the Company at the time of any redemption or their affiliates which are primary U S .  
Government securities dealers, and their respective successors; provided, however, that if any of the foregoing or their affiliates shall 
cease to be a primary [J.S. Government securities dealer in the United States (a “Primary Treasury Dealer”), the Company shall 
substitute therefor another Primary Treasury Dealer. 

“Reference Treasury Dealer Quotations” means, with respect to each Reference TI easury Dealer and any Redemption Date, the 
average, as determined by the Quotation Agent, of the bid and asked prices for the Comparable Treasury Issue (expressed in each case 
as a percentage of its principal amount) quoted in writing to the Quotation Agent by the Reference Treasury Dealers at 3 3 0  p ~ m ~ ,  New 
York time, on the third Business Day preceding such Redemption Date. 

“Treasury Rate” means, with respect to any Redemption Date, the rate per annum equal to the semiannual equivalent yield to 
maturity or interpolated maturity (on a day count basis) of the Comparable Treasury Issue, assuming a price for the Comparable 
Treasury Issue (expressed as a percentage of its principal amount) equal to the Comparable Treasury Price for such Redemption Date. 

(c) Notice of any redemption by the Company will be mailed at least thirty (30) days but not more than sixty (60) days before any 
Redemption Date to each Holder of Bonds of Series Due 201 9 to be redeemed. I f  less than all the Bonds of Series Due 2019 are to be 
redeemed at the option of the Company, the Trustee shall select, in such manner as it shall deem fair and appropriate, the Bonds of 
Series Due 201 9 to be redeemed in whole or in part. 
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(d) ‘IJnless the Company defaults in payment of the Redemption Price therefor, on and after any Redemption Date therefor, interest 

(e) The Company shall indemnify and hold harmless the Trustee from any and all losses, costs, damages, expenses, fees (including 

will cease to accrue on the Bonds of Series Due 2019 or portions thereof called for redemption. 

reasonable attorneys’ fees), court costs, judgments, penalties, obligations, suits, disbursements and liabilities of any kind or character 
whatsoever which may at any time be imposed upon, incurred by or asserted against the Trustee by reason of or arising out of or 
caused, directly or indirectly, by any act or omission of the Trustee with respect to this Section 4.09, except for such that would arise 
out of the gross negligence, willful misconduct or bad faith of the Trustee and except for costs and expenses arising in the ordinary 
course of the Trustee’s business. 

SECTION 4.10. FORM OF THE BONDS OF SERIES DUE 2019. 

The Bonds of Series Due 2019 and the Trustee’s certificate to be endorsed thereon shall be substantially in the following form: 

[THE REMAINDER OF THIS PAGE HAS BEEN LEFT BLANK INTENTIONAL.LY.] 
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(FORM OF BOND OF SERIES DUE 2019) 

[LJnless this certificate is presented by an authorized representative of The Depository Trust Company, a New York corporation 
(“DTC”), to issuer or its agent for registration of transfer, exchange or payment, and any certificate issued is registered in the name of 
Cede & Co. or in  such other name as is requested by an authorized representative of DTC (and any payment is made to Cede & Co. or 
to such other entity as is requested by an authorized representative of DTC), ANY TRANSFER, PL,EDGE OR OTHER USE 
HEREOF FOR VALIJE OR OTHERWISE BY OR TO ANY PERSON IS WRONGFUL inasmuch as the registered holder hereof, 
Cede & Co., has an interest herein.11 

NO. R- $ 
CIJSIP No: 264428 AA 8 
ISIN: IJS26442EAA82 

DUKE ENERGY OHIO, WC. 

DUEAPRIL 1,2019 

Duke Energy Ohio, Inc., an Ohio corporation (hereinafter called the “Company”), for value received, hereby promises to pay to 

FIRST MORTGAGE BOND, 5.45% SERIES, 

, or registered assigns, the principal sum of Dollars ($ ) on the first day ofApril, 
2019 and to pay interest on said sum from the date hereof or from the most recent date to which interest has been paid or duly 
provided for, until said principal sum is paid or made available for payment, at the rate of 5.45% per annum, payable semi-annually on 
the first day ofApril and October in each year, commencing October 1,  2009 (each such date herein called an ”Interest Payment 
Date”). Both the principal of and the interest on this bond shall be payable in any coin or currency of the IJnited States ofAmerica 
which at the time of payment is legal tender for the payment of public and private debts at the office or agency of the Company in 
Cincinnati, Ohio, or, at the option of the registered owner hereof, at the office or agency of the Company in the Borough of 
Manhattan, the City of New York, State ofNew York, except that interest on this bond may be paid, at the option of the Company, by 
check or draft mailed to the address of the Person entitled thereto as it appears on the Security Register. 

This bond is one of the Securities of the Company issued and to be issued from time to time under and i n  accordance with and all 
secured by a First Mortgage Indenture, dated as of August I ,  1936, from the Company to The Bank of New York Mellon Trust 
Company, N.A., as successor Trustee (which indenture as amended by all supplemental indentures is hereinafter referred to as the 
“Indenture”). Said Trustee or its successor in trust under the Indenture is hereinafter sometimes referred to as the “Trustee.” Reference 
is hereby made to the Indenture for a description of the property mortgaged and pledged and the nature and extent of the security for 
said Securities. Capitalized terms not otherwise defined herein have the meanings specified therefor i n  the Indenture. By the terms of 
the Indenture, the Securities secured thereby are issuable in series which may vary as to date, amount, date ofmaturity, rate of interest 
and in other respects as in the Indenture provided. 

1 This should be included only if the Bonds of Series Due 2019 are being issued i n  global form 
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This bond is one of a series designated as “First Mortgage Bonds, 5.45% Series, Due April 1, 2019” (hereinafter referred to as the 
“Bonds of Series Due 2019”) of the Company issued under and secured by the Indenture and created by a Fortieth Supplemental 
Indenture, dated as of March 23,2009, which Supplemental Indenture also amends and restates in its entirety the Indenture. 

Subject to certain exceptions provided in the Indenture, the interest payable on any Interest Payment Date shall be paid to the 
Person in whose name this bond shall be registered at the close of business on the Regular Record Date (hereinafter defined) or, in the 
case of Defaulted Interest therefot, in  the manner and to the person as provided in the Indenture. If any Interest Payment Date should 
fall on a day that is not a Business Day, then the interest payment shall be made on the next succeeding Business Day and no interest 
shall accrue for the intervening period with respect to the payment so deferred. 

The term “Regular Record Date” shall mean, with respect to any Interest Payment Date for any Bonds of Series Due 2019, the 
close of business on the fifteenth (15th) calendar day next preceding the respective Interest Payment Date (whether or not a Business 
Day): provided, however, that so long as the Bonds of Series Due 2019 are held by a Depository in the form of one or more Global 
Securities, the Regular Record Date with respect to each Interest Payment Date will be the close of business on the Business Day 
before the applicable Interest Payment Date. 

Price equal to the greater of ( I )  100% of the principal amount of the Bonds of Series Due 2019 to be redeemed and (2) the sum of the 
present values of the remaining scheduled payments of principal and interest thereon (exclusive of interest accrued to the Redemption 
Date), discounted to the Redemption Date on a semiannual basis (assuming a 3G0-day year consisting of twelve 30-day months) at the 
Treasury Rate plus 0.40% (40 basis points), plus, in the case of each of clause ( I )  and (2), accrued and unpaid interest, if any, to the 
Redemption Date. For the avoidance of doubt, interest that is due and payable on an Interest Payment Date falling on or prior to a 
Redemption Date therefor will be payable on such Interest Payment Date in accordance with the Bonds of Series Due 2019 and the 
Indenture. 

Notice of any redemption by the Company will be mailed at least thirty (30) days but not more than sixty (GO) days before any 
Redemption Date to each Holder of Bonds of Series Due 201 9 to be redeemed. If less than all the Bonds of Series Due 201 9 are to be 
redeemed at the option of the Company, the Trustee shall select, in such manner as it shall deem fair and appropriate, the Bonds of 
Series Due 2019 to be redeemed.. 

The Bonds of Series Due 20 19 may be redeemed at the option of the Company, as a whole or in  part at any time, at a Redemption 

The Bonds of Series Due 2019 are not otherwise redeemable prior to their maturity. 

I-Jnless the Company defaults in payment of the Redemption Price, on and after any Redemption Date for the Bonds of Series Due 
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In the case of any of certain Events of Default specified in the Indenture, the principal of this bond may be declared or may become 

No recourse shall be had for the payment of the principal of or interest on this bond, or for any claim based hereon, or otherwise in 

due and payable prior to the stated date of maturity hereof i n  the manner and with the effect provided in the Indenture. 

respect hereof or of the Indenture, to or against any incorporator, shareholder, officer or director, past, present or future, of the 
Company or of any predecessor or successor company, either directly or through the Company or such predecessor or successor 
company, under any constitution or statute or rule ot law, or by the enforcement of any assessment or penalty, or otherwise, all such 
liability of incorporators. shareholders, directors and officers being waived and released by the registered owner hereof by the 
acceptance of this bond and being likewise waived and released by the terms ofthe Indenture. 

owner hereof, in person or by an attorney duly authorized. at the Corporate Trust Office ofThe Bank ofNew York Mellon Trust 
Company, N.A., the Trustee, or its successor in trust under the Indenture, or, at the option of the registered owner, at the office or 
agency of the Company in the Botough of Manhattan, the City of New York, State of New York, upon the surrender and cancellation 
of this bond, and upon any such ti ansfer a new registered Security or Securities of the same series and maturity date and for the same 
aggregate principal amount will be issued to the transferee in exchange herefoi. 

The Bonds of Series Due 2019 are issuable in denominations of $2,000 and multiples of $1,000 in  excess thereof. In the manner 
and subject to the limitations provided in the Indenture, Bonds of Series Due 201 9 are excliangeable as between authoiized 
denominations, upon presentation thereof for such purpose by the registered owner, at the Corporate Trust Office of The Bank ofNew 
York Mellon Trust Company, N.A., the Trustee, or its successor in trust under the Indenture, or. at the option of the registered owner. 
at the office or agency of the Company in the Borough of Manhattan, the City of New York, State ofNew Yolk. 

No service charge will be made for any transfer or exchange of this bond, but the Company may require a sum sufticient to cover 
any tax or other governmental charge payable in connection therewith. 

This bond shall not be valid or become obligatory for any purpose unless and until it shall have been authenticated by the execution 
by the Trustee, or its successor in trust under the Indenture, of the certificate endorsed hereon. 

The Bonds of Series Due 2019 are issuable only in  registered form without coupons. This bond is transferable by the registered 

[THE REMAINDER OF THIS PAGE HAS BEEN LEFT BL,ANK INTENTIONALLY.] 
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IN WITNESS WHEREOF, Duke Energy Ohio, Inc. has caused this bond to be executed in its name by the manual or facsimile 
signature of an Authorized Officer. 

Dated as of: 

DUKE ENERGY OHIO, TNC. 

BY 
Authorized Officer 

TRUSTEE’S CERTIFICATE OF AUTHENTICATION 

This is one of the Securities of the series designated therein referred to in the within-mentioned Indenture. 

THE BANK OF NEW YORK MEL,LON TRUST 
COMPANY, N.A.,  AS TRUSTEE 

Authorized Signatory 

E N D  OF ARTICLE FOUR] 
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ARTICLE FIVE. 

REDEMPTION OF SECURITIES 

SECTION 5.01. APPLICABILJTY OF ARTICLE. 

Securities of any series, or any Tranche thereof, which are redeemable before their Stated Maturity shall be redeemable in 
accordance with their terms and (except as otherwise specified as contemplated by Section 3.01 for Securities of such series or 
Tranche) in accordance with this Article. 

SECTION 5.02. ELECTION TO REDEEM; NOTICE TO TRUSTEE. 

The election of the Company to redeem any Securities shall be evidenced by a Board Resolution or an Officer’s Certificate. The 
Company shall, at least 40 days prior to the Redemption Date fixed by the Company (unless a shorter notice shall be satisfactory to the 
Trustee), notify the Trustee in writing of such Redemption Date and of the principal amount of such Securities to be redeemed. In  the 
case of any redemption of Securities which are subject to the prior compliance with any restriction or condition on such redemption 
provided in the terms of such Securities or elsewhere in this Indenture, the Company shall furnish the Trustee with an Officer’s 
Certificate evidencing compliance with such restriction or condition. 

SECTION 5.03. SELECTION OF SECURITIES TO BE REDEEMED. 

If less than all the Securities of any set ies, or any Tranche thereof, are to be redeemed. the particular Securities to be redeemed 
shall be selected by the Trustee from the Outstanding Securities of such series or Tranche not previously called for redemption, by 
such method as shall be provided for such particular series or Tranche, or i n  the absence of any such provision, by such method of 
random selection as the Trustee shall deem fair and appropriate and which may, in any case, provide for the selection for redemption 
of portions (equal to any authorized denomination for Securities of such series or Tranche) of the principal amount of Securities of 
such series or Tranche of a denomination larger than the minimum authorized denomination for Securities of such series or Tranche; 
provided, however, that if, as indicated in an Officer’s Certificate, the Conipany shall have offered to purchase all or any principal 
amount of the Securities then Outstanding of any series, or any Tranche thereof, and less than all of such Securities as to which such 
offer was made shall have been tendered to the Company for such purchase, the Trustee, if so directed by Company Order, shall select 
for redemption all or any principal amount of such Securities which have not been so tendered. 

The Trustee shall promptly notify the Company and the Security Registrar in writing of the Securities selected for redemption and, 
in the case of any Securities selected to be redeemed in part, the principal amount thereof to be redeemed. 

For all purposes of this Indenture, unless the context othetwise requires, all provisions relating to the redemption of Securities shall 
relate, in the case of any Securities redeemed or to be redeemed only in part, to the portion of the principal amount of such Securities 
which has been or is to be redeemed. 
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SECTION 5.04. NOTICE OF REDEMPTION. 

Except as otherwise specified as contemplated by Section 3.01 for Securities of any series, notice ofredemption shall be given in 
the manner provided in Section 1.08 to the Holders of the Securities to be redeemed not less than 30 days prior to the Redemption 
Date. 

Except as otherwise specified as conternplated by Section 3.01 for Secutities of any series, all notices of redemption shall state: 

(a) the Redemption Date, 

(b) the Redemption Price (if known), 

(c) if less than all the Securities of any series or Tranche are to be redeemed, the identification of the particular Securities to be 
redeemed and the portion of the principal amount of any Security to be redeemed in part, 

(d) that on the Redemption Date the Redemption Price, together with accrued interest, if any, to the Redemption Date, will become 
due and payable upon each such Security to be redeemed and, if applicable, that interest thereon will cease to accrue on and after said 
date, 

(e) the place or places where such Securities are to be surrendered for payment of the Redemption Price and accrued interest, if 
any, unless it shall have been specified as contemplated by Section 3.01 with respect to such Securities that such surrender shall not be 
required, 

(t) that the redemption is for a sinking or other fund, if such is the case, 

(g) the CIJSIP, ISIN or other similar numbers, if any, assigned to such Securities; provided, however, that such notice may state 
that no representation is made as to the correctness of CIJSIP, ISIN or other similar numbers, in which case none of the Company, the 
Trustee or any agent of the Company or the Trustee shall have any liability in respect of the use of any CUSIP, ISIN or otlier similar 
number or numbers on such notices, and the redemption of such Securities shall not be affected by any defect in or omission of such 
numbers, and 

(11) such other matters as the Company shall deem desirable or appropriate. 

IJnless othetwise specified with respect to any Securities in accordance with Section 3.01, with respect to any notice ofredemption 
of Securities at the election ofthe Company, unless, upon the giving ofsuch notice, such Securities shall be deemed to have been paid 
in accordance with Section 8.01, such notice may state that such redemption shall be conditional upon the receipt by the Paying Agent 
or Agents for such Securities, on or prior to the date tixed for such redemption, of money sufficient to pay the principal ofand 
premium, if any, and interest, if any, on such Securities and that if such money shall not have been so received such notice shall be of 
no fotce or effect and the Company shall not be required to redeem such Securities. In  the event that such notice of redemption 
contains such a condition and such money is not so received, the redemption shall not be made and within a reasonable time thereafter 
notice shall be given, in the manner in which the notice ofredemption was given, that such 
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money was not so received and such redemption was not required to be made, and the Paying Agent or Agents for the Securities 
otherwise to have been redeemed shall promptly return to the Holders thereof any of such Securities which had been surrendered for 
payment upon such redemption. Notice of redemption of Securities to be redeemed at the election ofthe Company, and any notice of 
non-satisfaction of a condition for redemption as aforesaid, shall be given by the Company or, at the Company’s request, by the 
Security Registrar in the name and at the expense of the Company. Except as provided in Section 6.03, notice of any mandatory 
redemption of Securities shall be given by the Security Registrar in  the name and at the expense of the Company. 

SECTION 5.05. SECURITIES PAYABLE ON REDEMPTION DATE. 

Notice of redemption having been given as aforesaid, and the conditions, if any, set forth in  such notice having been satisfied, the 
Securities or portions thereof so to be redeemed shall, on the Redemption Date, become due and payable at the Redemption Price 
therein specified, and from and after such date (unless, in the case of an unconditional notice of redemption, the Company shall default 
in the payment ofthe Redemption Price and accrued interest, if any) such Securities or portions thereof, if interest-bearing, shall cease 
to bear interest. Upon surrender of any such Security for redemption in accordance with such notice, such Security or portion thereof 
shall be paid by the Company at the Redemption Price, together with accrued interest, if any, to the Redemption Date; provided. 
however, that no such surrender shall be a condition to such payment if so specified as contemplated by Section 3.01 with respect to 
such Security; and provided, further, that except as othetwise specified as contemplated by Section 3.01 with respect to such Security, 
any installment of interest on any Security the Stated Maturity ofwhich installment is on or prior to the Redemption Date shall be 
payable to the Holder of such Security, or one or more Predecessor Securities, registered as such at the close of business on the related 
Regular Record Date according to the terms of such Security and subject to the provisions of Sections 3.05 and 3.07. 

SECTION 5.06. SECURITIES REDEEMED IN PART. 

Upon the surrender of any Security which is to be redeemed only in part at a Place of Payment therefor (with, if the Company or 
the Trustee so requires, due endorsement by, or a written instrument of transfer in form satisfactory to the Company and the Trustee 
duly executed by, the Holder thereof or his attorney duly authorized in writing), the Company shall execute, and the Trustee shall 
authenticate and deliver to the Holder of such Security, without service charge, a new Security or Securities of the same series and 
Tranche, of any authorized denomination requested by such Holder and of like tenor and in aggregate principal amount equal to and in 
exchange for the unredeemed portion of the principal of the Security so surrendered. 

[END OF ARTICLE FIVE] 
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ARTICLE SIX. 

SINKING FUNDS 

SECTION 6.01. APPLJCABILITY OF ARTICLE. 

The provisions of this Article shall be applicable to any sinking fund for the retirement of the Securities of any series, or any 

The minimum amount of any sinking fund payment provided for by the terms of Securities of any series, or any Tranche thereof, is 

Tranche thereof, except as otherwise specified as contemplated by Section 3.01 for Securities of such series or Tranche. 

herein referred to as a “mandatory sinking find payment”, and any payment in excess of such minimum amount provided for by the 
terms of Securities of any series, or any Tranche thereof, is herein referred to as an “optional sinking fund payment”. If provided for 
by the terms of Securities of any series, or any Tranche thereof, the cash amount of any sinking fund payment may he subject to 
reduction as provided in Section 6.02. Each sinking fund payment shall be applied to the redemption of Securities ofthe series or 
Tranche in  respect ofwhich it was made as provided for by the terms ofsuch Securities. 

SECTION 6.02. SATISFACTION OF SINKING FUND PAYMENTS WITH SECURITIES. 

The Company (a) may deliver to the Trustee Outstanding Securities (other than any previously called for redemption) of a series or 
Tranche in respect of which a mandatory sinking fund paynient is to be made and (b) may apply as a credit Securities of such series or 
Tranche which have been redeemed either at the election of tlie Company pursuant to tlie terms of such Securities or through tlie 
application of permitted optional sinking fund payments pursuant to the terms of such Securities, in each case in satisfaction of all or 
any part of such mandatory sinking fund payment with respect to the Securities of such series; provided, however, that no Securities 
shall be applied in  satisfaction of a mandatory sinking fund payment if such Securities shall have been previously so applied. 
Securities so applied shall be received and credited for such purpose by tlie Trustee at the Redemption Price specified i n  such 
Securities for redemption through operation of the sinking fund and the amount of such mandatory sinking fund payment shall be 
reduced accordingly. 

SECTION 6.03. REDEMPTION OF SECURITIES FOR SINKING FUND. 

Not less than 40 days prior to each sinking fund payment date for tlie Securities of any series, or any Tranche thereof, the Company 

(a) the amount of tlie next succeeding mandatory sinking fund payment for such series or Tranche; 

(b) the amount, if any, of the optional sinking fund payment to be made together with such mandatory sinking fund payment; 

(c) the aggregate sinking fund payment; and 

shall deliver to the Trustee an Officer’s Certificate specifying: 
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(d) the portion, if any, of such aggregate sinking fund payment which is to be satisfied by the payment of cash; 

(e) the portion, if any, of such aggregate sinking fund payment which is to be satisfied by delivering and crediting Securities of 
such series or Tranche pursuant to Section 6.02 and stating the basis for such credit and that such Securities have not previously been 
so credited, and the Company shall also deliver to the Trustee any Securities to be so delivered. 

If the Company shall not deliver such Officer’s Certificate and, to the extent applicable, all such Securities, the next succeeding 
sinking fund payment for such series or Tranche shall be made entirely in cash in the amount of the mandatory sinking fund payment. 
Not less than 30 days before each such sinking fund payment date the Trustee shall select the Securities to be redeemed upon such 
sinking fund payment date in  the manner specified i n  Section 5.03 and cause notice of the redemption thereof to be given in the name 
of and at the expense of the Company i n  the manner provided in Section 5.04. Such notice having been duly given, the redemption of 
such Securities shall be made upon the terms and in the manner stated in Sections 5.05 and 5.06. 

[END OF ARTICLE SIX] 
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ARTICLE SEVEN. 

REPRESENTATIONS AND COVENANTS 

SECTION 7.01. PAYMENT OF SECURITIES; LAWFUL POSSESSION. 

with the terms of such Securities and this Indenture. 

mortgage and pledge the Mortgaged Property, as provided i n  and by this Indenture. 

(a) The Company shall pay the principal of and premium, if any, and interest, if any, on the Securities of each series in accordance 

(b) At the Execution Date, the Company is lawfully possessed of the Mortgaged Property and has sufficient right and authority to 

SECTION 7.02. MAINTENANCE OF OFFICE OR AGENCY. 

The Company shall maintain in each Place of Payment for the Securities of each series, or any Tranche thereof, an office or agency 
where payment of such Securities shall be made, where the registration of transfer or exchange of such Securities may be effected and 
where notices and demands to or upon the Company in respect ofsuch Securities and this Indenture may be served. 

The Company shall give prompt written notice to the Trustee of the location, and any change in the location, of each such office or 
agency and prompt notice to the Holders of any such change in the manner specified in Section 1.08. If at any time the Company shall 
fail to maintain any such required office or agency or shall fail to furnish the Trustee with the address thereof, then payment of such 
Securities shall be made, registration of transfer or exchange thereof may be effected and notices and demands i n  respect of such 
Securities and this Indenture may be served at the Corporate Trust Office of the Trustee, and the Company hereby appoints the Trustee 
as its agent for all such purposes i n  any such event. 

The Company may also from time to time designate one or more other offices or agencies with respect to the Securities of one or 
more series, or any Tranche thereof, for any or all ofthe foregoing purposes and may from time to time rescind such designations; 
provided, however, that, unless othetwise specified as contemplated by Section 3.01 with respect to the Securities of such series or 
Tranche, no such designation or rescission shall in any manner relieve the Company of its obligation to maintain an office or agency 
for such purposes in each Place of Payment for such Securities i n  accordance with the requirements set forth above. The Company 
shall give prompt written notice to the Trustee, and prompt notice to the Holders in the manner specified in Section 1 .OS, of any such 
designation or rescission and of any change i n  the location of any such other office or agency. 

the Company or an Affiliate of the Company, in which event the Company or such Affiliate shall perform all functions to be 
performed at such office or agency. 

Anything herein to the contrary notwithstanding, any oftice or agency required by this Section may be maintained at an office of 
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SECTION 7.03. MONEY FOR SECURITIES PAYMENTS TO BE HELD IN TRUST. 

If the Company shall at any time act as its own Paying Agent with respect to the Securities of any series, or any Tranche thereof, it 
shall, on or before each due date of the principal of and premium, if any, and interest, if any, on any of such Securities, segregate and 
hold in trust for the benefit ofthe Persons entitled thereto a sum sufficient to pay the principal and premium or interest so becoming 
due until such sums shall be paid to such Persons or othetwise disposed of as herein provided. The Company shall promptly notify the 
Trustee of any failure by the Company (or any other obligor on such Securities) to make any payment of principal of or premium, if 
any, or interest, if any, on such Securities. 

Whenever the Company shall have one or more Paying Agents for the Securities of any series, or any Tranche thereof, it shall, on 
or before each due date of the principal of and premium, if any, and interest, if any, on such Securities, deposit with such Paying 
Agents sums sufficient (without duplication) to pay the principal and premium or interest so becoming due, such sums to be held in 
trust for the benefit of the Persons entitled to such principal, premium or interest, and (unless such Paying Agent is the Trustee) the 
Company shall promptly notify the Trustee of any failure by it so to act. 

The Company shall cause each Paying Agent for the Securities of any series. or any Tranche thereof, other than the Company or 
the Trustee, to execute and deliver to the Trustee an instrument in which such Paying Agent shall agree with the Trustee. subject to the 
provisions of this Section, that such Paying Agent shall: 

(a) hold all sums held by it for the payment of the principal of and premium, if any, or interest, it any, on such Securities in trust for 
the benefit of the Persons entitled thereto until such sums shall be paid to such Persons or otherwise disposed of as herein provided; 

(b) give the Trustee notice of any failure by the Company (or any other obligor upon such Securities) to make any payment of 
principal of or premium, if any, or interest, if any, on such Securities; and 

(c) at any time during the continuance of any such failure, upon the written request of the Trustee, forthwith pay to the Trustee all 
sums so held in trust by such Paying Agent and furnish to the Trustee such information as it possesses rcgarding the names and 
addresses of the Persons entitled to such sums. 

the Company or such Paying Agent, such sums to be held by the Trustee upon the same trusts as those upon which such sums were 
held by the Company or such Paying Agent and, if so stated in a Company Order delivered to the Trustee, in accordance with the 
provisions of Article Seven; and, upon such payment by any Paying Agent to the Trustee, such Paying Agent shall be released from all 
further liability with respect to such money. 

The Company may at any time pay, or by Company Order direct any Paying Agent to pay, to the Trustee all sums held in  trust by 
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Any money deposited with the Trustee or any Paying Agent, or then held by the Company, in trust for the payment of the principal 
of and premium, if any, or interest, if any, on any Security and remaining unclaimed for two years after such principal and premium, if 
any, or interest, if any, has become due and payable shall to the extent permitted by law be paid to the Company on Company Request, 
or, if then held by the Company, shall be discharged fiom such trust; and, upon such payment or discharge, the Holder of such 
Security shall, as an unsecured general creditor and not as the Holder of an Outstanding Security, look only to the Company for 
payment of the amount so due and payable and remaining unpaid unless the applicable law provides otherwise, and all liability of the 
Trustee or such Paying Agent with respect to such trust money, and all liability ofthe Company as trustee thereof, shall thereupon 
cease: provided, however, that the Trustee or such Paying Agent, before being required to make any such payment to the Company, 
may at the expense of the Company cause to be mailed, on one occasion only, notice to such Holder that such money remains 
unclaimed and that, after a date specified therein, which shall not be less than thirty (30) days from the date of such mailing, any 
unclaimed balance of such money then remaining will be paid to the Company. 

SECTION 7.04. CORPORATE EXISTENCE. 

preserve and keep in full force and eff’ect its legal existence as a corporation. 

SECTION 7.05. ANNUAL OFFICER’S CERTIFICATE AS TO COMPLIANCE. 

Not later than October 1 in each year, cointnencing October I ,  2009, the Company shall deliver to the Trustee an Ofticer’s 
Certificate which need not comply with the requirements of Section 1.04, executed by the principal executive officer, the principal 
financial officer or the principal accounting officer of the Company, as to such officer’s knowledge of the Company’s compliance 
with all conditions and covenants under this Indentur-e, such compliance to be determined without regard to any period of grace or 
requirement of notice under this Indenture, and making any othet statements as may be required by the provisions of Section 314(a)(4) 
of the Trust Indenture Act. 

Subject to the rights ofthe Company under Article Twelve, the Company shall do or cause to be done all things necessary to 

SECTION 7.06. WAIVER OF CERTAIN COVENANTS. 

The Company may omit in any particular instance to comply with any term, provision or condition set forth in (a) Section 7.02 or 
any additional covenant or restriction specified with respect to the Securities of any series, or any Tranche thereof, as contemplated by 
Section 3.01, if before the time for such compliance the Molders o f a  majority in aggregate principal amount of the Outstanding 
Securities of all series and Tranches with respect to which compliance with Section 7.02 or such additional covenant or restriction is to 
be omitted, considered as one class, shall, by Act of such Holders, either waive such compliance in such instance or generally waive 
compliance with such term, provision or condition and (b) Section 7.04, 7.05 or Article Twelve if before the time for such compliance 
the Holders of a majority in principal amount of Securities Outstanding under this Indenture shall, by Act ofsuch Holders, either 
waive such compliance in such instance or generally waive compliance with such term, provision or condition; but, in the case of 
(a) or (b), no such waiver shall extend to or affect such term, provision or condition 
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except to the extent so expressly waived, and, until such waiver shall become effective, the obligations of the Company and the duties 
of the Trustee in respect of any such term, provision or condition shall remain in full force and effect. 

F N D  OF ARTICLE SEVEN] 
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ARTICLE EIGHT. 

SATISFACTION AND DISCHARGE 

SECTION 8.01. SATISFACTION AND DISCHARGE OF SECURITIES. 

Any Security or Securities, or any portion of the principal amount thereof, shall be deemed to have been paid and no longer 
Outstanding for all purposes ofthis Indenture, and the entire indebtedness of the Company in  respect thereof shall be deemed to have 
been satisfied and discharged, if there shall have been irrevocably deposited with the Trustee or any Paying Agent (other than the 
Company), in trust: 

(a) money in an amount which shall be sufficient, or 

(b) in the case o f a  deposit made prior to the Maturity of such Securities or portions thereof, Eligible Obligations, which shall not 
contain provisions permitting the redemption or other prepayment thereof at the option of the issuer thereof, the principal of and the 
interest on which when due, without any regard to reinvestment thereof, will provide moneys which, together with the money, if any, 
deposited with or held by the Trustee or such Paying Agent, shall be sufficient in the written opinion o f a  tirni of independent certified 
public accountants delivered to the Trustee, or 

(c) a combination of (a) or (b) which shall be sufficient in the opinion of such firm, to pay when due the principal of and premium, 
ilany, and interest, ifany, due and to become due on such Securities or portions thereofon or prior to Maturity; provided, however. 
that in the case of the provision for payment or redemption of less than all the Securities of any series or Tranche, such Securities or 
portions thereof shall have been selected by the Trustee as provided herein and, in the case of a redemption of all or less than all the 
Securities of any series or Tranche, the notice requisite to the validity of such redemption shall have been given or irrevocable 
authority shall have been given by the Company to the Trustee to give such notice, under arrangements satisfactory to the Trustee; and 
provided. further, that the Company shall have delivered to the Trustee and such Paying Agent: 

(x) if such deposit shall have been made prior to the Maturity of such Securities, a Company Order stating that the money and 
Eligible Obligations deposited i n  accordance with this Section shall be held in  trust, as provided in Section 8.03; 

(y) an Officer’s Certificate and Opinion of Counsel, each stating that all conditions precedent herein provided for relating to the 
deemed payment and, if the Officer’s Cerkificate described in clause (2)  below shall have been delivered, satisfaction and discharge 
of such Securities have been complied with; and 

(2) ifthe Company intends such deposit to satisfy and discharge its indebtedness in respect of such Securities or portions thereof 
prior to the Maturity of such Securities or portion thereof, an Officer’s Certificate stating the Company’s intention that, upon 
delivery of such Officer’s Certificate, its indebtedness in respect of such Securities or portions thereof will have been satisfied and 
discharged as contemplated in  this Section. 
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Upon the deposit of money or Eligible Obligations, or both, in accordance with this Section, together with the documents required 
by clauses (x), (y)  and (2) above, the Trustee shall, upon receipt of a Company Request, acknowledge in writing that the Security or 
Securities or portions thereofwith respect to which such deposit was made are deemed to have been paid for all purposes ofthis 
Indenture and that the entire indebtedness of the Company in respect thereof has been satisfied and discharged as contemplated in this 
Section. I n  the event that all of the conditions set forth in the preceding paragraph shall have been satisfied in respect of any Securities 
or portions thereof except that, for any reason, the Officer’s Certificate specified in  clause (z) shall not have been delivered, such 
Securities or portions thereof shall nevertheless be deemed to have been paid for all purposes of this Indenture, and the Holders of 
such Securities or portions thereof shall nevertheless be no longer entitled to the benefits provided by this Indenture, the Lien ofthis 
Indenture, or any of the covenants of the Company under Article Seven (except the covenants contained i n  Sections 7.02 and 7.03) or 
any other covenants made in respect of such Securities or portions thereof as contemplated by Section 3.01 or Section 13.01(b), but 
the indebtedness of the Company in respect of such Securities or portions thereofshall not be deemed to have been satisfied and 
discharged prior to Maturity for any other purpose and the Holders of such Securities or portions thereof shall continue to be entitled 
to look to the Company for payment of the indebtedness represented thereby; and, upon Company Request, the Trustee shall 
acknowledge in writing that such Securities or portions thereof are deemed to have been paid for all purposes of this Indenture. 

in the manner and with the effect provided in this Section, the Trustee shall select such Securities, or portions of principal amount 
thereof, in the manlier specified by Section 5.03 for selection for redemption of less than all the Securities of a series or Tranche. 

In the event that Securities which shall be deemed to have been paid for purposes of this Indenture, and, if such is the case, in 
respect of which the Company’s indebtedness shall have been satisfied and discharged, all as provided in this Section, do not mature 
and are not to be redeemed within the sixty (60) day period commencing with the date of the deposit of moneys or Eligible 
Obligations, as aforesaid, the Company shall, as promptly as practicable, give a notice, in the same manner as a notice of redemption 
with respect to such Securities, to the Holders of such Securities to the effect that such deposit has been made and the effect thereof. 

Notwithstanding that any Securities shall be deemed to have been paid for purposes of this Indenture, as aforesaid, the obligations 
of the Company and the Trustee in respect of such Securities under Sections 3.04, 3”0S, 3.06, 5.04, 7.02, 7.03, 10.07 and 10.15 and 
this Article shall survive such deemed payment and any related satisfaction and discharge. 

The Company shall pay, and shall indemnify the Trustee or any Paying Agent with which Eligible Obligations shall have been 
deposited as provided i n  this Section against, any tax, fee or other charge imposed on or assessed against such Eligible Obligations or 
the principal or interest received in respect ofsuch Eligible Obligations, including, but not limited to, any such tax payable by any 
entity deemed, for tax purposes, to have been created as a result of such deposit. 

If payment at or prior to Stated Maturity of less than all of the Securities of any series, or any Tranche thereof, is to be provided for 
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Anything herein to the contraty notwithstanding, (a) if, at any time after a Security would be deemed to have been paid for 
purposes of this Indenture, and, if such is the case, the Company’s indebtedness in respect thereof would be deemed to have been 
satisfied and discharged, pursuant to this Section (without regard to the provisions of this paragraph), the Trustee or any Paying Agent, 
as the case may be, (i) shall be required to return the money or Eligible Obligations, or combination thereof, deposited with it as 
aforesaid to the Company or its representative under any applicable Federal or State bankruptcy, insolvency or other similar law, or 
(ii) is unable to apply any money in accordance with this Article with respect to any Securities by reason of any order or judgment of 
any court or Governmental Authority enjoining, restraining or otherwise prohibiting such application, such Security shall thereupon be 
deemed retroactively not to have been paid and any satisfaction and discharge of the Company’s indebtedness in respect thereof shall 
retroactively be deemed not to have been effected, and such Security shall be deemed to remain Outstanding and (b) any satisfaction 
and discharge of the Company’s indebtedness i n  respect of any Security shall be subject to the provisions of the last paragraph of 
Section 7.03. 

SECTION 8.02. SATISFACTION AND DISCHARGE OF INDENTURE. 

This Indenture shall upon Company Request cease to be of further effect (except as hereinafter expressly provided), and the 
Trustee, at the expense ofthe Company. shall execute such instruments as the Company shall reasonably request to evidence and 
acknowledge the satisfaction and discharge of this Indenture, when: 

(a) no Securities remain Outstanding hereunder; 

(b) the Company has paid or caused to be paid, or made provision acceptable to the Trustee for payment of, all other sums payable 

(c) the Company has delivered to the Trustee an Officer’s Certificate and an Opinion of Counsel, each containing the statements 

hereunder by the Company; and 

required by Section 1.04; 

provided. however, that if, in accordance with the last paragraph of Section 8.01, any Secut ity, previously deemed to have been paid 
for purposes of this Indenture, shall be deemed retroactively not to have been so paid, this Indenture shall thereupon be deemed 
retroactively not to have been satisfied and discharged, as aforesaid, and to remain i n  full force and effect, and the Company shall 
execute and deliver such instruments as the Trustee shall reasonably request to evidence and acknowledge the same. 

Notwithstanding anything to the contrary expressed or implied in this Indenture, the fact that no Securities are Outstanding 
hereunder at any particular time and that the Company has paid or caused to be paid, or made provision acceptable to Trustee for 
payment of, all other sums payable hereunder by the Company, shall not operate to render void this Indenture, or any amendment or 
supplement hereto, nor will the same be deemed a release. satisfaction or discharge of this Indenture, or any amendment or 
supplement hereto. This Indenture, as amended and supplemented, shall remain in full force until recordation of appropriate 
instrument(s) of satisfaction and discharge executed by the Trustee i n  accordance with this 
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Section following a Company Request and the Company’s delivery of the Officer’s Certificate and Opinion of Counsel set forth i n  
paragraph (c) above. 

Notwithstanding the satisfaction and discharge of this Indenture as aforesaid, the obligations of the Company and the Trustee under 
Sections 3.04,3.05, 3.06, 5.04, 7.02, 7.03, 10.07 and 10.15 and this Article shall survive such satisfaction and discharge. 

Upon satisfaction and discharge of this Indenture as provided in this Section, the Trustee shall assign, transfer and turn over to the 
Company, subject to the lien provided by Section 10.07, any and all money, securities and other property then held by the Trustee for 
the benefit of the Holders of the Securities (other than money and Eligible Obligations held by the Trustee pursuant to Section 8.03) 
and shall execute and deliver to the Company such instruments as, in thejudgment of the Company, shall be necessary, desirable or 
appropriate to effect or evidence the satisfaction and discharge of this Indenture. 

SECTION 8.03. APPLICATION OF TRUST MONEY. 

Neither the Eligible Obligations nor the money deposited putsuant to Section 8.01, nor the principal or interest payments on any 
such Eligible Obligations, shall be withdrawn or used for any purpose other than, and shall be held in  trust for, the payment of the 
principal of and premium, if any, and interest, if any, on the Securities or portions of principal amount thereof in respect of which such 
deposit was made, all subject, however, to the provisions of Section 7.03; provided, however, that so long as the1 e shall not have 
occurred and be continuing an Event of Default, any cash received from such principal or interest payments on such Eligible 
Obligations, if not then needed fot such purpose, shall, to the extent practicable and upon Company Request be invested in Eligible 
Obligations of the type described in clause (b) in the first paragraph of Section 8.01 maturing at such times and in such amounts as 
shall be sufficient, togethei with any other moneys and the proceeds of any other Eligible Obligations then held by the Trustee, in the 
written opinion of a firm of independent certified public accountants delivered to the Trustee, to pay when due the principal of and 
premium, if any, and interest, if any, due and to become due on such Securities or portions thereof on and prior to the Matut ity 
thereof, and interest earned from such reinvestment shall be paid over to the Company as received. fiee and clear of any trust, lien or 
pledge under this Indenture (except the lien provided by Section 10.07); and provided, further, that, so long as there shall not have 
occurred and be continuing an Event of Default, any moneys held in accordance with this Section on the Maturity of all such 
Securities in excess ofthe amount required to pay the pi incipal of and premium, if any, and interest, if any, then due on such 
Securities shall be paid over to the Company free and clear of any trust, lien or pledge under this Indenture (except the lien provided 
by Section 10.07); and provided, furthet, that if an Event of Default shall have occurred and be continuing, moneys to be paid over to 
the Company pursuant to this Section shall be held until such Event of Default shall have been waived or cured. 

At any time before or after depositing any money or Eligible Obligations with the Trustee under this Article, the Company may by 
written notice to the Trustee irrevocably waive any or all of its rights (1) to any residual interest in such money or Eligible 
Obligations, including any interest earned or excess amounts, (2) to instruct the Tiustee to sell or purchase Eligible Obligations or 
othetwise invest money or proceeds held in trust pursuant to this Section, ( 3 )  to 
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provide investment advice to the Trustee with respect to such money or Eligible Obligations, (4) to provide to the Trustee instructions 
or advice of counsel for the Company as to matters arising i n  connection with the Trustee’s servicing of the trust established pursuant 
to this Section with respect to such money or Eligible Obligations, or (5) to any involvement with such money, Eligible Obligations or 
the trust established pursuant to this Section. 

[END OF ARTICL,E EIGHT] 
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ARTICLE NINE. 

EVENTS OF DEFAULT; REMEDIES 

SECTION 9.01. EVENTS OF DEFAUL’T. 

“Event of Default” means any one of the following events: 

(a) failure to pay any interest on any Security when it becomes due and payable and continuance of such default fot a period of 
30 days; provided, however, that no such default shall constitute an “Event of Default” if the Company has made a valid extension of 
the interest payment period with respect to the Securities of the series ofwhich such Security is a part, if so provided as contemplated 
by Section 3 ”01 ; or 

such default shall constitute an “Event of Default” if the Company has made a valid extension of the Maturity of the Securities of the 
series ofwhich such Security is a part, if so provided as contemplated by Section 3.01; or 

default in the performance of which or breach of which is elsewhere in this Section specifically addressed) and continuance of such 
default or breach for a period of 90 days after there has been given, by registered or ceitified mail, to the Company by the Trustee, or 
to the Company and the Trustee by the Holders of at least 35% in  aggregate principal amount of the Outstanding Securities, a written 
notice specifying such default or breach and requiring it to be remedied and stating that such notice is a “Notice of Default” 
hereunder, unless the Trustee, or the Trustee and the Holders of a principal amount of Securities not less than the principal amount of 
Securities the Holders ofwhich gave such notice, as the case may be, shall agree in writing to an extension of such period prior to its 
expiration; provided, however, that the Trustee, or the Trustee and the Molders of such principal amount of Securities, as the case may 
be, shall be deemed to have agreed to an extension of such period ifcorrective action is initiated by the Company within such period 
and is being diligently pursued; or 

(d) the entry by a court having jurisdiction in the preniises of (1) a decree or order for relief in  respect ofthe Company in an 
involuntary case or proceeding under any applicable Federal or State bankruptcy, insolvency, reorganization or othei similar law or 
(2) a decree or order adjudging the Company a bankrupt or insolvent, or approving as properly filed a petition by one or more Persons 
other than the Company seeking reorganization, arrangement, adjustment or composition of or in  respect of the Company under any 
applicable Fedet al or State bankruptcy, insolvency or similar law, or appointing a custodian, receiver, liquidator, assignee, trustee, 
sequestrator or other similar official for the Company or for any substantial part of its property, or ordering the winding up or 
liquidation of its affairs, and any such decree or order for relief or any such other decree or order shall have remained unstayed and in 
effect for a period of 90 consecutive days; 
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(e) the commencement by the Company of a voluntary case or proceeding under any applicable Federal or State bankruptcy, 
insolvency, reorganization or other similar law or of any other case or proceeding to be adjudicated a bankrupt or insolvent, or the 
consent by the Company to the entry o f a  decree or order for relief in respect of the Company in a case or proceeding under any 
applicable Federal or State bankruptcy, insolvency, reorganization or other similar law or to the commencement of any bankruptcy or 
insolvency case or proceeding against the Company, or the filing by the Company of a petition or answer or consent seeking 
reorganization or relief under any applicable Federal or State bankruptcy, insolvency, reorganization or similar law, or the consent by 
the Company to the filing of such petition or to the appointment of or taking possession by a custodian, receiver, liquidator, assignee, 
trustee, sequestrator or similar official of the Company or of any substantial part of its property, or the making by the Company of an 
assignment for the benefit of creditors, or the admission by the Company i n  writing of its inability to pay its debts generally as they 
become due, or the authorization of such action by the Board of Directors of the Company; or 

( f )  any other Event of Default provided for as contemplated by Section 3.01(0). 

SECTION 9.02. ACCEL,ERATION OF MATURITY; RESCISSION AND ANNULMENT. 

If an Event of Default shall have occurred and be continuing, then in every such case the Trustee or the Holders of not less than 
35% in principal amount of the Outstanding Securities may declare the principal amount (or, if any of the Securities of such series are 
Discount Securities, such portion of the principal amount of such Securities as may be specified in  the terms thereof as contemplated 
by Section 3.01) of all of the Securities to be due and payable immediately, by a notice in writing to the Company (and to the Trustee 
if given by Holders), and upon receipt by the Company of notice of such declaration such principal amount (or specified amount) 
together with premium, if any. and accrued and unpaid interest shall become immediately due and payable. 

At any time after such a declaration of acceleration of the maturity ofthe Securities then Outstailding shall have been made, but 
before any sale of any of the Mortgaged Property has been made and before a judgment or decree for payment of the money due shall 
have been obtained by the Trustee as provided in this Article, the Event or Events of Default giving rise to such declaration of 
acceleration shall, without further act, be deemed to have been cured, and such declaration and its consequences shall, without further 
act, be deemed to have been rescinded and annulled, if 

(a) the Company shall have paid or deposited with the Trustee a sum sufficient to pay 

(i) all overdue interest, if any, on all Securities then Outstanding; 

(ii) the principal of and premium, if any, on any Securities then Outstanding which have become due otherwise than by such 

(iii) to the extent that payment of such interest is lawful, interest upon overdue interest at the rate or rates prescribed therefor in 

declaration of acceleration and interest thereon at the rate or rates prescribed therefor in such Securities; 

such Securities; 
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(iv) all amounts due to the Trustee under Section 10.07; and 

(b) all Events of Default, other than the non-payment of the principal of Securities of such series which shall have become due 
solely by such declaration of acceleration, shall have been cured or waived as provided in Section 9.13. 

No such rescission shall affect any subsequent Event of Default or impair any right consequent thereon. 

SECTION 9.03. COLLECTION OF INDEBTEDNESS AND SUITS FOR ENFORCEMENT BY TRUSTEE. 

If an Event of Default described in clause (a) or (b) of Section 9.01 shall have occurred and be continuing, the Company shall, 
upon demand of the Trustee, pay to it, for the benefit of the Holders of the Securities with respect to which such Event of Default shall 
have occurred and be continuing, the whole amount then due and payable on such Securities for principal and premium, if any, and 
interest. if any, and, to the extent permitted by law, interest on premium, if any, and on any overdue principal and interest, at the rate 
or rates prescribed therefor in such Securities, and, in addition thereto, such further amount as shall be sufficient to cover any amounts 
due to the Tnistee under Section 10.07. 

If the Company shall fail to pay such amounts forthwith upon such demand, the Trustee, in  its own name and as trustee of an 
express trust, may institute a judicial proceeding for the collection of the sums so due and unpaid, may prosecute such proceeding to 
judgment or final decree and may enforce the same against the Company or any other obligor upon such Securities and collect the 
moneys adjudged or decreed to be payable in  the manner provided by law out of the property of the Company or any other obligor 
upon such Securities, wherever situated. 

If an Event of Default shall have occurred and be continuing, the Trustee may in its discretion proceed to protect and enforce its 
rights and the rights of the Holders of Securities by such appropriate judicial proceedings as the Trustee shall deem necessary to 
protect and enforce any such rights, whether for the specific enforcement of any covenant or agreement i n  this Indenture or in aid of 
the exercise of any power granted herein, or to enforce any other proper remedy. 

SECTION 9.04. TRUSTEE MAY FILE PROOFS OF CLAIM. 

In case of the pendency of any receivership, insolvency, liquidation, bankruptcy, reorganization, arrangement, adjustment, 
composition or other judicial proceeding relative to the Company or any other obligor upon thc Securities or the property of the 
Company or of such other obligor or their creditors, the Trustee (irrespective of whether the principal of the Securities shall then be 
due and payable as therein expressed or by declaration or othenvise and irrespective ofwhether the Trustee shall have made any 
demand on the Company for the payment of overdue principal or interest) shall be entitled and empowered, by intervention in such 
proceeding or otherwise, 

the Securities and to file such other papers or 
(a) to file and prove a claim for the whole amount of principal, premium, if any, and interest, if any, owing and unpaid in respect of 
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documents as may be necessary or advisable in  order to have the claims of the Trustee (including any claim for amounts due to the 
Trustee under Section 10.07) and of the Holders allowed in such judicial proceeding, and 

(b) to collect and receive any moneys or other property payable or deliverable on any such claims and to distribute the same; 

and any custodian, receiver, assignee. trustee, liquidator, sequestrator or other similar official in  any such judicial proceeding is hereby 
authorized by each Holder to make such payments to the Tiustee and, in the event that the Trustee shall consent to the making of such 
payments directly to the Holders, to pay to the Trustee any amounts due i t  under Section 10.07. 

Nothing herein contained shall be deemed to authorize the Trustee to authorize or consent to or accept or adopt on behalf of any 
Holder any plan of reorganization, arrangement, adjustment or composition affecting the Securities or the rights of any Holder theieof 
or to authorize the Trustee to vote in respect of the claim of  any Holder in  any such proceeding. 

SECTION 9.05. TRUSTEE MAY ENFORCE CLAIMS WITHOUT POSSESSION OF SECURITIES. 

All rights of action and claims under this Indenture or the Securities may be prosecuted and enforced by the Tiustee, without the 
possession of any of the Securities or the production thereof in any proceeding relating thereto, and any such proceeding instituted by 
the Trustee shall be brought in its own name as trustee of an express trust, and any recovery of judgment shall, after provision for the 
payment of the reasonable compensation, expenses, disbursements and advances of the Trustee, its agents and counsel, be for the 
ratable benefit of the Holders in respect of which such judgment has been recovered. 

SECTION 9.06. APPLICATION OF MONEY COLLECTED. 

Any money or other property collected or received by the Trustee pursuant to this Article, or otherwise distributable under this 
Article in respect of the Company’s obligations under this Indenture, shall be applied in the following order, to the extent permitted by 
law, at the date or dates fixed by the Trustee and, in case of the distribution of such money on account of principal or premium, if any, 
or interest, if any, upon presentation of the Securities in respect of which or for the benefit of which such money shall have been 
collected and the notation thereon of the payment if oiily partially paid and upon surrender thereof if fully paid: 

First: To the payment of all amounts due the Trustee under Section 10.07; 

Second: To the payment of the amounts then due and unpaid upon the Securities for principal of and premium, if any, and interest, 
if any, in respect of which or for the benefit of which such money has been collected, ratably, without preference or priority of any 
kind, according to the amounts due and payable on such Securities for principal, premium, if any, and interest, if any, respectively; 
and 

as a court of competent jurisdiction may direct. 
Third: To the payment of the remainder, if any, to the Company or to whomsoever may be lawfully entitled to receive the same or 
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SECTION 9.07. LIMITATION ON SIJITS. 

No Holder shall have any right to institute any proceeding, judicial or othetwise, with respect to this Indenture, or for the 

(a) such Holder shall have previously given written notice to the Trustee of a continuing Event of Default; 

(b) the Holders of a majority in aggregate principal amount of the Outstanding Securities shall have made written request to the 

(c) such Holder or Holders shall have offered to the Trustee indemnity satisfactory to it against the costs, expenses and liabilities to 

(d) the Trustee for 60 days after its receipt o f  such notice, request and offer of indemnity shall have failed to institute any such 

(e) no direction inconsistent with such written request shall have been given to the Trustee during such 60-day period by the 

appointment of a receiver or trustee, or for any other remedy hereunder, unless: 

Trustee to institute proceedings in respect of such Event ofDefault in its own name as Trustee hereunder; 

be incurred in  compliance with such request; 

proceeding; and 

Holders of a majority in aggregate principal amount of the Outstanding Securities; 

it being understood and intended that no one or more of the Holders of any Securities shall have any right in any manner whatever by 
virtue of, or by availing of, any provision of this Indenture to affect, disturb or prejudice the rights of any other Molders or to obtain or 
to seek to obtain priority or preference over any other Holders or to enforce any right undet this Indenture, except in the manner herein 
provided and for the equal and ratable benefit ofall Holders. 

SECTION 9.08. UNCONDITIONAL RIGHT OF HOLDERS TO RECEIVE PRINCIPAL, PREMIUM AND INTEREST. 

Notwithstanding any other provision in this Indenture, the Holder of any Security shall have the right, which is absolute and 
unconditional, to receive payment ofthe principal of and premium. if any, and (subject to Section 3.07) interest, if any. on such 
Security on the Stated Maturity or Maturities expressed in such Security (or, in the case of redemption, on the Redemption Date) and 
to institute suit for the enforcement of any such payment, and such rights shall not be impaired without the consent of such Holder. 

SECTION 9.09. RESTORATION OF RIGHTS AND REMEDIES. 

If the Trustee or any Holder has instituted any proceeding to enforce any right or remedy under this Indenture and such proceeding 
shall have been discontinued or abandoned for any reason, or shall have been determined adversely to the Trustee or to such Holder, 
then and in every such case, subject to any determination in such proceeding, the Company, the Trustee and such Holder shall be 
restored severally and respectively to their former positions hereunder and thereafter all rights and remedies of the Trustee and such 
IHolder shall continue as though no such proceeding had been instituted. 

-76- 

Source: Duke Energy Ohio, In, 8-K, March 24, 2009 



SECTION 9.10. RIGHTS AND REMEDIES CUMULATIVE. 

Except as otherwise provided in the last paragraph of Section 3.06, no right or remedy herein conferred upon or reserved to tlie 
Trustee or to the Holders is intended to be exclusive of any other right or remedy, and every right and remedy shall, to the extent 
permitted by law, be cumiilative and in addition to every other right and remedy given hereunder or now or hereafter existing at law or 
in equity or otherwise. The assertion or employment of any right or remedy hereunder, or otherwise, shall not prevent the concurrent 
assertion or employment of any other appropriate right or remedy. 

SECTION 9.11. DELAY OR OMISSION NOT WAIVER. 

No delay or omission of the Trustee or of any Holder to exercise any right or remedy accruing upon any Event of Default shall 
impair any such right or remedy or constitute a waiver of any such Event of Default or any acquiescence therein. Every right and 
remedy given by this Article or by law to the Trustee or to tlie Holders may be exercised from time to time, and as often as may be 
deemed expedient, by the Trustee or by the Holders, as the case may be. 

SECTION 9.12. CONTROL BY HOLDERS OF SECURITIES. 

If an Event of Default shall have occurred and be continuing, tlie Holders o f a  majority in principal amount of the Outstanding 
Securities shall have the right to direct the time, method and place of conducting any proceeding for any remedy available to the 
Trustee, or exercising any trust or power conferred on tlie Trustee, with respect to such Securities; provided, however, that 

liability in circumstances where indemnity would not, in the Trustee’s sole discretion, be adequate, and 
(a) such direction shall not be in conflict with any rule of law or with this Indenture, and could not involve tlie Trustee in personal 

(b) tlie Trustee may take any other action deemed proper by tlie Trustee which is not. inconsistent with such direction. 

SECTION 9.13. WAIVER OF PAST DEFAULTS. 

Securities waive any past default hereunder and i ts consequences, except a default 
The Holders of not less than a majority in principal amount of the Outstanding Securities may on behalf of the Holders of all the 

(a) in tlie payment of the principal of or piemium, if any, or interest, if any, on any Outstanding Security, or 

(b) in respect of a covenant or provision hereof which under Section 13.02 cannot be modified or amended without the consent of 

Upon any such waiver, such default shall cease to exist, and any and all Events ot Default at ising therefrom shall be deemed to 

the Holder of each Outstanding Security of any series or Tranche affected. 

have been cured, for every purpose of this Indenture; but no 
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such waiver shall extend to any subsequent or other default or impair any right consequent thereon. 

SECTION 9.14. UNDERTAKING FOR COSTS. 

i n  its discretion require, in any suit for the enforcement of any right or remedy under this Indenture, or in any suit against the Trustee 
for any actiori taken, suffered or omitted by it as Trustee, the filing by any party litigant in such suit of an undertaking to pay the costs 
ofsuch suit, and that such court may in its discretion assess reasonable costs, including reasonable attorneys’ fees, against any party 
litigant in such suit, having due regard to the merits and good faith of the claims or defenses made by such party litigant but the 
provisions of this Section shall not apply to any suit instituted by the Company, to any suit instituted by the Trustee, to any suit 
instituted by any Molder, or group of Holders, holding in the aggregate more than 10% in  aggregate principal amount of the Securities 
then Outstanding, or to any suit instituted by any Holder for the enforcement of the payment ofthe principal of or premium, if any, or 
interest, if any. on any Security on or after the Stated Maturity or Maturities expressed in such Security (or in the case of redemption, 
on or after the Redemption Date). 

The Company and the Trustee agree, and each Holder by his acceptance thereof shall be deemed to have agreed, that any court may 

SECTION 9.15. WAIVER OF USURY, STAY OR EXTENSION LAWS. 

whatsoever claim or take the benefit or advantage of, any usury, stay or extension law wherever enacted, now or at any time hereafter 
in force, which may affect the covenants or the performance of this Indenture; and the Company (to the extent that it may lawfully do 
so) hereby espressly waives all benefit or advantage of any such law and covenants that it will not hinder, delay or impede the 
execution of any power herein granted to the Trustee, but will suffer and permit the execution of every such power as though no such 
law had been enacted. 

The Company covenants (to the extent that it may lawfully do so) that it will not at any time insist upon, or plead, or in any manner 

SECTION 9.16. RECEIVER AND OTHER REMEDIES. 

If an Event of Default shall have occurred and, during the continuance thereof, the Trustee shall have commenced ,judicial 
proceedings to enforce any right under this Indenture, the Trustee shall, to the extent permitted by law, be entitled, as against the 
Company. to the appointment o f a  receiver ofthe Mortgaged Property and subject to the rights. if any, of others to receive collections 
from former, present or future customers of the rents, issues, profits, revenues and other income thereof, and whether or not any 
receiver is appointed, the Trustee shall be entitled to retain possession and control of, and to collect and receive the income fiom cash, 
securities and other personal property held by the Trustee hereunder. I n  addition, upon the occurrence and during the continuance of 
an Event of Default, the Trustee shall be entitled to all remedies available to mortgagees and secured parties under the IJniform 
Commercial Code or any other applicable law. 
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SECTION 9.17. ENTRY UPON MORTGAGED PROPERTY. 

If an Event of Default shall have occurred and be continuing, the Company, upon demand of the Trustee and if and to the extent 
permitted by law, shall forthwith surrender to the Trustee the actual possession of, and the Trustee, by such officers or agents as it may 
appoint, may enter upon and take possession of, the Mortgaged Property; and the Trustee may hold, operate and manage the 
Mortgaged Property and make all needful repairs and such renewals, replacements, betterments and improvements as to the Trustee 
shall seem prudent; and the Trustee may receive, sub,ject to the rights ofothers, if any, with respect thereto, the rents, issues, profits, 
revenues and other income of the Mortgaged Property; and, after deducting the costs and expenses of entering, taking possession, 
holding, operating and managing the Mortgaged Property, as well as payments for insurance and taxes and other proper charges upon 
the Mortgaged Property prior to the Lien of this Indenture and reasonable compensation to itself, its agents and counsel, the Trustee 
may apply the same as provided in Section 9.06. Whenever all that is then due in respect of the principal of and premium, if any, and 
interest, if any. on the Securities and under any of the terms of this Indenture shall have been paid and all defaults hereunder shall have 
been cured, the Trustee shall surrender possession of the Mortgaged Property to the Company. 

SECTION 9.18. POWER OF SALE; SUITS FOR ENFORCEMENT. 

If an Event of Default shall have occurred and be continuing, the Trustee, by such officers or agents as it shall appoint, with or 
without entry, in  its discretion may, subject to the provisions of Section 9. I2 and if and to the extent permitted by law: 

(a) sell, subject to any mandatory requirements of applicable law, the Mortgaged Property as an entirety, or in such parcels as the 
Nolders of a majority in principal amount of the Securities then Outstanding shall in writing request, or in the absence of such request, 
as the Trustee may detetmine, to the highest bidder at public auction at such place and at such time (which sale may be adjourned by 
the Trustee from time to time in its discretion by announcemcnt at the time and place fixed for such sale, without further notice) and 
upon such terms as the Trustee may fix and briefly specitjr in a notice of sale to be published once in each week for four successive 
weeks prior to such sale in an Authorized Publication in each Place of Payment for the Securities of each series; or 

(b) proceed to protect and enforce its rights and the rights ofthe Holders of Securities under this Indenture by sale pursuant to 
judicial proceedings or by a suit, action or proceeding in equity or at law or otherwise. whether for the specific performance of any 
covenant or agreement contained in this Indenture or in aid of the execution of any power granted in this Indenture or for the 
foreclosure of this Indenture or for the enforcement of any other legal, equitable or other remedy, as the Trustee, being advised by 
counsel, shall deem most effectual to protect and enforce any of the rights of the Trustee or the Holders of Securities. 

SECTION 9.19. INCIDENTS OF SAL,E. 

LJpon any sale of any of the Mortgaged Property, whether made under the power of sale hereby given or pursuant to judicial 
proceedings, to the extent permitted by law: 
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(a) the principal amount (or, if any of the Securities are Discount Securities, such portion of the principal amount of such Securities 
as may be specified in  the terms thereof as contemplated by Section 3.01) of all Outstanding Securities, if not previously due, shall at 
once become and be immediately due and payable, together with premium, if any, and accrued interest, if any, thereon; 

(b) any Holder or Holders of Securities or the Trustee may bid for and purchase the property offered for sale, and upon compliance 
with the terms of sale may hold, retain and possess and dispose of such property, without further accountability, and may, i n  paying 
the purchase money therefor, deliver any Outstanding Securities or claims for interest thcreon in lieu of cash to the amount which 
shall, upon distribution ofthe net proceeds of such sale, be payable thereon, and such Securities, in case the amounts so payable 
thereon shall be less than the amount due thereon, shall be returned to the Holders thereof after being appropriately stamped to show 
partial payment; 

(c) the Trustee may make and delivei to the purchaser or purchasers a good and sufficient deed. bill of sale and instrument of 
assignment and transfer of the property sold; 

(d) the Trustee is hereby irrevocably appointed the true and lawful attorney of the Company, in  its name and stead, to make all 
necessary deeds, bills of sale and instruments of assignment and tiansfer ofthe property so sold; and for that purpose it may execute 
all necessary deeds, bills of sale and instruments of assignment and transfer, and may substitute one or more persons, firms or 
corporations with like power, the Company hereby ratifying and confirming all that its said attorney or such substitute or substitutes 
shall lawfully do by virtue hereoc but, if so requested by the Trustee or by any purchaser, the Company shall ratify and confirm any 
such sale or transfer by executing and delivering to the Trustee or to such purchaser or purchasers all proper deeds, bills of sale, 
instruments of assignment and transfer and releases as may be designated in any such request; 

(e) all right, title, interest, claim and demand whatsoever, either at law or in equity or otherwise, of the Company of, in and to the 
property so sold sliall be divested and such sale shall be a perpetual bar both at law and in equity against the Company, its successors 
and assigns, and against any and all persons claiming or who may claim the property sold or any part thereof from, through or under 
the Company; and 

(0 the receipt of the Trustee or of the officer or agent making such sale shall be a sufficient discharge to the purchaser or 
purchasers at such sale for his or their purchase money and such purchaser or purchasers and his or their assigns or personal 
representatives shall not, after paying such purchase money and receiving such rcceipt, be obliged to see to the application of such 
purchase money, or be in  anywise answerable for any loss, misapplication or non-application thereof. 

[END OF ARTICLE NINE] 
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ARTICLE TEN. 

THE TRUSTEE 

SECTION 10.01. CERTAIN DUTIES AND RESPONSIBILITIES. 

(a) The Trustee shall have and be subject to all the duties and responsibilities specified with respect to an indenture trustee in the 
Trust Indenture Act and no implied covenants or obligations shall be read into this Indenture against the Trustee. For purposes of 
Sections 3 15(a) and 3 IS(c) ofthe Trust Indenture Act, the term “default” is hereby defined as an Event of Default which has occurred 
and is continuing. 

(b) No provision of this Indenture shall require the Trustee to expend or risk its own funds or othetwise incur any financial liability 
in the performance of any of its duties hereunder. or in the exercise of any of its rights or powers, if it shall have reasonable grounds 
for believing that repayment of such funds or adequate indemnity against such risk or liability is not reasonably assured to it. 

Indenture shall be subject to the protections. exculpations and limitations on liability afforded to an indenture trustee under the 
provisions of the Trust Indenture Act. For the purposes of Sections 3 15(b) and 3 15(d)(2) of the Trust Indenture Act, the term 
“responsible officer” is defined as a Responsible Officer (as herein defined). 

of or affording protection to the Trustee shall be subject to the provisions ofthis Section. 

(c) Notwithstanding anything contained in  this Indenture to the contrary, the duties and responsibilities of the Trustee under this 

(d) Whether or not therein expressly so provided, every provision of this Indenture relating to the conduct or affecting the liability 

SECTION 10.02. NOTICE OF DEFAULTS. 

Trust Indenture Act, unless such default shall have been cured or waived; provided, however. that in the case of any default of the 
character specified in Section 9.0l(c), no such notice to Holders shall be given until at least 60 days after the occurrence thereof. For 
the purpose of this Section, the term “default” means any event which is, or after notice or lapse of time, or both, would become, an 
Event of Default. 

The Trustee shall give notice of any default hereunder known to the Trustee in the manner and to the extent required to do so by the 

SECTION 10.03. CERTAIN RIGHTS OF TRUSTEE. 

Subject to the provisions of Section 10.01 and to the applicable provisions of the Ttust Indenture Act: 

(a) the Trustee may conclusively rely and shall be fully protected in  acting or refraining from acting upon any resolution, 
certificate, statement, instrument, opinion, report, notice, request, direction, consent, order, bond, debenture, note, other evidence of 
indebtedness or other paper or document believed by it to be genuine and to have been signed or presented by the proper party or 
parties; 
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(b) any request or direction of the Company mentioned herein shall be sufficiently cvidenced by a Company Request or Company 
Order, or as otherwise expressly provided herein, and any resolution of the Board of Directors may be sufficiently evidenced by a 
Board Resolution; 

(c) whenever in the administration of this Indenture the Trustee shall deem it desirable that a matter be proved or established prior 
to taking, suffering or omitting any action hereunder, the Trustee (unless other evidence be herein specifically prescribed) may, in the 
absence of bad faith on its part, conclusively rely upon an Officer’s Certificate; 

complete authorization and protection in respect of any action taken, suffered or omitted by it hereunder in good faith and in reliance 
thereon; 

(e) the Trustee shall be under no obligation to exercise any of the rights or powers vested in it by this Indenture at the request or 
direction of any Holder pursuant to this Indenture, unless such Holder shall have offered to the Trustee reasonable security or 
indemnity against the costs, expenses and liabilities which might be incurred by it i n  compliance with such request or direction; 

instrument, opinion, report, notice, request, direction, consent, order, bond, debenture, note, other evidence of indebtedness or other 
paper or document, but the Trustee, in  its discretion, may make such further inquiry or investigation into such facts or matters as it 
may see fit, and, if the Trustee shall determine to make such further inquiry or investigation, it shall (subject to applicable legal 
requirements) be entitled to esamine, during normal business hours, the books, records and premises of the Company, personally or by 
agent or attorney; 

(g) the Trustee may execute any of the trusts or powers hereunder or perform any duties hereunder either directly or by or through 
agents 01 attorneys and the Trustee shall not be I esponsible for any misconduct or negligence on the part of any agent or attorney 
appointed with due care by it hereunder; 

interest or principal payment default; provided that the Trustee is the principal Paying Agent) unless either ( 1 )  a Responsible Officer 
of the Trustee shall have actual knowledge of such default or Event of Default or (2) written notice of such default or Event of Default 
shall have been given to the Trustee by the Company or any other obligor on such Securities, or by any Holder of such Securities; 

(i) the rights, privileges, protections, immunities and benefits given to the Trustee, including, without limitation, its right to be 
indemnified, are extended to, and shall be enforceable by, the Trustee in each of its capacities hereunder; 

(i) the Trustee shall not be liable for any action taken, suffered or omitted to be taken by it in good faith and reasonably believed by 
i t  to be authorized or within the discretion or rights or powers conferred upon it by this Indenture; and 

(d) the Trustee may consult with counsel and the written advice ofsuch counsel or any Opinion of Counsel shall be full and 

(0 the Trustee shall not be bound to make any investigation irito the facts or matters stated in any resolution, certificate, statement, 

(h) the Trustee shall not be charged with knowledge of any default (as defined in Section 10 02) or Event of Default (other than an 
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(k) in no event shall the Trustee be responsible or liable for special, indirect, or consequential loss or damage of any kind 
whatsoever (including, without limitation, loss of profit) irrespective of whether the Trustee has been advised of the likelihood of such 
loss or damage and regardless ofthe form ofaction. 

SECTION 10.04. NOT RESPONSIBLE FOR RECITALS, ISSUANCE OF SECURITIES, ETC. 

statements of the Company, and neither the Trustee nor any Authenticating Agent assumes responsibility for their correctness. The 
Trustee makes no representations as to the value or condition of the Mortgaged Property, the title of the Company to the Mortgaged 
Property, the security afforded by the Lien of this Indenture, the validity or genuineness of any securities deposited with the Trustee 
hereunder, or the validity or sufficiency of this Indenture or of the Securities. Neither the Trustee nor any Authenticating Agent shall 
be accountable for the use or application by the Company of Securities or the proceeds thereof or any money paid to the Company 
hereunder. The Trustee shall not be responsible for perfecting or maintaining the perfection of any security interest granted to it 
hereunder or for filing, re-filing, recording or re-recording any notice or other document i n  any public office at any time or times or 
for seeing to the insurance of the Mortgaged Property or for paying or causing the payment of any taxes owing in connection 
therewith. 

The recitals contained herein and in the Securities (except the Trustee’s certificates of authentication) shall be taken as the 

SECTION 10.05. MAY HOLD SECURITIES. 

Each of the Trustee, any Authenticating Agent, any Paying Agent, any Security Registrar or any other agent of the Company, in its 
individual or any other capacity, may become the owner or pledgee of Securities and, subject to Sections 10.08 and 10.13, may 
othetwise deal with the Company with the same rights it would have if it were not the Trustee, Authenticating Agent, Paying Agent, 
Security Registrar or such other agent. 

SECTION 10.06. MONEY HELD IN TRUST. 

Money held by the Trustee iti trust hereunder need not be segregated from other funds, except to the extent required by law. The 
Trustee shall be under no liability for interest on or investment of any money received by it hereunder except as expressly provided 
herein or otherwise agreed with, and for the sole benefit of, the Company. 

SECTION 10.07. COMPENSATION AND REIMBURSEMENT. 

The Company shall 

(a) pay to the Trustee from time to time reasonable compensation for all services rendered by it hereunder (which compensation 

(b) except as othetwise expressly provided herein, reimburse the Trustee upon its request for all reasonable expenses, 

shall not be limited by any provision of law in regard to the compensation of a trustee of an express trust); 

disbursements and advances reasonably incurred or made by the Trustee in accordance with any provision of this Indenture (including 
the reasonable 
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compensation and the expenses and disbursements of its agents and counsel), except to the extent that any such expense, disbursement 
or advance may be attributable to the Trustee’s negligence, willful misconduct or bad faith; and 

(c) indemnifL the Trustee for, and hold it harmless from and against, any loss, liability or expense (including under environmental 
laws) reasonably incurred by it arising out of or in connection with the acceptance or administration of the trust or trusts hereunder or 
the performance of its duties hereunder, including the reasonable costs and expenses of defending itself against any claim or liability 
i n  connection with the exercise or performance of any of its powers or duties hereunder except to tlie extent any such loss, liability or 
expense may be attributable to its negligence, willful misconduct or bad faith. 

As security for the performance of the obligations of the Company under this Section, the Trustee shall have a lien prior to the 
Securities upon the Mortgaged Property and all property and funds held or collected by tlie Trustee as such, other than property and 
funds held in trust under Section 8.03 (except moneys payable to the Company as provided in Section 8.03). 

In  addition and without prejudice to the rights provided to the Trustee under any of the provisions of this Indenture or under 
applicable law, when the Trustee incurs expenses or renders services in  connection with ail Event of Default specified in  
Section 9.0 1 (d) or Section 9.01 (e), tlie expenses (including tlie reasonable charges and expenses of its counsel) and the compensation 
for the services are intended to constitute expenses of administration under any applicable Federal and State bankruptcy, insolvency or 
other similar law. 

The Company’s obligations under this Section 10.07 and tlie Lien referred to in this Section 10.07 shall survive tlie resignation or 
rcmoval of the Trustee, the discharge of the Company’s obligations under Article Eight of this Indenture and/or the termination of this 
Indenture. 

“Trustee” for purposes of this Section 10.07 shall include any predecessor Trustee; provided, however, that the negligence, willful 
misconduct or bad faith of any Trustee hereunder shall not affect the rights of any other Trustee hereunder. 

SECTION 10.08. DISQIJALIFICATION; CONFLICTING INTERESTS. 

If tlie Trustee shall have or acquire any conflicting interest within the meaning of tlie Trust Indenture Act, it shall either eliminate 
such conflicting interest or resign to tlie extent, i n  tlie manner and with the effect, and subject to the conditions, provided in tlie Trust 
Indenture Act and this Indenture. For purposes of Section 3 10(b)( I )  of the Trust Indenture Act and to the extent permitted thereby, the 
Trustee, in its capacity as trustee in respect of the Securities of any series, shall not be deemed to have a conflicting interest arising 
from its capacity as trustee in respect of the Securities of any other series issued under this Indenture. Nothing herein shall prevent the 
Trustee from filing with the Commission the application referred to in the second to last paragraph of Section 3 10(b) of the Trust 
Indenture Act. 
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SECTION 10.09. CORPORATE TRUSTEE REQUIRED; ELIGIBILITY. 

There shall at all times be a Trustee liereunder which shall be: 

(a) a corporation organized and doing business under the laws of the IJnited States ofAmerica, any State thereof or the District of 
Columbia, authorized under such laws to exercise corporate trust powers, having a combined capital and surplus of at least 
$50,000,000 and subject to supervision or examination by Federal, State or District of Columbia authority; or 

(b) if and to the extent permitted by the Commission by rule, regulation or order upon application, a corporation or other Person 
organized and doing business under the laws of a foreign government, authorized under such laws to exercise corporate trust powers, 
having a combined capital and surplus of at least $50,000,000 or the Dollar equivalent of the applicable foreign currency and subject 
to supervision or examination by authority of such foreign government or a political subdivision thereof substantially equivalent to 
supervision or examination applicable to United States institutional trustees; and 

in either case, qualified and eligible under this Article and the Trust Indenture Act. If such corporation publishes reports of condition 
at least annually, pursuant to law or to the requirements of such supervising or examining authority, then for the purposes ofthis 
Section, the combined capital and surplus ofsuch corporation shall be deemed to be its combined capital and surplus as set forth in its 
most recent report of condition so published. If at any time the Trustee shall cease to be eligible in accordance with the provisions of 
this Section and the Trust Indenture Act, it shall resign immediately i n  the manner and with the effect hereinafter specified in this 
Article. 

SECTION 10.10. RESIGNATION AND REMOVAL; APPOINTMENT OF SUCCESSOR. 

effective until the acceptance of appointment by the successor Tivstee in accordance with the applicable requirements of 
Section 10.1 I .  

successor Trustee required by Section 10.1 1 shall not have been delivered to the resigning or removed Trustee within 30 days after the 
giving of such notice of resignation or receipt by the Trustee of notice of such removal, the resigning or removed Trustee may petition 
any court of competent jurisdiction for the appointment of a successor Trustee. 

delivered to the Trustee and the Company. 

(a) No resignation or removal of the Trustee and no appointment of a successor Trustee putsuant to this Article shall become 

(b) The Trustee may resign at any time by giving written notice thereof to the Company. If the instrument of acceptance by a 

(c) The Trustee may be removed at any time by Act of the Holders of a majority in  principal amount of the Outstanding Securities 

(d) If at any time: 

been a bona fide Holder for at least six months, or 
(i) the Trustee shall fail to comply with Section 10.08 after written request therefor by the Company or by any Holder who has 
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(ii) the Trustee shall cease to be eligible under Section 10.09 or Section 3 IO(a) of the Trust Indenture Act and shall fail to resign 
after written request therefot by the Company or by any such Holder, or 

(iii) the Trustee shall become incapable of acting or shall be adjudged a banktupt or insolvent or a receiver of the Trustee or of 
its property shall be appointed or any public officer shall take charge or control of the Trustee or of its property or affairs for the 
purpose of rehabilitation, conservation or liquidation, then, i n  any such case, (x) the Company by Board Resolutions may remove 
the Trustee with respect to all Securities or (y) subject to Section 9.14, any Holder who has been a bona tide Holder for at least six 
months may, on behalf of himself and all others similarly situated, petition any court of competent jurisdiction for the removal of 
the Trustee with respect to all Securities and the appointment of a successor Trustee or Trustees. 

(e) If the Trustee shall resign, be removed or become incapable of acting, or if a vacancy shall occur in  the office of Trustee for any 
cause (other than as contemplated by clause (y) in subsection (d) or this Section), the Company, by Board Resolutions, shall promptly 
appoint a successor Trustee and shall comply with the applicable requirements of Section 10.11" If, within one year after such 
resignation, removal or incapability, or the occutrence of such vacancy, a successor Trustee shall be appointed by Act of the Holdets 
of a majority in principal amount of the Outstanding Securities delivered to the Company and the retiring Trustee, the successor 
Trustee so appointed shall, forthwith upon its acceptance of such appointment in accordance with the applicable requirements of 
Section 10.1 1, become the successor Trustee and to that extent supersede the successor Trustee appointed by the Company. If no 
successor Trustee shall have been so appointed by the Company or the Holders and accepted appointment in the manner required by 
Section 10.1 1, any Holder who has been a bona fide Holder of a Security for at least six months may, on behalt of itself and all others 
similarly situated, petition any court of competent jurisdiction for the appointment of a successor Trustee. 

(f) So long as no event which is, or aftet notice or lapse of time, or both, would become, an Event of Default shall have occurred 
and be continuing, and except with respect to a Trustee appointed by Act of the Holders of a majoi ity in  principal amount of the 
Outstanding Securities pursuant to subsection (e) ofthis Section, if the Company shall have delivered to the Trustee (i) a Board 
Resolution appointing a successor Trustee, effective as of a date specified therein, and (ii) an instrument of acceptance of such 
appointment, effective as of such date, by such successor Tiustee i n  accordance with Section 10.1 1,  the Trustee shall be deemed to 
have resigned as contemplated in subsection (b) ot this Section, the successor Tiustee shall be deemed to have been appointed by the 
Company pursuant to subsection (e) ofthis Section and such appointment shall be deemed to have been accepted as contemplated in 
Section 10.1 1, all as of such date, and all other provisions of this Section and Section 10.1 1 shall be applicable to such resignation, 
appointment and acceptance except to the extent inconsistent with this subsection (f). 

(g) The Company shall give notice of each resignation and each removal of the Trustee and each appointment of a successor 
Trustee to all Holders of Securities in the manner provided in Section 1.08. Each notice shall include the name of the successor 
Trustee and the address of its Corporate Trust Office. 
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SECTION 10.11. ACCEPTANCE OF APPOINTMENT BY SUCCESSOR. 

(a) In case of the appointment hereunder of a successor Trustee, every such successor Trustee so appointed shall execute, 
acknowledge and deliver to the Company and to the retiring Trustee an instrument accepting such appointment, and thereupon the 
resignation or removal of the retiring Trustee shall become effective and such successor Trustee, without any further act, deed or 
conveyance, shall become vested with all the rights, powers, trusts and duties of the retiring Trustee; but, on the request of the 
Company or the successor Trustee, such retiring Trustee shall, upon payment of all sums owed to it, execute arid deliver an instrument 
transferring to such successor Trustee all the rights, powers and trusts of the retiring Trustee and shall duly assign, transfer and deliver 
to such successor Trustee all property and money held by such retiring Trustee hereunder, subject nevertheless to its Lien provided for 
in Section 10.07. 

(b) IJpon request of any such successor Trustee, the Company shall esecute any instruments for more fully and certainly vesting in 
and confirming to such successor Trustee all such rights. powers and trusts referred to in subsection (a) of this Section. 

(c) No successor Trustee shall accept its appointment unless at the time of such acceptance such successor Trustee shall be 
qualified and eligible under this Article. 

SECTION 10.12. MERGER, CONVERSION, CONSOLIDATION OR SUCCESSION TO BIJSINESS. 

Any corporation into which the Trustee may be merged or converted or with which it may be consolidated, or any corporation 
resulting f?om any merger, conversion or consolidation to which the Trustee shall be a party, or any corporation succeeding to all or 
substantially all the corporate trust business of the Trustee, shall be the successor of the Trustee hereunder, provided such corporation 
shall be othenvise qualified and eligible under this Article, without the execution or filing of any paper or any further act on the part of 
any of the parties hereto, In case any Securities shall have been authenticated, but not delivered, by the Trustee then in office, any 
successor by merger, conversion or consolidation to such authenticating Trustee may adopt such authentication and deliver the 
Securities so authenticated with the same effect as if such successor Trustee had itself authenticated such Securities. 

SECTION 10.13. PREFERENTIAL COLLECTION OF CLAIMS AGAINST COMPANY. 

If the Trustee shall be or become a creditor of the Company or any other obligor upon the Securities (other than by reason of a 
relationship described in Section 3 1 I (b) of the Trust Indenture Act), the Trustee shall be subject to any and all applicable provisions of 
the Trust Indenture Act regarding the collection of claims against the Company or such other obligor. For purposes of Section 31 I(b) 
of the Trust Indenture Act (a) the term “cash transaction” shall have the meaning provided in Rule 11 b-4 under the Trust Indenture 
Act, and (b) the term “self-liquidating paper’’ shall have the meaning provided in Rule 1 1  b-6 under the Trust Indenture Act. 
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SECTION 10.14. CO-TRUSTEE AND SEPARATE TRUSTEES. 

At any time or times, for the purpose of meeting the legal requirements of any applicable jurisdiction, the Company and the Trustee 
shall have power to appoint, and, upon the written request ofthe Trustee or of the Holders of at least 35% in principal amount of the 
Securities then Outstanding, the Company shall for such purpose join with the Trustee in the execution and delivery of all instruments 
and agreements necessary or proper to appoint, one or more Persons approved by the Ttustee either to act as co-trustee, jointly with 
the Trustee, or to act as separate tiustee, in either case with such powers as may be provided in the instrument of appointment, and to 
vest in such Person or Persons, in the capacity aforesaid, any property, title, right or power deemed necessary or desirable, subject to 
the other provisions of this Section. 

If the Company does not join in such appointment within 15 days after the receipt by it of a request so to do, or if an Event of 
Default shall have occurred and be continuing, the Trustee alone shall have power to make such appointment. 

Should any written instrument or instruments from the Company be required by any co-trustee or separate trustee to more fully 
confirm to such co-trustee or separate trustee such property, title, right or power, any and all such instruments shall, on request, be 
executed, acknowledged and delivered by the Company. 

Every co-trustee or separate trustee shall, to the extent permitted by law, but to such extent only. be appointed subject to the 
following conditions: 

(a) the Securities shall be authenticated and delivered, and all rights, powers, duties and obligations hereunder in  respect of the 
custody ofsecurities, cash and other personal property held by, or required to be deposited or pledged with, the Trustee hereunder, 
shall be exercised solely, by the Trustee; 

(b) the rights, powers, duties and obligations hereby conferred or imposed upon the Trustee in respect of any property covered by 
such appointment shall be conferred or imposed upon and exercised or performed either by the Trustee or by the Trustee and such 
co-trustee or separate trustee jointly. as shall be provided in the instrument appointing such co-trustee or separate trustee, except to the 
extent that under any law of any jurisdiction in which any particular act is to be performed, the Trustee shall be incompetent or 
unqualified to perform such act, i n  which event such rights, powers, duties and obligations shall be exercised and pet formed by such 
co-trustee or separate trustee. 

resignation of or remove any co-trustee or separate trustee appointed under this Section, and, if an Event of Default shall have 
occurred and be continuing, the Trustee shall have power to accept the resignation of. 01 remove, any such co-trustee or separate 
trustee without the concurrence of the Company. Upon the written request of the Trustee, the Company shall join with the Trustee in 
the execution and delivery of all instruments and agreements necessary or proper to effectuate such resignation or removal. A 
successor to any co-trustee or separate trustee so resigned 01 removed may be appointed in the manner provided in this Section; 

(c) the Trustee at any time, by an instrument in writing executed by it, with the concurrence of the Company, may accept the 
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(d) no co-trustee or separate trustee hereunder shall be personally liable by reason of any act or omission of the Trustee, or any 
other such trustee hereunder, and the Trustee shall not be personally liable by reason of any act or omission of any such co-trustee or 
separate trustee; and 

(e) any Act of Holders delivered to the Trustee shall be deemed to have been delivered to each such co-trustee and separate trustee. 

SECTION 10.15. APPOINTMENT OF AUTHENTICATING AGENT. 

thereof, which shall be authot ized to act on behalf of the Trustee to authenticate Securities of such series or Tranche issued upon 
original issuance, exchange, registration of transfer or partial redemption thereof or pursuant to Section 3.06, and Securities so 
authenticated shall be entitled to the benefits of this Indenture and shall be valid and obligatory for all purposes as if authenticated by 
the Trustee hereunder. Wherever reference is made in this Indenture to the authentication and delivery of Securities by the Trustee or 
the Trustee’s certificate of authentication, such reference shall be deemed to include authentication and delivery on behalf of the 
Trustee by an Authenticating Agent and a certificate of authentication executed on behalf of the Trustee by an Authenticating Agent. 
Each Authenticating Agent shall be acceptable to the Company and sliall at all times be a corporation organized and doing business 
under the laws of the United States of America, any State or territoiy thereof or the District of Columbia or the Commonwealth of 
Puerto Rico, authorized under such laws to act as Authenticating Agent, having a combined capital and surplus of not less than 
$50,000,000 and subject to supervision or examination by Federal or State authority. I f  such Authenticating Agent publishes reports of 
condition at least annually, pursuant to law or to the requirements of said supervising or examining authoiity, then for the purposes of 
this Section, the combined capital and surplus of such Authenticating Agent shall be deemed to he its combined capital and surplus as 
set forth in its most recent report of condition so published. If at any time an Authenticating Agent shall cease to be eligible in 
accordance with the provisions of this Section, such Authenticating Agent shall resign immediately in the manner and with the effect 
specified in this Section. 

Any corporation into which an Authenticating Agent may be merged or converted 01 with which it may be consolidated, or any 
corporation resulting from any merger, conversion or consolidation to which such Authenticating Agent shall be a party, or any 
corporation succeeding to the corporate agency or corporate trust business of an Authenticating Agent, shall continue to be an 
Authenticating Agent, provided such corporation shall be othetwise eligible under this Section, without the execution or filing of any 
paper or any further act on the part of the Trustee or the Authenticating Agent. 

at any time terminate the agency of an Authenticating Agent by giving written notice thereof to such Authenticating Agent and the 
Company. Upon receiving such a notice of resignation or upon such a termination, or in  case at any time such Authenticating Agent 
shall cease to be eligible in accordance with the provisions of this Section, the Trustee may appoint a successor Authenticating Agent 
which shall be 

The Trustee may appoint an Authenticating Agent or Agents with respect to the Securities of one or more series, ot any Tranche 

An Authenticating Agent may resign at any time by giving written notice thereof to the Trustee and the Company The Trustee may 
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acceptable to the Company. Any successor Authenticating Agent upon acceptance of its appointment hereunder shall become vested 
with all the rights, powers and duties of its predecessor hereunder, with like effect as if originally named as an Authenticating Agent. 
No successor Authenticating Agent shall be appointed unless eligible under the provisions of this Section. 

The Company agrees to pay to each Authenticating Agent, kom time to time, reasonable compensation for its services under this 
Section. 

The provisions of Sections 3.08, 10.04 and 10.05 shall be applicable to each Authenticating Agent. 

If an appointment with respect to the Securities of one or more series, or any Tranche thereof, shall be made pursuant to this 
Section, the Securities of such series or Tranche may have endorsed thereon, in addition to the Trustee’s certificate of authentication, 
an alternate certificate of authentication substantially i n  the following form: 

This is one of the Securities ofthe series designated therein referred to in the within-mentioned Indenture. 

THE BANK OF NEW YORK MELLON TRUST 
COMPANY. N.A., As Trustee 

By [Name of Authenticating Agent], 
As Authenticating Agent 

BY 
Authorized Office;. 

If all of the Securities of a series may not be originally issued at one time, and if the Trustee does not have an office capable of 
authenticating Securities upon original issuance located in a Place of Payment where the Company wishes to have Securities of such 
series authenticated upon original issuance, the Trustee, if so requested by the Company in writing (which writing need not comply 
with Section 1.04 and need not be accompanied by an Opinion of Counsel), shall appoint, in accordance with this Section and in 
accordance with such procedures as shall be acceptable to the Trustee, an Authcnticating Agent having an office in  a Place of Payment 
designated by the Company with respect to such series of Securities. 

FND OF ARTICLE TEN] 
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ARTICLE ELEVEN. 

HOLDERS’ LISTS AND REPORTS BY TRUSTEE AND COMPANY 

SECTION 11.01. LISTS OF HOL,DERS. 

Semiannually, not later than April 1 and October 1 in  each year, commencing October 1, 2009 and at such other times as the 
Trustee may request in writing, the Company shall furnish or cause to be hrnislied to the Trustee information as to the names and 
addresses of the Holders, and the Trustee shall preserve such information and similar information received by it in any other capacity 
and afford to the Holders access to information so preserved by it, all to such extent, if any, and in such manner as shall be required by 
the Trust Indenture Act; provided, however, that no such list need be furnislied so long as the Trustee shall be the Security  registrar^ 

SECTION 11.02. REPORTS BY TRUSTEE AND COMPANY. 

The Trustee shall transmit to the Holders, the Commission and each securities exchange upon which any Securities are listed, on or 
before July I ,  2009, and 011 or before the first day of July in each year thereafter, a report as of the last preceding fifteenth day of May, 
with respect to any events and othet matters described in Section 3 13(a) ofthe Trust Indenture Act, which may have occurred within 
the previous 12 months (but if no event has occurred within such period no report need be transmitted), in such manner and to the 
extent required by the Trust Indenture Act. The Trustee shall ti ansmit to the Holders, the Commission and each securities exchange 
upon which any Securities are listed, and the Company shall file with the Trustee (within 30 days aftet filing with the Commission in 
the case of reports which pursuant to Section 3 14(a) of the Trust Indenture Act must be tiled with the Commission and furnished to 
the Trustee) and transmit to the Holders, such information, reports and other documents, if any, at such times and in such manner, as 
shall be required by Section 3 14(a) of the Trust Indenture Act. The Company shall notify the Trustee of the listing of any Securities on 
any securities exchange and ot any delisting thereof 

Delivery of such reports, information and documents to the Trustee is for informational purposes only. and the Trustee’s receipt of 
such shall not constitute notice or constructive notice of any information contained therein or determinable from information 
contained therein, including the Company’s compliance with any of its covenants hereunder (as to which the Trustee is entitled to rely 
exclusively on Officer’s Certificates). 

pursuant to Section 3 l4(a) of the Trust Indenture Act must be filed with the Commission and furnished to the Trustee) and transmit to 
the Holders, such information, reports and othet documents, if any, at such times and iii such manner, as shall be required by Section 
3 14(a) of the Trust Indenture Act. 

The Company shall file with the Trustee (within thirty (30) days after filing with the Commission in the case of reports that 

[END OF ARTICLE ELEVEN] 
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ARTICLE TWELVE. 

CONSOL,IDATION, MERGER, CONVEYANCE, OR OTHER TRANSFER 

SECTION 12.01. COMPANY MAY CONSOLIDATE, ETC., ONLY ON CERTAIN TERMS. 

The Company shall not consolidate with or merge into any other corporation, or convey or otherwise transfer, or lease, as or 
substantially as an entirety the Mortgaged Property to any Person, unless: 

(a) the corporation formed by such consolidation or into which the Company is merged or the Person which acquires by 
conveyance or other transfer, or which leases, as or substantially as an entirety such Mortgaged Property shall be a corporation 
organized and existing under the laws of the United States, any State or Territory thereof or the District of Columbia (such corporation 
being hereinafter sometimes called the “Successor Company”) and shall execute and deliver to the Trustee an indenture 
supplemental hereto, in form recordable and reasonably satisfactory to the Trustee, which: 

(i) in the case of a consolidation, merger, conveyance or other transfer, or in the case of a lease if the term thereof extends 
beyond the last Stated Maturity of the Securities then Outstanding, contains an express assumption by the Successor Company of 
the due and punctual payment of the principal of and premium, if any, and interest, if any, on all the Securities then Outstanding 
and the performance and observance of every covenant and condition of this Indenture to be performed or observed by the 
Company, and 

the Successor Company, of the same tenor of the Granting Clauses herein, 
(ii) in the case of a consolidation, merger, conveyance or other transfer contains a grant, conveyance, transfer and mortgage by 

(A)  confirming the Lien of this Iiidenture on the Mortgaged Property (as constituted immediately prior to the time such 
transaction became effective) and subjecting to the Lien of this Indenture all property. real, personal and mixed, thereafter 
acquired by the Successor Company which shall constitute an improvement, extension or addition to the Mortgaged Property (as 
so constituted) or a renewal, replacement or substitution of or for any part thereof, and, 

(B) at the election of the Successor Company, subjecting to the Lien of this Indenture such property, real, personal or mixed, 
in addition to the property described in subclause (A) above, then owned or thereafter acquired by the Successor Company as the 
Successor Company shall, in its sole discretion, specify or describe therein, 

and the Lien confirmed or created by such grant, conveyance, transfer and mortgage shall have force, effect and standing similar to 
those which the Lien ofthis Indenture would have had i t  the Company had not been a party to such consolidation, merger, conveyance 
or other transfer and 
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had itself, after the time such transaction became effective, purchased, constructed or othenvise acquired the property subject to such 
grant, conveyance, transfer and mortgage; 

(b) in the case of a lease, such lease shall be made expressly sub,ject to termination at any time during the continuance ofan  Event 
of Default, by (i) the Company or the Trustee and (ii) the purchaser of the property so leased at any sale thereof hereunder. whether 
such sale be made under the power of sale hereby conferred or pursuant to judicial proceedings; 

(c) the Company shall have delivered to the Trustee an Ofi’icer’s Certificate and an Opinion of Counsel each of which shall state 
that such consolidation, merger, conveyance or other transfer or lease, and such supplemental indenture, comply with this Article and 
that all conditions precedent herein provided for relating to such transaction have been complied with; and 

(d) immediately after giving effect to such transaction (and treating any debt that becomes an obligation of the Successor Company 
as a result of such transaction as having been incurred by the Successor Company at the time of such transaction), no Default or Event 
of Default shall have occurred and be continuing. 

As used in  this Article and in Section 17.09(d), the terms “improvement”, “extension” and “‘addition” shall be limited to (a) with 
respect to real property subject to the Lien of this Indenture, any item of personal property which has been so affixed or attached to 
such real property as to be regarded a part of such real property under applicable law and (b) with respect to personal property subject 
to the Lien of this Indenture, any improvement, extension or addition to such personal property which (i) is made to maintain, renew, 
repair or improve the function of such personal property and (ii) is physically installed in or affixed to such personal propetty. 

SECTION 12.02. SUCCESSOR COMPANY SUBSTITUTED. 

Upon any consolidation or merger or any conveyance or other transfer of, as or substantially as an entirety the Mortgaged Property 
i n  accordance with Section 12.01, the Successor Company shall succeed to, and be substituted for, and may exercise every power and 
right of, the Company under this Indenture with the same effect as if such Successor Company had been named as the “Company” 
herein. Without limiting the generality of the foregoing: 

(a) all property of the Successor Company then subject to the Lien of this Indenture, of the character described in Section I .03, 
shall constitute Property Additions; 

(b) the Successor Company may execute and deliver to the Trustee, and thereupon the Trustee shall, sub,ject to the provisions of 
Article Sixteen, authenticate and deliver, Securities upon any basis provided in Article Sixteen; and 

(c) the Successor Company may, subject to the applicable provisions of this Indenture, cause Property Additions to be applied to 
any other Authorized Purpose. 

All Securities executed by the Successor Company, and authenticated and delivered by the Trustee, shall in all respects be entitled 
to the benefit of the Lien of this Indenture equally and 
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ratably with all Securities executed, authenticated and delivered prior to the time such consolidation, merger, conveyance or other 
transfer became effective. 

SECTION 12.03. EXTENT OF LIEN HEREOF ON PROPERTY OF SUCCESSOR COMPANY. 

supplemental hereto contemplated in Section 12.01 or in Article Thirteen expressly provides othenvise, neither this Indenture nor such 
supplemental indenture shall become or be, or be required to become or be, a Lien upon any of the properties: 

(a) owned by the Successor Company or any other party to such transaction (other than the Company) immediately prior to the 
time of effectiveness of such transaction; or 

(b) acquired by the Successor Company at or after the time of effectiveness of such transaction; 

Unless, i n  the case of a consolidation, merger, conveyance or other transfer contemplated by Section 12.01, the indenture 

except, in either case, properties (other than Excepted Property) acquired from the Company in or as a result of such transaction and 
improvements, extensions and additions to such properties and renewals, replacements and substitutions of or for any part or parts 
thereof. 

SECTION 12.04. RELEASE OF COMPANY UPON CONVEYANCE OR OTHER TRANSFER. 

In  the case of a conveyance or other transfer to any Person or Persons as Contemplated in Section 12.01, upon the satisfaction of all 
the conditions specified in Section 12.01 the Company (such term being used in this Section without giving effect to such transaction) 
shall be released and discharged from all obligations and covenants under this Indenture and on and under all Securities then 
Outstanding (unless the Company shall have delivered to the Trustee an instrument in which it shall waive such release and discharge) 
and, upon request by the Company, the Trustee shall acknowledge in writing that the Company has been so released and discharged. 

SECTION 12.05. MERGER INTO COMPANY; EXTENT OF LIEN HEREOF, 

the Company would be the surviving or resulting corporation or any conveyance or other transfer, or lease, of any part of the 
Mortgaged Property which does not constitute the entirety or substantially the entirety of the Mortgaged Property. 

(b) Unless, in the case of a consolidation or merger described in subsection (a) ofthis Section, an indenture supplemental hereto 
shall otherwise provide, this Indenture shall not become or be, or be required to become or be, a Lien upon any of the properties 
acquired by the Company in or as a result of such transaction or any improvements, extensions or additions to such properties or any 
renewals, replacements or substitutions of or for any part or parts thereof. 

(a) Nothing in this Indenture shall be deemed to prevent or restrict any consolidation or merger after the consummation of which 
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SECTION 12.06. TRANSFER OF LESS THAN SUBSTANTIALLY ALL. 

A conveyance, transfer or lease by the Company of any part of the Mortgaged Property shall not be deemed to constitute the 
conveyance, transfer or lease as, or substantially as. an entirety of the Mortgaged Property for purposes of this Indenture if the Fair 
Value of the Mortgaged Propet.ty retained by the Company exceeds one hundred fifty percent ( 1  50%) of the aggregate principal 
amount of all Outstanding Securities and any other outstanding debt of the Company secured by a Purchase Money L,ien that ranks 
equally with, or senior to, the Securities with respect to such Mortgaged Property. Such Fair Value shall be established by the delivery 
to the Trustee of an Independent Expert’s Certificate stating the Independent Expert’s opinion of such Fair Value as of a date not more 
than 90 days before or after such conveyance, transfer or lease. This Article is not intended to limit the Company’s conveyances, 
transfers or leases of less than substalitially the entirety of the Mortgaged Property. 

[END OF ARTICLE TWELVE] 
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ARTICLE THIRTEEN. 

SUPPLEMENTAL INDENTURES 

SECTION 13.01. SUPPLEMENTAL, INDENTURES WITHOUT CONSENT OF HOLDERS. 

Without the consent of any Holders, the Company and the Trustee, at any time and from time to time, may enter into one or more 

(a) to evidence the succession of another Person to the Company and the assumption by any such successor of the covenants of the 

(b) to add one or more covenants of the Company or other provisions for the benefit of the Holders of the Securities or to surrender 

indentures supplemental hereto, i n  fot m satisfactory to the Trustee, lbr any 01 the following purposes: 

Company herein and in the Securities all as provided in Article Twelve; or 

any right or power herein conferred upon the Company (and if such is the case, stating that such covenants are to be in effect for only 
so long as a particular series of Securities, or one or more Tranclies thereof, shall be Outstanding); or 

(c) to add any additional Events of Default (and if such is the case, stating that such additional Events of Default are to be in effect 
for only so long as a particular series of Securities, or one or more Tranches thereof, shall be Outstanding); or 

(d) to change or eliminate any provision of this Indenture or to add any new provision to this Indenture; provided, however, that if 
such change, elimination or addition shall adversely affect the interests of the Molders of Securities of any series or Tranche 
Outstanding on the date of such supplemental indenture in any material respect, such change, elimination or addition shall become 
effective with respect to such series or Tranche only pursuant to the provisions of Section 13.02 hereof or when no Security of such 
series or Tranche remains Outstanding; or 

(e) to provide additional collateral security for the Securities; or 

(0 to establish the form or terms of Securities ofany series or Tranche as contemplated by Sections 2 01 and 3.01; or 

(8) to provide for the authentication and delivery of bearer securities and coupons appertaining thereto representing interest, if any, 
thereon and for the procedures for the registration, exchange and replacement thereof and for the giving of notice to, and the 
solicitation of the vote or consent of, the holders thereof, and for any and all other matters incidental thereto; or 

(h) to evidence and provide for the acceptance of appointment hereunder by a separate or successor Trustee with respect to the 
Securities and to add to or change any of the provisions of this Indenture as shall be necessary to provide fot or facilitate the 
administration of the trusts hereunder by (1)  more than one Trustee, pursuant to the requirements of Section 10.14, or (2) a successor 
Trustee, pursuant to the requirements of Section 10.1 I(b); or 
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(i) to provide for the procedures required to permit the Company to utilize, at its option, a non-certificated system of registration for 

(j)  to change any place or places where ( 1 )  the principal of and premium, if any, and interest, if any, on all or any series of 

all, or any series or Tranche of, the Secut ities; or 

Securities, or any Tranche thereof, shall be payable, (2) all or any series of Securities, or any Tranche thereof, may be surrendered for 
registration oftransfer, (3) all or any series of Securities, or any Tranche thereof, may be surrendered for exchange and (4) notices and 
demands to or upon the Company in respect of all or any series of Securities, or any Tranche thereof, and this Indenture may be 
served; 

(k) to amend and restate this Indenture, as originally executed and delivered and as it may have been subsequently amended, in its 
entirety, but with such additions, deletions and other changes as shall not adversely affect the interests of the Holders of Securities of 
any series or Tranche in any matel ial respect; or 

( I )  to cure any ambiguity, to correct or supplement any provision herein which may be defective or inconsistent with any other 
provision herein, or to make any other changes to the provisions hereof or to add other provisions with respect to matters or questions 
arising under this Indenture, pi ovided that such other changes or additions shall not materially adversely affect the interests of the 
Holders of Securities of any series or Tranche in any material respect. 

Without limiting tlie generality of the foregoing, if the Trust Indenture Act as in effect at the Execution Date or at any time 
thereafter shall be amended and 

(x) ifany such amendment shall require one or more changes to any provisions hereof or the inclusion herein of any additional 
provisions, or shall by operation of law be deemed to effect such changes or incorporate such provisions by reference or otherwise, 
this Indenture shall be deemed to have been amended so as to conform to such amendment to the Trust Indenture Act, and tlie 
Company and the Trustee may, without tlie consent of any Holders, enter into an indenture supplemental hereto to evidence such 
amendment hereof: or 

(y) if any such amendnient shall permit one or more changes to, or the elimination of, any provisions hereof which, at the 
Execution Date or at any time thereafter, are required by the Trust Indenture Act to be contained herein or are contained herein to 
reflect any provision of the Trust Indenture Act as in effect at such date, this Indenture may be amended to effect such changes or 
elimination, and the Company and the Trustee may, without the consent of any Holders, enter into an indenture supplemental hereto to 
effect such changes or elimination or evidence such amendnient. 

SECTION 13.02. SUPP1,EMENTAL INDENTURES WITH CONSENT OF HOLDERS. 

Subject to the provisions of Section 13.01, with the consent of the holders of not less than a majority in aggregate principal amount 
of the Securities of all series then Outstanding under this Indenture, considered as one class, by Act of said Molders delivered to the 
Company and the Trustee, the Company, when authorized by a Board Resolution, and the Trustee may enter into an indenture or 
indentures supplemental hereto for the purpose of adding any provisions to, or changing in any manner or eliminating any of the 
provisions of, this Indenture; provided, 
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however, that if there shall be Securities of more than one series Outstanding hereunder and if a proposed supplemental indenture shall 
directly affect the rights of the Holders of Securities of one or more, but less than all, of such series, then the consent only of the 
Holders of a majority in aggregate principal amount ofthe Outstanding Securities of all series so directly affected, considered as one 
class, shall be required; and provided, further, that if the Securities of any series shall have been issued in more than one Tranche and 
if the proposed supplenlental indenture shall directly affect the rights of the Holders of Securities of one or more, but less than all, of 
such Tranches, then the consent only of the Holders of a ma,jority in aggregate principal amount of the Outstanding Securities of all 
Tranches so directly affected. considered as one class, shall be required; and provided, further, that no such supplemental indenture 
shall, without the consent of the Holder of each Outstanding Security of each series or Tranche so directly affected, 

(a) change the Stated Maturity of the principal of, or any installment of principal ofor  interest on, any Security (other than pursuant 
to the terms thereof), or reduce the principal amount thereof or the rate of interest thereon (or the amount of any installment of interest 
thereon) or change the method of calculating such rate or reduce any premium payable upon the redemption thereof, or reduce the 
amount of the principal of a Discount Security that would be due and payable upon a declaration of acceleration of the Maturity 
thereof pursuant to Section 9.02, or change the coin or currency (or other property), in which any Security or any premium or the 
interest thereon is payable, or impair the right to institute suit for the enforcement of any such payment on or after the Stated Maturity 
thereof (or, in the case of redemption, on or after the Redemption Date), or 

(b) permit the creation of any Lien ranking prior ta the Lien of this Indenture with respect to the Mortgaged Property or terminate 
the Lien of this Indenture on the Mortgaged Property or deprive such Holder of the benefit of the security of the Lien of this Indenture, 
or 

(c) reduce the percentage in  principal amount of the Outstanding Securities of any series or any Tranche thereof, the consent ofthe 
Holders of which is required for any such supplemental indenture, or the consent oftlie Holders ofwhich is required for any waiver of 
compliance with any provision ofthis Indenture or of any default hereunder and its consequences, or reduce the requirements of 
Section 14.04 for quorum or voting, or 

(d) modify any of the provisions of this Section, Section 7.06 or Section 9.13 with respect to the Securities of any series, or any 
Tranche thereof, except to increase the percentages in principal amount referred to in this Section or such other Sections or to provide 
that other provisions of this Indenture cannot be modified or waived without the consent of the Holder of each Outstanding Security 
affected thereby. 

A supplemental indenture entered into pursuant to this Section which (x) changes or eliminates any covenant or other provision of 
this Indenture which is to remain in effect only so long as there shall be Outstanding, Securities of one or more particular series, or one 
or more Tranches thereof, or (y) modifies the rights of the Holders of Securities of such series or Tranches with respect to such 
covenant or other provision, shall be deemed not to affect the rights under this Indenture ofthe Holders of Securities of any other 
series or Tranche. 
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It shall not be necessaty for any Act of IHolders under this Section to approve the particular form of any proposed supplemental 

Anything in this Indenture to the contraty notwithstanding, if the Officer’s Certificate, supplemental indenture or Board Resolution, 

indenture, but it shall be sufficient if such Act shall approve the substance thereof. 

as the case may be, establishing the Securities of any series or Tranche shall provide that the Company may make certain specified 
additions, changes or eliminations to or from the Indenture which shall be specified in  such Officer’s Certificate, supplemental 
indenture or Board Resolution establishing such series or Tranche, (a) the Holders of Securities of such series or Tranche shall be 
deemed to have consented to a supplemental indenture containing such additions, changes or eliminations to or from the Indenture 
which shall be specified in such Officer’s Certificate, supplemental indenture or Board Resolution establishing such series or Tranche, 
(b) no Act of such Holders shall be required to evidence such consent and (c) sucli consent may be counted in the determination of 
whether or not the Holders of the requisite principal amount of Securities shall have consented to such supplemental indenture. 

SECTION 13.03. EXECUTION OF SUPPLEMENTAL INDENTURES. 

In executing, or accepting the additional trusts created by, any supplenlental indenture permitted by this Article or the 
modifications thereby of the trusts created by this Indenture, the Trustee shall be entitled to receive, and (subject to Section 10.01) 
shall be fully protected in relying upon, an Opinion of Counsel and an Officer’s Certificate stating that the execution of such 
supplemental indenture is authorized or permitted by this Indenture and containing the statements required by Section 1.04. The 
Trustee may, but shall not be obligated to, enter into any such supplemental indenture which adversely affects the Trustee’s own 
rights, duties, immunities or liabilities under this Indenture or otherwise. 

SECTION 13.04. EFFECT OF SUPPLEMENTAL INDENTURES. 

IJpon the execution of any supplemental indenture under this Article, this Indenture shall be modified in accordance therewith, and 
such supplemental indenture shall form a part of this Indenture for all purposes; and every Molder of Securities theretofore or 
thereafter authenticated and delivered hereunder shall be bound thereby. Any supplemental indenture permitted by this Article may 
restate this Indenture in its entirety, and, upon the execution and delivery thereof, any such restatement shall supersede this Indenture 
as theretofore in effect fot all purposes. 

SECTION 13.05. CONFORMITY WITH TRlJST INDENTURE ACT. 

Every supplemental indenture executed pursuant to this Article shall conform to the requirements of the Trust Indenture Act as then 
in  effect. 

SECTION 13.06. REFERENCE IN SECURITIES TO SUPPLEMENTAL INDENTURES. 

Securities of any series, or any Tranche thereof, authenticated and delivered after the execution of any supplemental indenture 
pursuant to this Article may, and shall if required by the Trustee, bear a notation in form approved by the Company as to any matter 
provided for in such supplemental indenture. If the Company shall so determine, new Securities of any series, or any 
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Tranche thereof, so modified as to conform, in the opinion of the Tiustee and the Company, to any such supplemental indenture may 
be prepared and executed by the Company, and authenticated and delivered by the Trustee in exchange for Outstanding Securities of 
such series or Tranche. 

SECTION 13.07. MODIFICATION WITHOUT SUPPLEMENTAL INDENTURE. 

Resolution or an Officer’s Certiticate pursuant to a supplemental indenture or Board Resolution as contemplated by Section 3.01, and 
not in an indenture supplemental hereto, additions to, changes in or the elimination of any of such terms may be effected by means of 
a supplemental Board Resolution or Officer’s Certificate pursuant to a Board Resolution or a supplemental indenture and complying 
with the requirements of Section 1.04, as the case may be, delivered to, and accepted by, the Trustee i n  writing; provided, however, 
that such supplemental Board Resolution or Officer’s Certificate shall not be accepted by the Trustee or otherwise be effective unless 
all conditions set forth in this Indenture which would be required to be satisfied if such additions, changes or elimination were 
contained in a supplemental indenture shall have been appropriately satisfied. Upon the written acceptance thereof by the Trustee, any 
such supplemental Board Resolution or Officer’s Certificate shall be deemed to be effective and constitute part of the Indenture and a 
supplemental indenture hereunder, including for purposes of Section 17.14. Such acceptance shall be conveyed by a written 
instrument signed by a Responsible Officer of the Trustee. 

To the extent, if any, that the terms of any particular series of Securities shall have been established in or pursuant to a Board 

[END OF ARTTCLI THIRTEEN] 
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ARTICLE FOtJRTEEN. 

MEETINGS OF HOLBERS; ACTION WITHOUT MEETING 

SECTION 14.01. PURPOSES FOR WHICH MEETINGS MAY BE CALdLED. 

A meeting of Holders of Securities of one or more, or all, series, or any Tranche or Tranclies thereof, may be called at any time and 
fiom time to time pursuant to this Article to make, give or take any request, demand, authorization, direction, notice, consent, waiver 
or other action provided by this Indenture to be made, given or taken by Holders of Securities of such series or Tranches. 

SECTION 14.02. CALL, NOTICE AND PLACE OF MEETINGS. 

(a) The Trustee may at any time call a meeting of Holders of Secut ities of one or more, or all, series, or any Tranche or Tranclies 
thereof, for any purpose specified in Section 14.01, to be held at such time and at such place in the Borough of Manhattan. The City of 
New York, as the Trustee shall determine, or, with the approval of the Company, at any other place. Notice of every such meeting, 
setting forth tlie time and the place of such meeting and in general terms tlie action proposed to be taken at such meeting, sliall be 
given, in  tlie manner provided in Section 1.08, not less than 21 nor more than 180 days prior to tlie date fixed for tlie meeting. 

Tranche or Tranches thereof, by the Company or by the Holders of 35% i n  aggregate priiicipal amount of all of such series and 
Tranches, considered as one class, for any purpose specified in Section 14.01, by written request setting forth in reasonable detail tlie 
action proposed to be taken at the meeting, and the Trustee shall not have given the notice of such meeting within 21 days after receipt 
of such request or shall not thereafter proceed to cause the meeting to be held as provided herein, then the Company or the Holders of 
Securities of such series and Tranclies in tlie amount above specified, as the case may be, may determine tlie time and tlie place in tlie 
Borough of Manhattan, The City ofNew Yot k, or i n  such other place as shall be determined or approved by tlie Company, for such 
meeting and may call such meeting for such purposes by giving notice thereof as provided in subsection (a) of this Section. 

(c) Any meeting of Holders of Securities of one or more, or all, series, or any Tranche or Tranches thereof, shall be valid without 
notice if tlie Holders of all Outstanding Securities or such series or Tianclies are present i n  person or by proxy and if representatives of 
the Company and the Trustee are present, or if notice is waived in writing before or after the meeting by the Holders of all 
Outstanding Securities of such series, or any Tranche or Tranches thereof or by such of them as are not present at the meeting in 
person or by proxy, and by tlie Company and tlie Trustee. 

SECTION 14.03. PERSONS ENTITL’ED TO VOTE AT MEETINGS. 

Person sliall be (a) a Holder of one or more Outstanding Securities of such series or Tranclies, or (b) a Person appointed by an 
instrument in  

(b) If the Trustee shall have been requested to call a meeting of the Holders of Securities of one or more, or all, series, or any 

To be entitled to vote at any meeting of Holders of Securities of one or more, or all, series, or any Tranche or Tranches thereof, a 
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writing as proxy for a Holder or Holders of one or more Outstanding Securities of such series or Tranches by such Holder or Holders. 
The only Persons who shall be entitled to attend any meeting of Holders of Securities of any series or Tranche shall be the Persons 
entitled to vote at such meeting and their counsel, any representatives of the Trustee and its counsel and any representatives ofthe 
Company and its counsel. 

SECTION 14.04. QZJORUM; ACTION. 

respect to which a meeting shall have been called as hereinbefore provided, considered as one class, shall constitute a quorum for a 
meeting of Holders of Securities of such series and Tranclies; provided, however, that if any action is to be taken at such meeting 
which this Indenture expressly provides may be taken by tlie Holders o f a  specitied perceritage, wliicli is less than a majority, in  
principal amount of the Outstanding Securities of such series and Tranches, considered as one class, the Persons entitled to vote such 
specified percentage in principal amount of the Outstanding Securities of such series and Tranches, considered as one class, shall 
constitute a quorum. I n  the absence of a quorum within one hour of the time appointed for any such meeting, the meeting shall, if 
convened at the request of Holders of Securities of such series and Tranclies, be dissolved. I n  any other case tlie meeting may be 
adjourned for such period as may be determined by the chairman of the meeting prior to the ad~journment of such meeting. In the 
absence of a quorum at any such adjourned meeting, such adjourned meeting may be further adjourned for such period as may be 
determined by the chairman of the meeting prior to the adjournment of such adjourned meeting. Except as provided by Section 
14.0S(e), notice of the  reconvening of any meeting adjourned for more than 30 days shall be given as provided in Section 14.02(a) not 
less than ten days prior to the date on which the meeting is scheduled to be reconvened. Notice ofthe reconvening of an adjourned 
meeting shall state expressly the percentage, as provided above, of the principal amount of the Outstanding Securities of such series 
and Tranclies which shall constitute a quorum. 

quorum is present as aforesaid may be adopted only by tlie affirmative vote ofthe Holders of a majority in aggregate principal amount 
of tlie Outstanding Securities of the series and Tranclies with respect to which such meeting shall have been called, considered as one 
class; provided, however? that, except as so limited, any resolution with respect to any action which this Indenture expressly provides 
may be taken by the Holders of a specified percentage, which is less than a majority, in principal amount of the Outstanding Securities 
of such series and Tranches, considered as one class, may be adopted at a meeting or an adjourned meeting duly reconvened and at 
which a quorum is present as aforesaid by the affirmative vote of tlie Holders of such specified percentage in principal amount of tlie 
Outstanding Securities of such series and Tranches, considered as one class. 

Any resolution passed or decision taken at any meeting ofHolders of Securities duly held in accordance with this Section shall be 
binding on all the Holders of Securities of tlie series and Tranches with respect to wliicli such meeting shall have been held, whether or 
not present or represented at tlie meeting. 
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SECTION 14.05. ATTENDANCE AT MEETINGS; DETERMINATION OF VOTING RIGHTS; CONDUCT AND 
ADJOURNMENT OF MEETINGS. 

(a) Attendance at meetings of Holders of Securities may be in person or by proxy; and, to the extent permitted by law, any such 
proxy shall remain in effect and be binding upon any future Holder ofthe Securities with respect to which it was given unless and 
until specifically revoked by the Holder or future Holder of such Securities before being voted. 

(b) Notwithstanding any other provisions ofthis Indenture, the Trustee may make such reasonable regulations as it may deem 
advisable for any meeting of Holders of Securities in regard to proof of the holding of such Securities and of the appointment of 
proxies and in regard to the appointment and duties of inspectors of votes, the submission and examination of proxies, certificates and 
other evidence of the right to vote, and such other matters concerning the conduct of the meeting as it shall deem appropriate. Except 
as otherwise permitted or required by any such regulations, the holding of Securities shall be proved in the manner specified in 
Section 1.06 and the appointment of any proxy shall be proved in the manner specified in Section 1.06. Such regulations may provide 
that written instruments appointing proxies, regular on their face, niay be presumed valid and genuine without the proof specified in 
Section 1.06 or other proof. 

called by the Company or by Holders as provided i n  Section 14,02(b), i n  which case the Company or the Holders of Secuiities of the 
series and Tranches calling the meeting, as the case may be, shall i n  like manner appoint a temporary chairman. A permanent 
chairman and a permanent secretary of the meeting shall be elected by vote ofthe Persons entitled to vote a majority in aggregate 
principal amount of the Outstanding Securities of all series and Tranches represented in person or by proxy at the meeting, considered 
as one class. 

represented by him; provided, however, that no vote shall be cast or counted at any meeting in respect of any Security challenged as 
not Outstanding and ruled by the chairman of the meeting to be not Outstanding. The chairman of the meeting shall have no right to 
vote, except as a Holder of a Security or proxy. 

Persons entitled to vote a majority in aggregate principal amount of the Outstanding Securities of all series and Tranches represented 
at the meeting, considered as one class; and the meeting may be held as so adjourned without further notice. 

(c) The Trustee shall, by an instrument in writing, appoint a temporary chairman ofthe meeting, unless the meeting shall have been 

(d) At any meeting each Holder or proxy shall be entitled to one vote for each $1,000 principal amount of Securities held or 

(e) Any meeting duly called pursuant to Section 14.02 at which a quorum is present may be adjourned from time to time by 

SECTION 14.06. COUNTING VOTES AND RECORDING ACTION OF MEETINGS. 

The vote upon any resolution submitted to any meeting ofHolders shall be by written ballots on which shall be subscribed the 
signatures of the Holders or of their representatives by proxy and the principal amounts and serial numbers of the Outstanding 
Securities, ofthe series and Tranches with respect to which the meeting shall have been called, held or represented by them. The 
permanent chairman of the  meeting shall appoint two inspectors of votes who shall count all votes cast at the meeting for or against 
any resolution and who shall make and file with 
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the secretary of the meeting their verified written reports of all votes cast at the meeting. A record, in duplicate, of the proceedings of 
each meeting of Holders shall be prepared by the secretary of the meeting and there shall be attached to said record the original reports 
oftlie inspectors ofvotes on any vote by ballot taken thereat and affidavits by one or more persons having knowledge ofthe facts 
setting forth a copy of the notice of the meeting and showing that said notice was given as provided in Section 14.02 and, if 
applicable, Section 14.04. Each copy shall be signed and verified by the affidavits ofthe permanent chairman and secretary ofthe 
meeting and one such copy shall be delivered to the Company, and another to the Trustee to be preserved by the Trustee, the latter to 
have attached thereto the ballots voted at the meeting. Any record so signed and verified shall be conclusive evidence of the matters 
therein stated. 

SECTION 14.07. ACTION WITHOUT MEETING, 

In lieu of a vote of Holders at a meeting as hereinbefore contemplated in this Article, any request, demand, authorization, direction, 
notice, consent, waiver or other action may be made, given or taken by Holders by one or more written instruments as provided in 
Section 1.06. 

[END OF ART1CL.E FOURTEEN] 
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ARTICLE FIFTEEN. 

IMMUNITY OF INCORPORATORS, SHAREHOLDERS, OFFICERS AND DIRECTORS 

SECTION 15.01. LIABILITY SOLEL,Y CORPORATE. 

No recourse shall be had for the paynient of the principal of or premium, if any, or interest, if any, on any Securities or any part 
thereof, or for any claim based thereon or otherwise in respect thereof, or ofthe indebtedness represented thereby, or upon any 
obligation, covenant or agreement under this Indenture, against any incorporator, shareholder, member, limited partner, officer, 
manager or director, as such, past, present or future of the Company or of any predecessor or successor of the Company (either 
directly or through the Company or a predecessor or successor of the Company), whether by virtue of any constitutional provision, 
statute or rule of law, or by the enforcement of any assessment or penalty or othetwise; it being expressly agreed and understood that 
this Indenture and all the Securities are solely corporate obligations, and that no personal liability whatsoever shall attach to, or be 
incurred by, any incorporator, shareholder, member, limited partner, officer, manager or director, past, present or future, of the 
Company or of any predecessor or successor of the Company, either directly or indirectly through the Company or any predecessor or 
successor of the Company, because of the indebtedness hereby authorized or under or by reason of any of'the obligations, covenants 
or agreements contained in this Indenture or in any of the Securities or to be implied herefrom or therefrom, and that any such 
personal liability is hereby expressly waived and released as a condition of, and as part of the consideration for, the execution of this 
Indenture and the issuance of the Securities. 

[END OF ARTTCL,E FIFTEEN] 
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ARTICLE SIXTEEN. 

ISSUANCE OF SECURITIES 

SECTION 16.01. GENERAL. 

The Trustee shall authenticate and deliver Securities, for original issue, at one time or from time to time in accordance with the 
Company Order referred to below, only pursuant to Section 16.02, 16.03 or 16.04. 

SECTION 16.02. ISSlJANCE OF SECURITIES ON THE BASIS OF PROPERTY ADDITIONS. 

(a) Securities of any one or more series may be authenticated and delivered on the basis of Property Additions which do not 
constitute Funded Property in an aggregate principal amount not exceeding sixty-six and two-thirds percent (66-2/3%) of the balance 
of the Cost or the Fair Value to the Company of such Property Additions (whichever shall be less) after making any deductions and 
any additions pursuant to Section 1.03(b). 

with one or more Company Orders, all without compliance with any ofthe conditions, provisions and limitations set forth in 
Sections 16.03 and 16.04, upon receipt by the Trustee of: 

(b) Securities of any series shall be authenticated by the Tiustee on the basis of Property Additions and delivered in accordance 

(i) the documents with respect to the Securities of such series specified in Section 3.03; 

(ii) an Expert’s Certiticate dated as ofa  date not more than ninety (90) days piior to the date oftlie related Company Order, 

( I )  describing the property designated by the Company, in its discretion, to be made the basis ofthe authentication and 
delivery of such Securities (such description of property to be made by reference, at the election of the Company, either to 
specified items, units and/or elements of property or portions thereof, on a percentage or Dollar basis, or to properties reflected i n  
specified accounts or subaccounts in the Company’s books of account or portions thereof, on a Dollar basis), and stating the Cost 
of such property; 

(2) stating that all such property constitutes Property Additions; 

(3) stating that such Property Additions are desirable for use in the conduct ofthe business, or one of the businesses, of the 

(4) stating that such Property Additions, to the extent of the Cost or Fair Value to the Company thereof (whichever is less) to 

Company; 

be made the basis of the authentication and delivery of such Securities, do not constitute Funded Property; 
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( 5 )  stating what part, if any, of such Pioperty Additions includes property which within six months prior to the date of 
acquisition tliereof by tlie Company had been used or operated by others than the Company in a business similar to that in which 
it has been or is to be used 01 operated by the Company and stating whether or not, in the judgment oftlie signers, the Fair Value 
of such Property Additions to the Company, as of the date of such certificate, is less than Twenty-five Thousand Dollars 
($25,000) and whether or not such Fair Value is less than one percent (1%) of the aggregate principal amount of Securities then 
Outstanding; 

(6) stating, in the judgment of the signers, the Fair Value to the Company, as of the date of such certificate, of such Property 
Additions, except any thereof with respect to the Fair Value to the Company of which a statement is to be made in an 
Independent Expert's Certificate pursuant to clause (iii) below; 

under Section 1.03(b)(ii) in iespect of Funded Property retired by the Company; 

definition of Peimitted Liens, stating that such Lien does not, in  tlie judgment of tlie signers, materially impair the use by the 
Company ofthe Mortgaged Property considered as a whole for the purposes for which it is held by the Company, or (11) in  
clause (i)(ii) of the definition of Permitted L.iens, stating that such Lien does not, in the judgment of the signers, materially impair 
the use by tlie Company of such property for tlie purposes for which it is held by tlie Company or (111) in clause (p)(ii) of tlie 
definition of Peimitted Liens. stating that tlie enforcement of such Lien would not, in the judgment ofthe signers, adversely 
affect the interests of the Company in such property in any material respect; 

and additions thereto specified in such Expert's Certiticate pursuant to clause (7) above; 

Additions (such amount not to exceed sixty-six and two-thirds pet cent (66-2/3%) of the amount stated pursuant to clause 
(9) above); 

(iii) in case any Property Additions are shown by the Expert's Certificate provided for in clause (ii) above to include property 
which, within six months prior to the date of acquisition thereof by the Company, had been used or operated by others than the 
Company in a business similar to that in  which it has been or is to be used or operated by tlie Company and such certificate does not 
show tlie Fair Value tliercof to the Company, as of tlie date o l  such certificate, to be less than Twenty-live Thousand Dollars 
($25,000) or less than one percent (1%) of the aggregate principal amount of Securities then 

(7) stating the amount required to be deducted under Section 1.03(b)(i) and the amounts electcd to be added by the Company 

(8) if any property included in such Property Additions is subject to a Lien of the character described (I) in clause ( f )  of the 

(9) stating the lowei of the Cost or the Fail Value to the Company of such Property Additions, after the deductions therefrom 

(IO) stating the aggregate principal amount of the Secui ities to be authenticated and delivered on the basis of such Property 
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Outstanding, an Independent Expert’s Certificate stating, in the judgment of the signer, the Fair Value to the Company, as of the 
date of such Independent Expert’s Certificate, of (X) such Property Additions which have been so used or operated and (at the 
option of the Company) as to any other Property Additions included in the Expert’s Certificate provided for in clause (ii) above and 
(Y) in case such Independent Expert’s Certificate is being delivered in connection with the authentication and delivery of 
Securities, any property so used or operated which has been subjected to the Lien of this Indenture since the commencement of the 
then cuirent calendar year as the basis for the authentication and delivery of Securities and as to which an Independent Expert’s 
Certificate has not previously been furnished to the Trustee; 

(iv) Opinion of Counsel ta the effect that: 

( I )  this Indenture constitutes, or, upon the delivery of, and/or the filing and/or recording i n  the proper places and manner of, 
the instruments of conveyance, assignment or transfer, if any, specified in said opinion. will constitute, a Lien on all the Property 
Additions to be made the basis of the authentication and delivery of such Securities, subject to no Lien thereon prior to the Lien 
of this Indenture except Permitted L,iens; and 

(2) the Company has corporate authority to operate such Property Additions; and 

(v) copies of the instruments of conveyance, assignment and transfer, if any, specified in the Opinion of Counsel provided for in 
clause (iv) above. 

SECTION 16.03. lSSUANCE OF SECURITlES ON THE BASIS OF RETIRED SECURITIES. 

(a) Securities of any one or more series may be authenticated and delivered on the basis of, and in an aggregate principal amount 
not exceeding the aggregate principal amount of, Retired Securities. 

(b) Securities of any series shall be authenticated by the Trustee on the basis of Retired Securities and delivered in accordance with 
one or more Company Orders, all without compliance with any of the conditions, provisions and limitations set forth in Sections 16.02 
and 16.04, upon receipt by the Trustee oE 

(i) the documents with respect to the Securities of such series specified in Section 3.03; and 

(ii) an Officer’s Certificate stating that Retired Securities, specified by series, in an aggregate principal amount not less than the 
aggregate principal amount of Securities to be authenticated and delivered, have theretofore been authenticated and delivered and, 
as of the date of such Officer’s Certificate, constitute Retired Securities and are the basis for the authentication and delivery of such 
Securities. 
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SECTION 16.04. ISSUANCE OF SECURITIES ON THE BASIS OF DEPOSIT OF CASH. 

exceeding the amount of, any cash deposited with the Trustee for such purpose. 

with one or more Company Orders, all without compliance with any of tlie conditions, provisions and limitations set forth in 
Sections 16.02 and 16.03, upon receipt by tlie Trustee of: 

(a) Securities of any one or more series may be authenticated and delivered on tlie basis of, and in an aggregate principal not 

(b) Securities of any series shall be authenticated by the Trustee 011 the basis of the deposit of cash and delivered in accordance 

(i) such deposit of cash; and 

(ii) the documents with respect to the Securities of such series specified in Section 3.03. 

(c) All cash deposited with the Trustee under tlie provisions oi'this Section shall be held by tlie Trustee as a part oftlie Mortgaged 
Property and may be withdrawn from time to time by the Company, upon application of the Company to the Trustee, in an amount 
equal to the aggregate principal amount of Securities to the authentication and delivery of which the Company shall be entitled under 
any of tlie provisions of this Indenture by virtue of compliance with all applicable provisions of'tliis Indenture (except as hereinafter i n  
this subsection (c) otherwise provided). 

Upon any such application for withdrawal, the Company shall comply with all applicable provisions of this Article relating to the 
authentication and delivery of Securities except that the Company sliall not i n  any event be required to deliver the documents specified 
in Section 3.03. 

Any withdrawal of cash under this subsection (c) shall operate as a waiver by the Company of its right to the authentication and 
delivery of the Securities on which it is based and such Securities may not thereafter be authenticated and delivered hereunder. Any 
Property Additions which have been made the basis of any such right to the authentication and delivery of Securities so waived shall 
be deemed to have been made the basis of the withdrawal of such cash; any Retired Securities which have been made the basis of any 
such right to the authentication and delivery of Securities so waived shall be deemed to have been made the basis of the withdrawal of 
such cash. 

(d) If at any time the Company shall so direct, any sums deposited with the Trustee under the provisions of this Section may be 
used or applied to the purchase, payment or redemption of Securities in the manner and subject to the conditions provided in clauses 
(d) and (e) of Section 17.06. 

[END OF ARTICLE SIXTEEN] 
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ARTICLE SEVENTEEN. 

POSSESSION, USE AND RELEASE OF MORTGAGED PROPERTY 

SECTION 17.01. QUIET ENJOYMENT. 

Unless one or more Events of Default shall have occurred and be continuing, the Company shall be permitted to possess, use and 
en,joy the Mortgaged Property (except, to the extent not herein otherwise provided, such cash and securities as are expressly required 
to be deposited with the Trustee). 

SECTION 17.02. DISPOSITIONS WITHOUT RELEASE. 

Unless an Event of Default shall have occurred and be continuing, the Company may at any time and from time to time, without 
any release or consent by, or report to, the Trustee: 

(a) sell or othetwise dispose of, free from the Lien of this Indenture, any machinery, equipment, apparatus, towers, transformers, 
poles, lines, cables, conduits, ducts, conductors, meters, regulators, holders, tanks, retorts, purifiers, odorizers, scrubbers, compressors, 
valves, pumps, mains, pipes, service pipes, fittings, connections, services, tools, implements, or any other fixtures or personalty, then 
subject to the Lien hereof, which shall have become old, inadequate, obsolete, worn out, unfit, unadapted, unserviceable, undesirable 
or unnecessary for use in the operations of the Company upon replacing the same by, or substituting for the same, similar or analogous 
property, or other property performing a similar or analogous function or otherwise obviating the need therefor, having a Fair Value to 
the Company at least equal to that of the property sold or otherwise disposed of and subject to the Lien hereof, subject to no Liens 
prior hereto except Permitted Liens and any other Liens to which the property sold or otherwise disposed of was subject; 

and/or interests; 

or rights-of-way of the Company for the purpose of roads, pipe lines, transmission lines, distribution lines, communication lines, 
railways, renioval or transportation of coal, lignite, gas, oil or other minerals or timber, and other like purposes, or for the joint or 
common use of real property, rights-of-way, facilities and/or equipment; provided, however, that such grant shall not materially impair 
the use of the property or rights-of-way for the purposes for which such property or rights-of-way are held by the Company; and 

(d) terminate, abandon, surrender, cancel, release, modif) or dispose of any fiancliises, licenses or permits that are Mortgaged 
Property; provided that such action is, in the opinion ofthe Company, necessary, desirable or advisable in the conduct of the business 
of the Company, and; provided further that any franchises, licenses or permits that become Mortgaged Property by the operation of the 
First Granting Clause and thereafter, in the opinion of the Company, cease to be necessary for the operation of the Mortgaged Property 
shall automatically cease to be subject to the Lien oftliis Indenture, without any release or consent, or report to, the Trustee. 
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SECTION 17.03. RELEASE OF FUNDED PROPERTY. 

Mortgaged Property, or any interest therein, which constitutes Funded Property, other than Funded Cash held by the Trustee, and the 
Trustee shall release all its right, title and interest in and to the same from the Lien hereof, upon receipt by the Trustee of: 

(a) a Company Order requesting the release of such property and transmitting therewith a form of instrument or instruments to 
effect such release; 

(b) an Officer’s Certificate stating that, to the knowledge of the signer, no Event of Default has occurred and is continuing; 

(c) an Expert’s Certificate made and dated not more than ninety (90) days prior to the date of such Company Order: 

Unless an Event of Default shall have occurred and be continuing, the Company may obtain the release of any part of the 

(i) describing the piopeity to be released; 

(ii) stating the Fair Value, in  thejudgment of the signers, of the property to be released; 

(iii) stating the Cost of the property to be released (or, if the Fair Value to the Company of such property at the time the same 
became Funded Property was certitied to be an amount less than the Cost thereof, then such Fair Value, as so certified, in lieu of 
Cost); and 

(iv) stating that, in the judgment of the signers, such release will not impair the security under this Indenture in  contravention of 
the provisions hereof; 

(d) an amount in cash to be held by the Trustee as part of the Mortgaged Property. equal to the amount, if any, by which the amount 
referred to in clause (c)(iii) above exceeds the aggregate of the following items: 

(i) an amount equal to the aggregate principal amount of any obligations secured by Purchase Money Lien delivered to the 

(ii) an amount equal to the Cost or Fair Value to the Company (whichever is less), after making any deductions and any 

Trustee, to be held as part ofthe Mortgaged Property, subject to the limitations hereafter in this Section set forth; 

additions pursuant to Section 1.03, of any Property Additions not constituting Funded Property described in  an Expert’s Certificate, 
dated not more than ninety (90) days prior to the date of the Company Order requesting such release and complying with clause 
(ii) and, to the extent applicable, clause (iii) in Section 16.02(b), delivered to the Trustee; provided, however, that the deductions 
and additions contemplated by Section 1.03 shall not be required to be made if such Property Additions were acquired, made or 
constructed on or after the ninetieth (90th) day preceding the date of such Company Order; 
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(iii) one hundred fifty percent (1.50%) of the aggregate principal amount of Securities to the authentication and delivery of which 
the Company shall be entitled under the provisions of Section 16.03, by virtue of compliance with all applicable provisions of 
Section 16.03 (except as hereinafier in this Section othetwise provided); provided, however, that such release shall operate as a 
waiver by the Company of the right to the authentication and delivery of such Securities and, to such extent, no such Securities may 
thereafter be authenticated and delivered hereunder; and any Securities which could have been the basis of such right to the 
authentication and delivery of Securities so waived shall be deemed to have been made the basis of such release of property; 

(iv) any amount in cash and/or an amount equal to the aggregate principal amount of any obligations secured by Purchase 
Money Lien that, in either case, is evidenced to the Trustee by a certificate of the trustee or other holder of a Lien prior to the Lien 
of this Indenture to have been received by such trustee or other holder in accordance with the provisions of such Lien in 
consideration for the t elease of such property or any part thereof from such Lien, all subject to the limitations hereafter in this 
Section set forth: 

(other than Securities authenticated and delivered pursuant to Section 16.04); and 
(v) one hundred fifty percent ( 1  50%) of the aggregate principal amount of any Outstanding Securities delivered to the Tiustee 

(vi) any taxes and expenses incidental to any sale, exchange, dedication or other disposition of the property to be released: 

provided, however, that no obligations secured by Purchase Money Lien upon any property being released from the L,ien hereof shall 
be used as a credit in  connection with such release unless all obligations secured by such Purchase Money Lien shall be delivered to 
the Trustee or to the trustee or other holder of a L,ien prior to the Lien of this Indenture; 

(e) if the release is on the basis of Property Additions or on the basis of the right to the authentication and delivery of Securities 
under Section 16.03, all documents contemplated below in this Section; and 

(f) if the release is on the basis ofthe delivery to the Trustee or to the trustee or other holder of a prior Lien of obligations secured 
by Purchase Money Lien, all documents contemplated below in this Section, to the extent required. 

If and to the extent that the release of property is, in whole or i n  part, based upon Property Additions (as permitted under the 
provisions of clause (d)(ii) in the first paragraph of this Section), the Company shall, subject to the provisions of said clause (d)(ii) and 
except as hereafter in this paragraph provided, comply with all applicable provisions of this Indenture as if such Property Additions 
were to be made the basis of the authentication and delivery of Securities equal in principal amount to sixty-six and two-thirds percent 
(66-2/3%) of the Cost (or, as to property of which the Fair Value to the Company at the time the same became Funded Property was 
certified to be an amount less than the Cost thereof, such Fair Value, as so certified, 
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in lieu of Cost) of that portion of the property to be released which is to be released on the basis of such Property Additions, as shown 
by the Expert’s Certificate required by clause (c) in the First paragraph of this Section; provided, however, that tlie Cost of any 
Property Additions received or to be received by the Company in whole or in part as consideration in exchange for tlie property to be 
released shall for all purposes of this Indenture be deemed to be the amount stated in the Expert’s Certificate provided for in clause 
(c) in the first paragraph of this Section to be the lower of Cost or Fair Value of the property to be released (x) plus the amount of any 
cash and tlie fair market value of any other consideration, further to be stated i n  such Expert’s Certificate. paid and/or delivered or to 
be paid and/or delivered by, and the amount of any obligations assumed or to be assumed by, the Company in connection with such 
exchange as additional consideration for such Property Additions and/or (y) less the amount of any cash and the fair market value of 
any other consideration, which shall also be stated in such Expert’s Certificate, received or to be received by the Company in 
connection with such exchange in addition to such Property Additions. If and to tlie extent that tlie release of property is in whole or in 
part based upon the right to the authentication and delivery of Securities under Section 16.03 (as permitted under the provisions of 
clause (d)(iii) in the first paragraph of this Section), the Company shall, except as hereafter in this paragraph provided, comply with all 
applicable provisions of Section 16.03 relating to such authentication and delivery. Notwithstanding the foregoing provisions of this 
paragraph, in no event shall the Company be required to deliver the documents specified in Section 3.03. 

If the release of property is, in whole or in part, based upon the delivery to the Trustee or the trustee or other holder of a Lien prior 
to the Lien of this Indenture of obligations secured by Purchase Money L.ien, the Company shall deliver to tlie Trustee: 

(x) an Oficer’s Certificate (i) stating that no event has occurred and is continuing which entitles tlie holder of such Purchase 
Money Lien to accelerate the maturity of‘the obligations, if any, outstanding thereunder and (ii) reciting the aggregate principal 
amount of obligations, if any, theti outstanding thereunder i n  addition to the obligations then being delivered in connection with the 
release of such property and the terms and conditions, if any, on which additional obligations secured by such Purchase Money Lien 
are permitted to be issued; and 

of such Purchase Money Lien equally and ratably with all other obligations, if any, then outstanding thereunder, (ii) that such 
Purchase Money Lien constitutes, or. upon the delivery of, and/or the filing and/or recording in the proper places and manner of, the 
instruments of conveyance, assignment or transfer. if any, specified in such opinion, will constitute, a Lien upon the property to be 
released, subject to no Lien prior thereto except Liens generally of the character of Permitted Liens and such Liens, if any, as shall 
have existed thereon immediately prior to such release as Liens prior to tlie Lien ofthis Indenture, ( i i i )  if any obligations in addition to 
the obligations being delivered in connection with such release of property are then outstanding, or are permitted to be issued, under 
such Purchase Money Lien, (A) that such Purchase Money Lien constitutes, or. upon the delivery of, and/or the filing and/or recording 
in the proper places and manner of, the instruments of conveyance, assignment or transfer, if any, specified in such opinion, will 
constitute, a Lien upon all other property, if any, purporting to be subject thereto, subject to no Lien prior thereto except Liens 
generally of the character of Permitted Liens and (B) that the terms of such Purchase Money Lien, as then in 

(y) an Opinion of Counsel stating that, in the opinion of the signer, (i) such obligations are valid obligations, entitled to the benefit 
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effect, do not permit the issuance of obligations thereunder except on the basis of property generally of the character of Property 
Additions, the retirement or deposit of outstanding obligations, the deposit of prior Lien obligations or the deposit of cash. 

any instruments of conveyance, assignment or transfer, the Company shall promptly cause such instruments to be filed and/or 
recorded in the proper places and manner and shall deliver to the Trustee evidence of such filing and/or recording promptly upon 
receipt of such evidence by the Company. 

If(a) any property to be released from the Lien ofthis Indenture under any provision of this Article (other than Section 17.07) is 
subject to a Lien prior to the Lien hereof and is to be sold, exchanged, dedicated or otherwise disposed of subject to such prior Lien 
and (b) after such release, such prior Lien will not be a Lien on any property subject to the Lien hereof, then the Fair Value of such 
property to be released shall be deemed, for all purposes of this Indenture, to be the value thereof unencumbered by such prior Lien 
less the principal amount of the indebtedness secured by such prior Lien. 

Any Outstanding Securities delivered to the Trustee pursuant to clause (d) in  the first paragraph of this Section shall, upon receipt 
of a Company Order, forthwith be canceled by the Trustee. Any cash and/or obligations deposited with the Trustee pursuant to the 
provisions of this Section 17.03, and the proceeds of any such obligations, shall be held as part ofthe Mortgaged Property and shall be 
withdrawn, released, used or applied in  the manner, to the extent and for the purposes, and subject to the conditions, provided in 
Section 17.06. 

Anything in this Indenture to the contrary notwithstanding, if property to be released constitutes Funded Property in part only, the 
Company shall obtain the release of the part of such property which constitutes Funded Property under this Section 17.03 and obtain 
the release of the part of such property which does not constitute Funded Property under Section 17.04. In such event, (a) the 
application of Property Additions in  the release under this Section 17.03 as contemplated in clause (d)(ii) in the first paragraph thereof 
shall be taken into account in clause (v) or clause (vi), whichever may be applicable, o f  the Expert’s Certificate described in clause 
(c) in Section 17.04 and (b) the Trustee shall, at the election ofthe Company, execute and deliver a separate instrument of release with 
respect to the property released under each of such Sections or a consolidated instrument of release with respect to the property 
released under both of such Sections considered as a whole. 

If the Opinion of Counsel provided to the Trustee pursuant to clause (y) above is conditioned upon the filing and/or recording of 

SECTION 17.04. RELAEASE OF MORTGAGED PROPERTY NOT CONSTITUTING FUNDED PROPERTY. 

Unless an Event of Default shall have occurred and be continuing, the Company may obtain the release of any part of the 
Mortgaged Property. or any interest therein, which does not constitute Funded Property, and the Trustee shall release all its right, title 
and interest in and to the same from the Lien hereof, upon receipt by the Trustee of: 

(a) a Company Order requesting the release of such property and transmitting therewith a foim of instrument or instruments to 
effect such release; 
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(b) an Officer’s Certificate describing the property to be released and stating that, to the knowledge of the signer, no Event of 

(c) an Expert’s Certificate, made and dated not more than ninety (90) days prior to the date of such Company Order: 

Default has occurred and is continuing; 

(i) describing the property to be released; 

(ii) stating the Fair Value, in  the judgment of the signers, of the property to be released; 

(iii) stating the Cost of the property to be released; 

(iv) stating that the property to be released does not constitute Funded Property; 

(v) if true, stating either (A) that the aggregate amount of the Cast or Fair Value to the Company (whichever is less) of all 
Property Additions which do not constitute Funded Property (excluding the property to be released), after making deductions 
therefrom and additions thereto of the character contemplated by Section 1.03, is not less than zero (0) or (B) that the Cost or Fair 
Value (whichever is less) of the property to be released does not exceed the aggregate Cost or Fair Value to the Company 
(whichever is less) of Property Additions acquired, made or constructed on or after the ninetieth (90th) day prior to the date of the 
Company Order requesting such release; 

the amount referred to in subclause (v)(A) above (showing in  reasonable detail the calculation thereof); and 

the provisions hereof; and 

(d) if the Expert’s Certificate required by clause (c) above contains neither of the statements contemplated in subclause (c)(v) 

(vi) if neither ofthe statements contemplated in subclause (v) above can be made, stating the amount by which zero (0) exceeds 

(vii) stating that. in the judgment of the signers, such release will not impair the security under this Indenture in contravention of 

above, an amount in cash, to be held by the Trustee as part of the Mottgaged Property, equal to the amount, if any. by which the lower 
of (i) the Cost or Fair Value (whichever shall be less) of the property to be released and (ii) the amount shown in subclause (c)(vi) 
above exceeds the aggregate of items of the character described in subclauses (iii) and (v) of clause (d) in the first paragraph of 
Section 17.03 that the Company then elects to use as a credit under this Section 17.04 (subject, however, to the same limitations and 
conditions with respect to such items as are set forth in Section 17.03). 

Any Outstanding Securities delivered to the Trustee pursuant to clause (d) above shall forthwith be canceled by the Trustee. 

SECTION 17.05. RELEASE OF MINOR PROPERTIES. 

Company may obtain the release from the Lien hereof 
Notwithstanding the provisions of Sections 17.03 and 17.04, unless an Event of Default shall have occurred and be continuing, the 
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of any part of the Mortgaged Property, or any interest therein, and the Trustee shall whenever Eom time to time requested by the 
Company in a Company Order transmitting therewith a form of instrument or instruments to effect such release, and without requiring 
compliance with any ofthe provisions of Section 17.01 or 17.04, release fkom the Lien hereofall the right, title and interest ofthe 
Trustee in and to the same provided that the lower of the aggregate Cost or Fair Value of the property to be so released on any date in 
a given calendar year, together with all other property theretofore released pursuant to this Section 17.05 in  such calendar year, shall 
not exceed the greater of (a) Ten Million Dollars ($l0,000,000) and (b) three percent (3%) of the aggregate principal amount of 
Securities then Outstanding. Prior to the granting of any such release, there shall be delivered to the Trustee (x) an Officer’s 
Certificate stating that, to the knowledge of the signer, no Event of Default has occurred and is continuing and (y) an Expert’s 
Certificate stating, in thejudgment of the signers, the Fair Value of the property to be released, the aggregate Fair Value of all other 
property theretofore released pursuant to this Section in such calendar year and, as to Funded Property, the Cost thereof (or, if the Fair 
Value to the Company of such property at the time the same became Funded Property was certified to be an amount less than the Cost 
thereof, then such Fair Value, as so certified, in lieu of Cost), and that, in the judgment of the signers, the release thereofwill not 
impair the security under this Indenture in contravention of the provisions hereof. On or before December 3 1st of each calendar year, 
the Company shall deposit with the Trustee an amount in cash equal to the aggregate Cost of the properties constituting Funded 
Property so released during such year (or, if the Fair Value to the Company of any particular property at the time the same became 
Funded Property was certified to be an amount less than the Cost thereof, then such Fair Value, as so certified, in lieu of Cost); 
provided, however, that no such deposit shall be required to be made hereunder to the extent that cash or other consideration shall, as 
indicated in an Officer’s Certificate delivered to the Trustee, have been deposited with the trustee or other holder of a Lien prior to the 
L,ien of this Indenture in accordance with the provisions thereoc and provided, further, that the amount of cash so required to be 
deposited may be reduced, at the election of the Company, by the items specified in  clause (d) in  the first paragraph of Section 17.03, 
subject to all of the limitations and conditions specitied in such Section, to the same extent as if such property were being released 
pursuant to Section 17.03. Any cash deposited with the Trustee under this Section may thereafter be withdrawn, used or applied in the 
manner, to the extent and for the purposes, and subject to the conditions, provided in Section 17.06. 

SECTION 17.06. WITHDRAWAL OR OTHER APPLICATION OF FUNDED CASH; PURCHASE MONEY 
OBLIGATIONS. 

occurred and be continuing, any Funded Cash held by the Trustee, and any other cash which is required to be withdrawn, used or 
applied as provided in this Section, 

(a) may be withdrawn from time to time by the Company to the extent of an amount equal to the Cost or the Fair Value to the 
Company (whichever is less) of Property Additions not constituting Funded Property, after making any deductions and additions 
pursuant to Section 1.03, described in  an Expeit’s Certificate, dated not more than ninety (90) days prior to the date of the Company 
Order requesting such withdrawal and complying with clause (ii) and, to the extent applicable, clause (iii) in Section 16.02(b), 
delivered to the Trustee; provided, however, 

Subject to the provisions of Section 16.04 and except as hereafter i n  this Section provided, unless an Event of Default shall have 
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that the deductions and additions contemplated by Section 1.03 shall not be required to be made if such Property Additions were 
acquired, made or constructed on or after the ninetieth (90th) day preceding the date of such Company Order; 

authentication and delivery ofwhich the Company shail be entitled under the provisions of Section 16.03 hereof, by virtue of 
compliance with all applicable provisions of Section 16.03 (except as hereinafter in  this Section otherwise provided); provided, 
however, that such withdrawal of cash shall operate as a waiver by the Company of the right to the authentication and delivery of such 
Securities and, to such extent, no such Securities may thereafter be authenticated and delivered hereunder; and any such Securities 
which were the basis of such right to the authentication and delivery of Securities so waived shall be deemed to have been made the 
basis of such withdrawal of cash; 

Securities delivered to the Trustee; 

in the amount or amounts, at the price or prices and othetwise as directed or approved by tlie Company, all subject to the limitations 
hereafter in this Section set forth; or 

Article Eight) at Stated Maturity of any Securities or to the redemption (or similar provision therefor) of any Securities which are, by 
their terms, redeemable, in each case ofsuch series as may be designated by the Company, any such redemption to be in the manner 
and as provided in Article Five and in such Securities, all subject to the limitations hereafter i n  this Section set forth. 

Such moneys shall, from time to time, be paid or used or applied by the Trustee, as aforesaid, upon tlie request of the Company in a 
Company Order, and upon receipt by the Trustee of an Officer’s Certificate stating that, to the Icnowledge of the signer, no Event of 
Default has occurred and is continuing. If and to the extent that the withdrawal of cash is based upon Property Additions (as permitted 
under the provisions of clause (a) above), the Company shall, subject to the provisions of said clause (a) and except as hereafter in this 
paragraph provided, comply with all applicable provisions of this Indenture as if such Property Additions were made the basis for the 
authentication and delivery of Securities equal in principal amount to the cash so to be withdrawn. If and to the extent that the 
withdrawal of cash is based upon the right to the authentication and delivery of Securities (as permitted under the provisions of clause 
(b) above), the Company shall, except as hereafter i n  this paragraph provided, comply with all applicable provisions of Section 16.03 
relating to such authentication and delivery. Notwithstanding the foregoing provisions of this paragraph, in no event shall tlie 
Company be required to deliver the documents specified in Section 3.03. 

payment of an amount in excess of the principal amount of any Securities to be purchased, paid or redeemed except to the extent that 
the 
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Source: Duke Energy Ohia, In, 8-K, March 24, 2009 



aggregate principal amount of all Securities theretofore, and of all Securities then to be, purchased, paid or redeemed pursuant to such 
clauses is not less than the aggregate cost for principal of, premium, if any, and accrued interest, if any, on and brokerage 
commissions, if any, with respect to, such Securities. 

Any Outstanding Securities delivered to the Trustee pursuant to clause (c) in the first paragraph of this Section shall, upon request 
by the Company, forthwith be canceled by the Trustee. 

Any obligations secured by Purchase Money Lien delivered to the Trustee in consideration of the release of property from the Lien 
of this Indenture, together with any evidence of such Purchase Money Lien held by the Trustee, shall be released from the Lien of this 
Indenture and delivered to or upon the order of the Conipany upon payment by the Company to the Tiustee of an amount i n  cash equal 
to the aggt egate principal amount of such obligations less the aggt egate amount theretofore paid to the Trustee (by the Company, the 
obligor or othetwise) in respect of the principal of such obligations. 

The principal of and interest on any such obligations secured by Purchase Money Lien held by the Trustee shall be paid to the 
Trustee as and when the same become payable. The interest received by the Trustee on any such obligations shall be deemed not to 
constitute Funded Cash and shall be remitted to the Company; provided, however, that if an Event of Default shall have occurred and 
be continuing, such proceeds shall be held as part of the Mortgaged Property until such Event of Default shall have been cured or 
waived. 

and, without limiting the generality of the foregoing, may collect and receive all insurance moneys payable to it under any of the 
provisions thereof and apply the same in accordance with the provisions thereof, may consent to extensions thereof at a higher or 
lower rate of interest, may join in any plan or plans of voluntary or involuntary I eorganization or readjustnient or rearrangement and 
may accept and hold hereunder new obligations, stocks or other securities issued in exchange therefor under any such plan. Any 
discretionary action which the Trustee may be entitled to take in connection with any such obligations or substitutions therefor shall be 
taken, so long as no Event of Default shall have occurred and be continuing, in  accordance with a Company Order, and, during the 
continuance of an Event of Default, i n  its own discretion. 

Section of, and any other rights with respect to, any obligations secured by Purchase Money Lien held by the Trustee, and the 
proceeds of any such obligations, by delivery to the Trustee of a Company Order: 

(x) specifying such obligations and stating that the Company thereby waives all rights to the withdrawal thereof and of the 
proceeds thereof pursuant to this Section, and any other rights with respcct thereto; and 

The Trustee shall have and may exercise all the rights and powers of any owner of such obligations and of all substitutions therefor 

Anything herein to the contrary notwithstanding, the Company may irrevocably waive all right to the withdrawal pursuant to this 
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(y) directing that the principal of such obligations be applied as provided in clause (e) in  the first paragraph of this Section, 

Following any such waiver, the interest on any such obligations shall be applied to the payment of interest, if any, on the Securities 

specifying the Securities to be paid or redeemed or for the paynietit or redemption of which payment is to be made. 

to be paid or redeemed or for the payment or redemption of which provision is to be made, as specified in the aforesaid Company 
Order, as and when such interest shall become due from time to time, and any excess funds remaining from time to time after such 
application shall be applied to the payment of interest on any other Securities as and when tlie same shall become due. Pending any 
such application. the interest on such obligations shall be invested in Investment Securities as shall be selected by the Company and 
specified in written instructions delivered to the Trustee. The principal of any such obligations shall be applied solely to the payment 
of priricipaf of the Securities to be paid or redeemed or for the payment or redemption of which provision is to be made, as specified in 
the aforesaid Company Order. Pending such application, the principal of such obligations shall be invested i n  Eligible Obligations as 
shall be selected by the Company and specified in written instructions delivered to the Trustee. The obligation of the Company to pay 
the principal of such Securities when the same shall become due at maturity, shall be offset and reduced by the amount of the proceeds 
of such obligations then held, and to be applied, by the Trustee in accoidance with this paragraph. 

SECTION 17.07. RELEASE OF PROPERTY TAKEN BY EMINENT DOMAIN, ETC. 

Should any of the Mortgaged Property, or any interest therein, be taken by exercise of the power of eminent domain or be sold to 
an entity possessing the power of eminent domain under a threat to exercise tlie same, and should the Company elect not to obtain tlie 
release of such property pursuant to other provisions of this Article. the Trustee shall, upon request of the Company evidenced by a 
Company Order transmitting therewith a form of instrument or instruments to effect such release, release from the Lien hereof all its 
right, title and interest in and to the property so taken or sold (or with respect to an inkiest in property, subordinate the Lien hereof to 
such interest), upon receiving (a) an Opinion of Counsel to the eflect that such property has been taken by exercise of the power of 
eminent domain or has been sold to an entity possessing the power of eminent domain under threat of an exercise of such power, 
(b) an Officer’s Certificate stating the amount of net proceeds received or to be received for such property so talcen or sold, and the 
amount so stated shall be deemed to be the Fair Value of such property for the purpose of any notice to the Holders of Securities, (c) if 
any portion of such property constitutes Funded Property, an Expert’s Certifcate stating the Cost thereof(or. if the Fair Value to the 
Company of such portion of such property at the time the same became Funded Property was certified to be an amount less than the 
Cost thereof, then such Fair Value, as so certified, in lieu of Cost) and (d) if any portion of such property constitutes Funded Property, 
a deposit by the Company of an amount i n  cash equal to tlie Cost or Fair Value stated in tlie Expert’s Certificate delivered pursuant to 
clause (c) above; provided. however. that the amount required to be so deposited shall not exceed the portion of the net proceeds 
received or to be received for such property so talcen or sold which is allocable on a pro-rata or other reasonable basis to the portion of 
such property constituting Funded Property; and provided, further, that no such deposit shall be required to be made hereunder if the 
proceeds of such taking or sale shall, as indicated in an Officer’s Certificate delivered to the Trustee, have beeti deposited with the 
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trustee or other holder of a Lien prior to the Lien of this Indenture. Any cash deposited with the Trustee under this Section may 
thereafter be withdrawn, used or applied in tlie manner, to the extent and for tlie purposes, and subject to tlie conditions, provided in 
Section 17.06. 

SECTION 17.08. DISCLAIMER OR QIJITCL,AIM. 

In  case the Company has sold, exchanged, dedicated or otherwise disposed of, or has agreed or intends to sell, exchange, dedicate 
or otherwise dispose of, or a Governmental Authority has ordered the Company to divest itself of, any Excepted Property or any other 
property not subject to the Lien hereof, or the Company desires to disclaim or quitclaim title to property to which the Conipany does 
not purport to have title, the Trustee shall, from time to time, disclaim or quitclaim such property upon receipt by the Trustee of the 
following: 

(a) a Company Order requesting such disclaimer or quitclaim and transmitting therewith a form of instrument to effect such 
disclaimer or quitclaim; 

(b) an Officer’s Certificate describing the property to be disclaimed or quitclaimed; and 

(c) an Opinion of Counsel stating the signer’s opinion that such property is not sub,ject to the Lien hereof or required to be subject 
thereto by any of the provisions hereof and complying with the requirements of Section 1 .04 of this Indenture. 

SECTION 17.09. MISCELLANEOUS. 

(a) The Expert’s Certificate as to the Fair Value of property to be released from the Lien of this Indenture in accordance with any 
provision of this Article, and as to the non-impairment, by reason of such release, of tlie security under this Indenture in contravention 
of the provisions hereof, shall be made by an Independent Expet t if the Fair Value of such property and of all other property released 
since the commencement of the then current calendar year, as set forth in tlie certificates required by this Indenture, is ten percent 
(10%) or more of the aggregate principal amount ofthe Securities at the time Outstanding; but such Expert’s Certificate shall not be 
required to be made by an Independent Expert in the case of any release of property if the Fair Value thereof, as set forth in the 
certificates required by this Indenture, is less than Twenty-five Thousand Dollars ($25,000) or less than one percent (1%) of tlie 
aggregate principal amount oftlie Securities at the time Outstanding. To the extent that the Fair Value ofany property to be released 
from the Lien of this Indenture shall be stated in an Independent Expert’s Certificate, such Fair Value shall not be required to be stated 
in any other Expett’s Certificate delivered in connection with such release. 

(b) No release of property from the Lien of this Indenture effected in accordance with the provisions, and in compliance with the 
conditions. set forth in this Article and in Sections 1.04 and 1.05 shall be deemed to impair the security of this Indenture in 
contravention of any provision hereof. 

conferred upon tlie Company with respect to the release of any part of the Mortgagcd Property or any interest therein or the 
withdrawal of cash 

(c) If the Mortgaged Property shall be i n  the possession of a receiver or trustee, lawfully appointed, the powers hereinbefore 
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may be exercised, with the approval of the Trustee, by such receiver or trustee, notwithstanding that an Event of Default may have 
occurred and be continuing, and any request, certificate, appointment or approval made or signed by such receiver or trustee for such 
purposes shall be as effective as if made by the Company or any of its officers or appointees in the manner herein provided; and iftlie 
Trustee shall be in possession of the Mortgaged Property under any provision of this Indenture, then such powers may be exercised by 
the Trustee in its discretion notwithstanding that an Event of Default may have occurred and be continuing. 

(d) Ifthe Company shall retain any interest in  any property released from the Lien of this Indenture as provided in  Section 17.03, 
17.04 or 17.0.5, this Indenture shall not become or be, or be required to become or be, a Lien upon such property or such interest 
therein or any improvements, extensions or additions to such property or renewals, replacements or substitutions of or for such 
property or any part or parts thereof unless the Company shall execute and deliver to the Trustee an indenture supplemental hereto, in 
recordable form, containing a grant, conveyance, transfer and mortgage thereof. As used in this subsection, the terms “improvements”, 
“extensions” and “additions” shall be limited as set forth in Section 12.01. 

(e) Notwithstanding the occurrence and continuance of an Event of Default, the Trustee, in its discretion, may release fiom the Lien 
hereof any part of the Mortgaged Property or permit the withdrawal of cash, upon compliance with the other conditions specified in 
this Article in respect thereof. 

Trustee to execute the instrument or instruments of release, or to inquire as to any facts required by the provisions hereof for the 
exercise of such authority; nor shall any purchaser or grantee of any property or rights permitted by this Article to be sold, granted, 
exchanged, dedicated or otherwise disposed of, be under obligation to ascertain or inquire into the authority of the Company to make 
any such sale, grant, exchange, dedication or other disposition. 

( f )  No purchaser or grantee of property purporting to have beeti released hereunder shall be bound to ascertain the authority of the 

SECTION 17.10. PRESERVATION OF LIEN. 

The Company shall maintain and preserve the Lien of this Indenture so long as any Securities shall remain Outstanding, subject, 
however, to the provisions of Article Thirteen and Article Seventeen. 

SECTION 17.11. MAINTENANCE OF PROPERTIES. 

Mortgaged Property, considered as a whole, to be maintained and kept in good condition, repair and working order and shall cause (or, 
with respect to property owned in common with others, make reasonable effort to cause) to be made such repairs, renewals, 
replacements, betterments and improvements thereof, as, in the judgment of the Company, may be necessary in order that the 
operation of the Mortgaged Property, considered as a whole, may be conducted in accordance with common industry practice; 
provided, however, that nothing in this Section shall prevent the Company from discontinuing, or 

The Company shall cause (or, with respect to property owned in common with others, make reasonable effort to cause) the 
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causing the discontinuance of, the operation and maintenance of any portion of the Mortgaged Property if such discontinuance is in 
the judgment of the Company desirable in the conduct of its business; and provided, further, that nothing in this Section shall prevent 
the Company from selling, transferring or othetwise disposing of, or causing the sale, transfer or other disposition of, any portion of 
the Mortgaged Property in compliance with the other Sections of this Indenture. 

SECTION 17.12. PAYMENT OF TAXES; DISCHARGE OF LIENS. 

The Company shall pay all taxes and assessments and other governmental charges lawfully levied or assessed upon the Mortgaged 
Property, or upon any part thereof, or upon the interest of the Trustee in the Mortgaged Property, before the same shall become 
delinquent, and shall observe and conform in all material respects to all valid requirements of any Governmental Authority relative to 
the Mortgaged Property and all covenants, terms and conditions upon or under which any of the Mortgaged Property is held; and the 
Company shall not suffer any Lien to be created upon the Mortgaged Property, or any part thereof, prior to or on parity with the Lien 
of this Indenture, other than Permitted Liens; provided, however, that nothing in this Section contained shall require the Company 
(i) to observe or conform to any requirement of Governmental Authority or to cause to be paid or discharged, or to make provision for, 
any such Lien, or to pay any such tax, assessment or governmental charge so long as the validity thereof shall be contested in good 
faith and by appropriate legal proceedings or (ii) to pay, discharge or make provisions for any tax, assessment or other governmental 
charge, the validity ofwhich shall not be so contested if adequate security for the payment of such tax, assessment or other 
governmental charge and for any penalties or interest which niay reasonably he anticipated fiom failure to pay the same shall he given 
to the Trustee; and provided, further, that nothing in this Section shall prohibit the issuance or other incurrence of additional 
indebtedness, or the refunding of outstanding indebtedness, secured by any Lien prior to the Lien hereof which is permitted under this 
Section to continue to exist. 

SECTION 17.13. INSURANCE. 

(a) The Company shall (i) keep or cause to he kept all the Mortgaged Property insured against loss by fire, to the extent that 
property of similar character is usually so insured by companies similarly situated and operating like properties, to a reasonable 
amount, by reputable insurance companies, the proceeds ol’such insurance (except as to any loss ot Excepted Property and except as 
to any particular loss less than the greater of (A)  Twenty Million Dollars ($20,000,000) and (B) three percent (3%) ofthe principal 
amount of Securities Outstanding on the date of such particular loss) to be made payable, subject to applicable law, to the Trustee as 
the interest of the Trustee niay appear, or to the trustee or other holder of any L.ien prior hereto upon property subject to the Lien 
hereof, if the terms thereof require such payment or ( i i )  in lieu of or supplementing such insurance i n  whole or in  part, adopt some 
other method or plan of protection against loss by fire at least equal in protection to the method or plan of protection against loss by 
fire of companies similarly situated and operating properties subject to similar fire hazards or properties on which an equal primary 
fire insurance rate has been set by reputable insurance companies; and if the Company shall adopt such other method or plan of 
protection, it shall, subject to applicable law (and except as to any loss of Excepted Propei-ty and except as to any particular loss less 
than the greater of (X) Twenty Million Dollars ($20,000,000) and ( Y )  
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three percent (3%) of the principal amount of Securities Outstanding on the date of such particular loss) pay to the Tnistee on account 
of any loss covered by such method or plan an amount in cash equal to the amount of such loss less any amounts otherwise paid to the 
Trustee in respect of such loss or paid to the trustee or other holder of any Lien prior hereto upon property subject to the Lien hereof in 
respect of such loss if the terms thereof require such payment. Any cash so required to be paid by the Company pursuant to any such 
method or plan shall for the purposes of this Indenture be deemed to be proceeds of insurance. In case of the adoption of such other 
method or plan of protection, the Company shall turnish to the Trustee a certificate of an actuary or other qualified person appointed 
by the Company with respect to the adequacy of such method or plan. 

Anything herein to the contrary notwithstanding, the Company may have fire insurance policies with (i) a deductible provision in a 
dollar amount per occurrence not exceeding the greater of (A) Twenty Million Dollars ($20,000,000) and (B) three percent (3%) of the 
principal amount of the Securities Outstanding on the date such policy goes into effect, and/or (ii) co-insurance or self insurance 
provisions with a dollar amount per occurrence not exceeding thirty percent (30%) ofthe loss proceeds otheiwise payable; provided, 
however, that the dollar amount described in clause (i) above may be exceeded to the extent such dollar amount per occurrence is 
below the deductible amount in  effect as to fire insurance (X) on property of similar character insured by companies similarly situated 
and operating like property or ( Y )  on property as to which an equal primary fire insurance rate has been set by reputable insurance 
companies. 

(b) All moneys paid to the Trustee by the Company i n  accordance with this Section or received by the Trustee as proceeds of any 
insurance, in either case on account of a loss on or with respect to Funded Property, shall, subject to any Lien prior hereto upon 
property subject to the Lien hereof, be held by the Trustee and, subject as aforesaid, shall be paid by it to the Company to reimburse 
the Company for an equal amount expended or committed for expenditure in the rebuilding, renewal and/or replacement of or 
substitution for the property destroyed or damaged, upon receipt by the Trustee of: 

(i) a Company Request requesting such payment, 

(ii) an Expert’s Certificate: 

(A) describing the property so damaged or destroyed; 

(B) stating the Cost of such property (or, if the Fair Value to the Company of such property at the time the same became 
Funded Property was certified to be an amount less than the Cost thereof, then such Fair Value, as so certified, in lieu of Cost) or, 
if such damage or destruction shall have affected only a portion of such property, stating the allocable portion of such Cost or 
Fair Value; 

substitution for such property; and 
(C) stating the amounts so expended or committed for expenditure in the rebuilding, renewal, replacement of and/or 
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(D) stating the Fair Value to the Company of such property as rebuilt or renewed or as to be rebuilt or renewed and/or of the 

(a) within six months prior to the date of acquisition thereof by the Company, such propei-ty has been used or operated, by 

replacement or substituted property, and if 

a person or persons other than the Company, in a business similar to that in which it has been or is to be used or operated by 
the Company, and 

(b) the Fair Value to the Company of such property as set forth in such Expert’s Certiticate is not less than Twenty-five 
Thousand Dollars ($25,000) and not less than one percent (1%) of tlie aggregate principal amount of the Securities at the time 
Outstanding, 

the Expert making the statement required by this clause (D) shall be an Independent Expert, and 

(iii) an Opinion of Counsel stating that, in the opinion of the signer, the property so rebuilt or renewed or to be rebuilt or 
renewed, and/or the replacement property, is or will be subject to the Lien hereof. 

Any such moneys not so applied within thirty-six (36) months after its receipt by the Trustee, or in respect of which notice in 
writing of intention to apply the same to the work of rebuilding, renewal, replacement or substitution then in progress and 
uncompleted shall not have been given to the Trustee by the Company within such thirty-six (36) months, or which the Company shall 
at any time notify the Trustee i s  not to be so applied, shall thereafter be withdrawn, used or applied in the manner, to the extent and for 
the purposes, and subject to the conditions, provided in  Section 17.06; provided, howcver, that if the amount of such moneys shall 
exceed the amount stated pursuant to clause (B) in the Expert’s Certificate referred to above, the amount of such excess shall not be 
deemed to be Funded Cash, shall not be subject to Section 17.06 and shall be remitted to or upon the order ofthe Company upon the 
withdrawal, use or application of the balance of such moneys pursuant to Section 17.06. 

Anything in this Indenture to the contraiy notwithstanding, if property on or with respect to which a loss occurs constitutes Funded 
Property in part only, the Company may, at its election, obtain the reimbursement of insurance proceeds attributable to the part of such 
property which constitutes Funded Property under this subsection (b) and obtain the reimbursement of insurance proceeds attributable 
to the part of such property which does not constitute Funded Property under subsection (c) of this Section 17.13. 

(c) All moneys paid to the Trustee by the Company in accordance with this Section or received by the Trustee as proceeds of any 
insurance, i n  either case on account of a loss on or with respect to property which does not constitute Funded Property, shall, subject 
to the requirements of any Lien prior hereto upon property subject to tlie Lien hereof, be held by the Trustee and, subject as aforesaid, 
shall be paid by it to the Company upon receipt by tlie Trustee of: 

(i) a Company Request requesting such payment; 
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(ii) an Expert’s Certificate stating: 

not constitute Funded Property; and 

Additions which do not constitute Funded Property (excluding, to the extent of such loss, the property on or with respect to 
which such loss was incurred), after making deductions therefrom and additions thereto of tlie character contemplated by 
Section 1.03, is not less than zero (0) or (11) that the amount of such loss does not exceed the aggregate Cost or Fair Value to the 
Company (whichever is less) of Property Additions acquired, made or constwcted on or after the ninetieth (90th) day prior to the 
date of the Company Request requesting such payment; or 

(C) if neither ofthe statements contemplated in subclause (B) above can be made, the amount by which zero (0) exceeds the 
amount referred to in subclause (B)(I) above (showing in reasonable detail the calculation thereof); and 

(iii) if the Expert’s Certificate required by clause (ii) above contains neither of the statements contemplated in clause (ii)(B) 
above, an amount in  cash, to be held by tlie Trustee as part of the Mortgaged Property, equal to tlie amount shown in clause (ii)(C) 
above. 

To the extent that the Company shall be entitled to withdraw proceeds of insurance pursuant to this subsection (c), such proceeds 

(d) Whenever under the provisions of this Section the Company is required to deliver moneys to the Trustee and at the same time 

(A) that such moneys were paid to or received by tlie Trustee 011 account of a loss on or with respect to property which does 

(B) if true, either (1) that the aggregate amount of the Cost or Fair Value to the Company (whichever is less) of all Property 

shall be deemed not to cotistitute Funded Cash. 

shall have satisfied the conditions set forth herein for payment of moneys by the Trustee to the Company, there shall be paid to or 
retained by the Trustee or paid to tlie Company, as tlie case may be, only tlie net amount. 

SECTION 17.14. RECORDING, FILING, ETC. 

The Company shall cause this Indenture and all indentures and instruments supplemental hereto (or notices, memoi anda or 
financing statements as may be recorded or filed to place third parties on notice thereof) to be promptly recorded and filed and 
re-recorded and re-filed in such manner and in such places. as may be required by law in order fully to preserve and protect the 
security of the Molders of the Securities and all rights of the Trustee and to perfect and maintain the perfection of any security interest 
granted to the Trustee hereunder or thereunder, and shall furnish to the Trustee: 

(a) promptly after the execution and delivery of this Indenture and of each supplemental indenture, an Opinion of Counsel either 
stating that in  the opinion of such counsel this Indenture or such supplemental indenture (or any other instrument, resolution, 
certificate, notice, memorandum or financing statement i n  connection therewith) has been properly recorded and filed, so as to make 
effective tlie Lien intended to be created hereby or thereby and to perfect 
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any security interest granted to the Trustee hereunder or thereunder, and reciting the details of such action, or stating that in the 
opinion of such counsel no such action is necessary to make such Lien effective or to perfect such security interest. The Company 
shall be deemed to be in compliance with this subsection (a) if(i) the Opinion of Counsel herein required to be delivered to the 
Trustee shall state that this Indenture or such supplemental indenture (or any other instrument, resolution, certificate notice. 
memorandum or financing statement in connection therewith) has been received for record or filing in each jurisdiction in which it is 
required to be recorded or filed and that, in tlie opinion of such counsel (if such is tlie case), such receipt for record or filing makes 
effective the Lien intended to be created by this Indenture or such supplemental indenture or perfects such security interest, and 
(ii) such opinion is delivered to the Trustee within such time, following the Execution Date or the date of execution and delivery of 
such supplemental indenture, as shall be practicable having due regard to tlie number and distance of the jurisdictions in which this 
Indenture or such supplemental indenture (or such other instrument, resolution, certificate, notice, memorandum or financing 
statement in connection therewith) is required to be recorded or filed; and 

such counsel such action has been taken, since tlie date of tlie most recent Opinion of Counsel furnished pursuant to this subsection 
(b) or the first Opinion of Counsel furnished pursuant to subsection (a) of this Section, with respect to the recording, filing, 
re-recording, and re-filing of this Indenture and of each indenture supplemental to this Indenture (or any other instrument, resolution, 
certificate, notice, memorandum or financing statement in  connection therewith), as is necessary to maintain the effectiveness of the 
Lien hereof and to maintain the perfection of any security interest granted to tlie Trustee hereunder, and reciting such action, or 
(ii) that in  the opinion of such counsel no such action is necessary to maintain the effectiveness of such Lien or the perfection of such 
security interest. 

acts as may be necessary or proper to carty out the purposes of this Indenture and to make subject to the Lien hereof any property 
hereafter acquired, made or constructed and intended to be subject to the Lien hereof, and to transfer to any new trustee or trustees or 
co-trustee or co-trustees, the estate, powers, instruments or funds held in trust hereunder. 

This Indenture is a “utility mortgage” as defined i n  Ohio Revised Code Section 1701.66 and, as more fully set forth in  tlie Second 
Granting Clause above, is intended to encumber after-acquired property. 

This Indenture constitutes a fixture filing within the meaning of Ohio Revised Code Section 1309502 and covers goods which are 
or may become fixtures related to tlie real property encumbered by this Indenture and any amendments or supplements hereto. 

(b) on or before October 1 of each year, beginning October 1, 2009, an Opinion of Counsel stating either (i) that in the opinion of 

The Company shall execute and deliver such supplemental indenture or indentures and such further instruments and do such further 

FND OF ARTICLE SEVENTEEN] 

~ 1 26- 
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This instrument may be executed in any number of counterparts, each of which so executed shall be deemed to be an original, but 

IN WITNESS WHEREOF, the parties hereto have caused this Indenture to be duly executed as of the day and year first above 

all such counterparts shall together constitute but one and the same instrument. 

written. 

DUKE ENERGY OHIO, INC. 

By Is/ M. Allen Carrick 
M. Allen Carrick 
Assistant Treasurer 
- 127- 
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THE BANK OF NEW YORK MELLON TRUST 
COMPANY, N.A., as Trustee 

By Is/ Van K. Brown 
Vat1 K. Brown 
Vice President 
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Acknowledged and agreed solely as to the 
matters set forth in clauses (a) and (d) of 
the “Recitals ofthe Company”: 

THE BANK OF NEW YORK MELLON, 
as Resigning Trustee 

By /s/ Kimberly P. Davidson 
Kimberly P. Davidson 
Vice President 

129- 
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STATE OF NORTH CAROLINA ) 

COIJNTY OF MECKLENBURG 1 
BE IT REMEMBERED, that on this 23rd day of March, 2009, before me, the undersigned, a notary public in and for the County 

and State aforesaid, duly commissioned and qualified, personally appeared M. Allen Carrick, personally known to me to be the same 
person whose name is subscribed to the foregoing instrument, and personally known to me to be an Assistant Treasurer of Duke 
Energy Ohio, Inc., an Ohio corporation, and acknowledged that he signed and delivered said instrument as his free and voluntary act 
as such Assistant Treasurer, and as the free and voluntary act of said Duke Energy Ohio, lnc., for the uses and purposes therein set 
forth; in pursuance of the power and authority granted to him by resolution of the Board of Directors of said Company. 

) ss: 

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my notarial seal the day and year aforesaid. 

(NOTARIAL SEAL) 

/s/ Heather Paige Blum 
Notary Public 

My commission expires1/9/2013 
-130- 
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STATE OF GEORGIA 1 

COUNTY OF FULTON 1 
BE IT REMEMBERED, that on this __ day of March, 2009, before me, the undersigned, a notary public in and for the County 

and State aforesaid, duly commissioned and qualified, personally appeared Van K. Brown, personally known to me to be the same 
person whose name is subscribed to the foregoing instrument, and personally known to me to be a Vice President of The Bank of New 
York Mellon Trust Company, N.A., a national banking association, and acknowledged that he signed and delivered said instrument as 
his free and voluntary act as such Vice President, and as the free and voluntary act of said The Bank ofNew York Mellon Tiust 
Company, N.A., for the uses and purposes therein set forth; in pursuance ofthe power and authority granted to him by the bylaws of 
said association. 

) ss: 

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my notarial seal the day and year aforesaid. 

(NOTARIAL SEAL.) 

/s/ Inna Rueve 
Notary Public 

-13 1- 
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EXHIBIT A 

RECORDING DATA 

DUKE ENERGY OHIO, INC. 
(formerly The Cincinnati Gas & Electric Company) 

MORTGAGE AND SUPPLEMENTAL INDENTURES 
A- I 
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EXHIBIT B 

REAL PROPERTY ACQUIRED BETWEEN DECEMBER 1,1985, 

AND THE DATE OF THIS FORTIETH SUPPLEMENTAL INDENTURE 
THE DATE OF THE TWENTY-FIFTH SUPPLEMENTAL INDENTIJRE, 

B-1 
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EXHIBIT C 

SCHEDULE OF REAL PROPERTY NOLDINGS 
C- 1 
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This instrument was prepared by: 

Bradley C. Arnett, Esq. 
Frost Brown Todd LLC 
2200 PNC Center 
201 East Fifth Street 
Cincinnati, Ohio 45202 

Source: Duke Energy Ohio, In, 8-K, March 24, 2009 



Exhibit 99.1 

Execution Copy 

DUKE ENERGY OHIO, INC. 

$450,000,000 FIRST MORTGAGE BONDS, 
5.45% SERIES, DUE APRIL 1,2019 

UNDERWRITING AGREEMENT 

March 18, 2009 

Barclays Capital Inc. 
Deutsche Bank Securities Inc. 
SunTrust Robinson Humphrey, Inc. 
UBS Securities LLC 

As Representatives of the several Llnderwriters 

c/o Barclays Capital Jnc. 
74.5 Seventh Avenue 
New York, New York 100 19 

Ladies and Gentlemen: 

I .  Inlrodzrctoty. DUKE ENERGY OHIO, INC., an Ohio corporation (the “Company’’), proposes, sub,ject to the terms and 
conditions stated herein, to issue and sell $450,000,000 aggregate principal amount of First Mortgage Bonds, 5.45% Series, Due 
April 1,2019 (the ”Bonds”). The Bonds will be issued under and secured by a First Mortgage dated as ofAugust 1, 1936 (the 
“Original Mortgage”), between the Company and The Bank ofNew York Mellon Trust Company, N.A., as siiccessor trustee (the 
“Trustee”), as supplemented and amended from time to time, which will be amended and restated in its entirety by a Fortieth 
Supplemental Indenture, to be dated as of March 23, 2009 (the “Fortieth Supplemental Indenture” and together with the Original 
Mortgage (as supplemented and amended) the “Indenture”). Barclays Capital Inc., Deutsche Bank Securities Inc., SunTrust Robinson 
Humphrey, Inc. and UBS Securities L,LC (the “Representatives”) are acting as representatives of the several underwriters named on 
Schedule A hereto (together with the Representatives, the “Underwriters”). 

2. Represeniaiions and FVarrnnlies of the Coinpat~y, As of the date hereof, as of the Applicable Time (as defined below) and as of 
the Closing Date the Company represents and warrants to, and agrees with, the several Underwriters that: 

(a) A registration statement (No. 33.3-146483-OI), including a prospectus, relating to the Bonds and certain other securities has 
been filed with the Securities and Exchange Commission (the “Commission”) under the Securities Act of 1933, as amended 
(the “1 933 Act”); such registration statement and any post-effective 
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amendment thereto, each in  the form heretofore delivered to you, became effective upon filing with the Commission pursuant 
to Rule 462 of the rules and regulations of the Commission under the 19.33 Act (the “19.33 Act Regulations”). The base 
prospectus filed as part of such registration statement, as amended and supplemented immediately prior to the Applicable 
Time, is hereinafter called the “Base Prospectus”; the preliminary prospectus supplement specifically relating to the Bonds 
immediately prior to the Applicable Time filed with the Conimission pursuant to Rule 424(b) of the 1933 Act Regulations is 
hereinafter called the “Preliminary Prospectus”; the various parts of such registration statement, including all exhibits thereto 
and including the prospectus supplement relating to the Bonds that is filed with the Commission and deeemed by virtue of 
Rule 430B of the 1933 Act Regulations to be part of such registration statement, each as amended at the time such part of t,he 
registration statement became effective, are hereinafter collectively called the “Registration Statement”; the form of the final 
prospectus relating to the Bonds tiled with the Commission pursuant to Rule 424(b) ofthe 1933 Act Regulations in 
accordance with Section 5(a) hereof is hereinafter called the “Prospectus” and any information included in such Prospectus 
that was omitted from the Registration Statement at the time it became effective hut that is deemed to be a part of and included 
in the Registration Statement pursuant to Rule 430B is referred to as “Rule 430B Information”; any reference herein to the 
Base Prospectus, the Preliminary Prospectus or the Prospectus shall be deemed to refer to and include the documents 
incorporated by reference therein pursuant to Item 12 of Form S-3 under the 1933 Act, as of the date of such prospectus; any 
reference to any amendment or supplement to the Base Prospectus, the Preliminary Prospectus or the Prospectus shall be 
deemed to refer to and include any post-effective amendment to the Registration Statement, the prospectus supplement 
relating to the Bonds filed with the Commission pursuant to Rule 424(b) under the 1933 Act and any documents filed under 
the Securities Exchange Act of 1934, as amended (the “ I  934 Act”), and incorporated therein, in each case after the date of the 
Base Prospectus, the Preliminary Prospectus or the Prospectus, as the case may be; any reference to any amendment to the 
Registration Statement shall be deemed to include any annual report of the Company filed pursuant to Section 13(a) or 15(d) 
of the 1934 Act after the effective date of the Registration Statement that is incorporated by reference in the Registration 
Statement. For purposes ofthis Agreement, the term “Applicable Time” means 4:09 p.m. (New York City Time) on the date 
hereof. 

(b) No stop order suspending the effectiveness of the Registration Statement has been issued and no proceeding for that purpose 
or pursuant to Section 8A of the 1933 Act has been initiated or threatened by the Commission. 

(c) The Registration Statement, the Base Prospectus, the document or documents specified in Itern ,3 of Schedule B hereto (such 
document or documents, the “Permitted Free Writing Prospectus”), the Preliminary Prospectus and the Prospectus conform or 
will conform, and any amendments or supplements thereto will conform, in all material respects to the requirements of the 
1933 Act and the 1933 Act Regulations; the Registration Statement as of its original effective date, 
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at each deemed effective date with respect to the Underwriters porsuant to Rule 430B(f)(2) of the 1933 Act Regulations and at 
the Closing Date (as defined in Section 3), did not and will not contain any untrue statement of a material fact or omit to state 
any material fact required to be stated therein or necessary to make the statements therein not misleading; the Prospectus and 
any amendment or supplement thereto, at the time the Prospectus or any such amendment or supplement is issued and at the 
Closing Date, will not include any untrue statement of a material fact or omit to state any material fact necessary to make the 
statements therein, in  the light of the circumstances under which they were made, not misleading; and the Base Prospectus, the 
Preliminary Prospectus and the Permitted Free Writing Prospectus (collectively. the “Pricing Disclosure Package”). all 
considered together, as ofthe Applicable Time. did not include any untrue statement o f a  material fact or omit to state any 
material fact necessary to make the statements therein, in the light of the circumstances under which they were made, not 
misleading; provided, however, the Company makes no representation or warranty to the Undetwriters with respect to any 
statements or omissions made in reliance upon and in conformity with written information furnished to the Company by the 
Representatives on behalf of the 1Jndenvriters specifically for use in  the Registration Statement, the Prospectus, the 
Preliminary Prospectus or the Pet mitted Free Writing Prospectus. 

The Permitted Free Writing Prospectus specified on Schedule B hereto as of its issue date and at all subsequent times through 
the completion of the public offer and sale of the Bonds (or until any earlier date that the Company notifies the Underwriters 
as described in Section 5(f)) did not and will not include any information that conflicts with the information contained in the 
Registration Statement, the Base Prospectus, the Preliminary Prospectus or the Prospectus that has not been superseded or 
modified. 

At the earliest time the Company or another offering participant made a bona fide offer (within the meaning of Rule 164(h)(2) 
of the 1933 Act Regulations) of the Bonds, the Company was not an “ineligible issuer” as defined in Rule 405 of the 1933 Act 
Regulations. The Company is, and was at the time of the initial filing of the Registration Statement, eligible to use Form S-3 
under the 1933 Act. 

Tlie documents incorporated or deemed to be incorporated by reference in the Registration Statement, the Pricing Disclosure 
Package and the Prospectus, at the time they were filed or hereafter are filed with the Commission, complied or will comply, 
as the case may be. in all material respects with the requirements of the 1934 Act and the rules and regulations of the 
Commission thereunder (the “1 934 Act Regulations”) and, when read together with the other infot mation in the Prospectus, 
(a) at the time the Registration Statement became effective, (b) at the Applicable Time and (c) on the Closing Date, did not 
and will not contain an untrue statement of a material fact or omit to state a material fact required to be stated therein or 
necessary to make the statements therein, in the light of the circumstances under which they were made, not misleading. 
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(g) The Company’s most recent Annual Report on Form IO-K meets the conditions specified in General Instruction I( 1) of the 
General Instructions for Fomi IO-K, and any Quarterly Report filed on Form 10-Q by the Company after the filing of the 
Company’s most recent Annual Report on Form 10-K meets the conditions specified in General Instruction H(l)  ofthe 
General Instructions for Form IO-Q. 

(h) The compliance by the Company with all of the provisions of this Agreement has been duly authorized by all necessary 
corporate action, and the consummation of the transactions herein contemplated will not conflict with or result in a breach or 
violation of any of the terms or provisions of, or constitute a default under, any indenture, mortgage, deed of trust, loan 
agreement or other agreement or instrument to which the Company or any of its subsidiaries is a party or by which any such 
party is bound or to which any of their respective properties or assets are subject that would have a material adverse effect on 
the business, financial condition or results of operations of the Company and its subsidiaries, taken as a whole; nor will such 
consummation result in any violation of the provisions of the Company’s Amended Articles of Incorporation or Amended 
Articles of Consolidation (collectively, “Articles”) or the Company’s Regulations (“Regulations”) or any statute or any order, 
rule or regulation of any court or governmental agency or body having jurisdiction over the Company or any of its subsidiaries 
or any of their respective properties that would have a material adverse effect on the business, financial condition or results of 
ope1 ations of the Company and its subsidiaries, taken as a whole. No consent, approval, authorization, order, registration or 
qualification of or with any such court or governmental agency or body is required for the consummation by the Company of 
the transactions contemplated by this Agreement, except for authorization by the Public Utilities Commission of Ohio 
(“PUCO”) and registration ot the offer and sale o f  the Bonds under the I933 Act, qualilication of the Indenture under the 
Trust Indenture Act of I939 (the “ 1  939 Act”) and such consents, approvals, authorizations, registrations or qualifications as 
may be required under state securities or Blue Sky laws in connection with the purchase and distribution of the Bonds by the 
Underwriters. 

This Agreement has been duly authorized, executed and delivered by the Company. 

The Original Mortgage has been duly authorized, executed and delivered by the Company and duly qualified under the 1939 
Act. The Fortieth Supplemental Indenture, to be dated as of March 23,2009, has been duly authorized by the Company, and 
when executed and delivered by the Company (assuming the due authorization, execution and delivery thereof by the 
Tiustee), the Indenture will constitute a valid and legally binding instrument of the Company, enforceable against the 
Company in accordance with its terms, except as (i) the enforceability thereof may be limited by bankruptcy, insolvency, or 
similar laws affecting creditors’ rights generally, and (ii) the rights of acceleration and the availability of equitable remedies 
may be limited by equitable principles of general applicability. 

(i) 

(j) 
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(k) The Bonds have been duly authorized by the Company and when executed by the Company, authenticated by the Trustee (in 
the manner provided in  the Indenture) and delivered against payment therefor will constitute valid and legally binding 
obligations of the Company, enforceable against the Company in accordance with their terms, except as (i) the enforceability 
thereof may be limited by bankruptcy, insolvency, or similar laws affecting creditors’ rights generally, and (ii) the rights of 
acceleration and the availability of equitable remedies may be limited by equitable principles of general applicability. 

The Company (i) is a corporation duly incorporated and validly existing in  good standing under the laws of the State of Ohio 
and (ii) is duly qualified to do business in each jurisdiction where the failure to be so qualified would materially adversely 
affect the ability of the Company to perform its obligations under this Agreement, the Indenture or the Bonds. 

(m) The Company’s only “significant subsidiary” within the meaning of Rule 405 of the 1933 Act Regulations is Duke Energy 
Kentucky, Inc. 

3.  Purchase, Sale and Deliiwy of Bonds. On the basis of the representations, warranties and agreements herein contained, but 
subject to the terms and conditions herein set forth. the Company agrees to sell to the IJndeiwriters, and the Undeiwriters agree, 
severally and not jointly, to purchase from the Company, at a purchase price of 99.3 10% ofthe principal amount of the Bonds plus 
accrued interest from March 23,2009, the respective principal amount of Bonds set forth opposite the name of each Underwriter on 
Schedule A hereto plus the respective principal amount of additional Bonds which each such IJndetwriter may become obligated to 
purchase pursuant to the provisions of Section 8 hereof. The [Jndeiwriters hereby also agree to make a payment to the Company in an 
aggregate amount equal to $900,000, including in respect of expenses incurred by the Company in connection with the offering of the 
Bonds. 

Payment of the purchase price for the Bonds to be purchased by the 1.Jndetwriters and the payment referred to above shall be made 
at the offices of Frost Brown Todd LLC, 2200 PNC Center, 201 East Fifth Street, Cincinnati, Ohio 45202-41 82, or at such other place 
as shall be mutually agreed upon by the Representatives and the Company, at 1O:OO a.m., New York City time, on March 2.3, 2009, or 
such other time and date as shall be mutually agreed upon in writing by the Representatives and the Company (the “Closing Date”). 
All other documents referred to herein that are to be delivered at the Closing Date shall be delivered at that time at the offices of 
Sidley Austin LLP, 787 Seventh Avenue, New York, NY 10019. Payment shall be made to the Company by wire transfer of 
immediately available funds to a bank account designated by the Company, against delivery of the Bonds, in fully registered form, to 
the Representatives for the respective accounts of the Underwriters. The Bonds shall be delivered in  the form of one or more global 
certificates in aggregate denomination equal to the aggregate principal amount of Bonds upon original issuance, and registered in the 
name of Cede & Co., as nominee for The Depository Trust Company (“DTC”). 

4. Offerii7g by the Undenilriters I t  is understood that the several Underwriters propose to offer the Bonds for sale to the public as 
set forth in the Pricing Disclosure Package and the Prospectus. 

( I )  
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5 .  Covenants o J h  Cot77puny. The Company covenants and agrees with the several Underwriters that: 

The Company will cause the Preliminary Prospectus and the Prospectus to be filed pursuant to and in compliance with Rule 
424(b) ofthe 1933 Act Regulations; the Company will advise the Underwriters promptly of (x) the filing of any amendment 
or supplement to the Registration Statement, the Base Prospectus, the Preliminary Prospectus or the Prospectus, and (y) the 
institution by the Commission of any stop order proceedings in respect of the Registration Statement. The Company will use 
its best efforts to prevent the issuance of any such stop order and to obtain as soon as possible its lifting, if issued. 

If at any time when a prospectus relating to the Bonds (or the notice referred to in Rule 173(a) of the 1933 Act Regulations) is 
required to be delivered under the I933 Act any event occurs as a result of which the Pricing Disclosure Package or the 
Prospectus as then amended or supplemented would include an untrue statement o f a  material fact or omit to state any material 
fact necessary to make the statements therein, i n  the light of the circumstances under which they were made, not misleading, 
or if it is necessary at any time to amend the Pricing Disclosure Package or the Prospectus to comply with the 193.3 Act, the 
Company promptly will prepare and file with the Commission an amendment, a supplement or an appropriate document 
pursuant to Section 13 or 14 of the 1934 Act which will correct such statement or omission or which will effect such 
compliance. 

The Company, during the period when a prospectus relating to the Bonds is required to be delivered under the 19.33 Act, will 
timely file all documents required to be filed with the Commission pursuant to Section 13 or 14 of the 1934 Act. 

Without the prior consent of the IJnderwriters, the Company has not made and will not make any offer relating to the Bonds 
that would constitute a “free writing prospectus” as defined in Rule 405 of the 1933 Act Regulations, other than the Permitted 
Free Writing Prospectus; each Underwriter, severally and not jointly, represents and agrees that, without the prior consent of 
the Company, it has not made and will not make any offer relating to the Bonds that would constitute a “free writing 
prospectus” as defined in Rule 405 of the 1933 Act Regulations, other than a Permitted Free Writing Prospectus or a free 
writing prospectus that is not required to be filed by the Company pursuant to Rule 4.33 of the 19.33 Act Regulations 
(“Rule 433”); any such free writing prospectus (which shall include the pricing term sheet discussed in  Section S(e) below), 
the use of which has been consented to by the Company and the IJnderwriters, is specified in Item 3 of Schedule B hereto. The 
Company represents that it has treated and agrees that it will treat each Permitted Free Writing Prospectus as an “issuer fiee 
writing prospectus,’’ as defined in Rule 433, and has complied and will comply with the requirements of Rule 433 applicable 
to any Permitted Free Writing Prospectus, including timely filing with the Commission where required, legending and record 
keeping. 
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(e) The Company agrees to prepare a pricing term sheet specifying the terms of the Bonds not contained in the Preliminary 
Prospectus, substantially in the form of Schedule C hereto and approved by the Representatives on behalf of the Underwriters, 
and to file such pricing term sheet as an “issuer free writing prospectus” pursuant to Rule 433 prior to the close of business 
two business days after the date hereof. 

The Company agrees that if at any time following the issuance of a Permitted Free Writing Prospectus any event occurs as a 
result of which such Permitted Free Writing Prospectus would conflict with the information (not superseded or modified) in 
the Registration Statement, the Pricing Disclosure Package or the Prospectus or would include an untrue statement of a 
material fact or omit to state any material fact necessary in order to make the statements therein, in light of the circumstances 
then prevailing, not misleading, the Company will give prompt notice thereof to the Underwriters and, if requested by the 
underwriters, will prepare and furnish without charge to each Underwriter a free writing prospectus or other document, the 
use of which has been consented to by the Underwriters, which will correct such conflict, statement or omission; provided, 
however, that this covenant shall not apply to any statements or omissions made in reliance upon and in conformity with 
written information furnished to the Company by the Representatives on behalf of the Underwriters specifically for use i n  the 
Registration Statement, the Pricing Disclosure Package or the Prospectus. 

(g) The Company will timely make generally available to its securityholders as soon as practicable an earnings statement for the 
purposes of the last paragraph of Section 1 I(a) of the 1933 Act. 

(h) The Company will furnish to you. without charge, copies ofthe Registration Statement (three ofwhich will include all 
exhibits other than those incorporated by reference), the Pricing Disclosure Package and the Prospectus, and all amendments 
and supplements to such documents, i n  each case as soon as available and i n  such quantities as you reasonably request. 

The Company will arrange or cooperate in  arrangements for the qualification of the Bonds for sale under the laws of such 
jurisdictions as you designate and will continue such qualifications in effect so long as required for the distribution; provided, 
however, that the Company shall not be required to qualify as a foreign corporation or to file any general consent to service of 
process under the laws of any state where it is not now so subject. 

The Company will pay all expenses incident to the performance of its obligations under this Agreement including (i) the 
printing and filing of the Registration Statement and the printing of this Agreement and any Blue Sky Survey, (ii) the 
preparation and printing of certificates for the Bonds, (iii) the issuance and delivery of the  Bonds as specified herein, (iv) the 
fees and disbursements of counsel for the Undeiwriters in connection with the qualification of the Bonds under the securities 
laws of any jurisdiction in accordance with the provisions of 

(0 

(i) 

(j) 
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Section 5(i) and in connection with the preparation of the Blue Sky Survey (such fees not to exceed $5,000), (v) the printing 
and delivery to the Undetwriters, i n  quantities as hereinabove referred to, of copies of the Registration Statement and any 
amendments thereto, of the Preliminary Prospectus, of the Prospectus, of any Permitted Free Writing Prospectus and any 
amendments or supplements thereto, (vi) any fees charged by independent rating agencies for rating the Bonds, (vii) any fees 
and expenses in  connection with the listing of the Bonds on the New York Stock Exchange, (viii) any filing fee required by 
the Financial Industry Regulatory Authority, (ix) the costs of any depository arrangements for the Bonds with DTC or any 
successor depositary and (x) the costs and expenses of the Company relating to investor presentations on any “road show” 
undertaken in connection with the marketing of the offering of the Bonds, including, without limitation, expenses associated 
with the production of road show slides and graphics, fees and expenses of any consultants engaged in connection with the 
road show presentations with the prior approval of the Company, travel and lodging expenses of the 1Jndetwriters and officers 
of the Company and any such consultants, and the cost of any aircraft chartered in connection with the road show; provided, 
however, the Underwriters shall reimburse a portion of the costs and expenses referred to in this clause (x). 

6 .  Conditions oftlie Obligations of fhe Ilndetwriters. The obligations of the several Underwriters to purchase and pay for the 
Bonds will be sub,ject to the accuracy of the representations and warranties on the part of the Company herein, to the accuracy ofthe 
statements ofofficers of the Company made pursuant to the provisions hereof, to the performance by the Company of its obligations 
hereunder and to the following additional conditions precedent: 

(a) The Prospectus shall have been filed by the Company with the Commission pursuant to Rule 424(b) within the applicable time 
period prescribed for such filing by the 193.3 Act Regulations, and each Permitted Free Writing Prospectus shall have been 
filed by the Company with the Commission pursuant to Rule 43.3 within the applicable time period prescribed for such filing 
by the 1933 Act Regulations (to the extent so required). 

On or after the Applicable Time and prior to the Closing Date, no stop order suspending the effectiveness of the Registration 
Statement shall have been issued and no proceedings for that purpose or pursuant to Section SA of the 1933 Act shall have 
been instituted or, to the knowledge of the Company or you, shall be threatened by the Commission. 

On or after the Applicable Time and prior to the Closing Date, the rating assigned by Moody’s Investors Service, Inc. or 
Standard & Poor’s Ratings Services (or any of their successors) to any debt securities or preferred stock of the Company as of 
the date of this Agreement shall not have been lowered. 

Since the respective most recent dates as ofwhich information is given in the Pricing Disclosure Package and the Prospectus 
and up to the Closing Date, there 

(b) 

(c) 

(d) 
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shall not have been any material adverse change in the condition of the Company and its subsidiaries, taken as a whole, 
financial or otherwise, except as reflected in 01 contemplated by the Pricing Disclosure Package and the Prospectus, and since 
such dates and up to the Closing Date, there shall not have been any material transaction entered into by the Company other 
than transactions contemplated by the Pricing Disclosure Package and the Prospectus and transactions in the ordinary course 
of business, the effect of which in your reasonable judgment is so material and adverse as to make it impracticable or 
inadvisable to proceed with the public offering or the delivery ot the Bonds 011 the terms and in the manner contemplated by 
the Pricing Disclosut e Package and the Prospectus. 

You shall have received an opinion of Richard G. Beach, Esq., Assistant General Counsel of Duke Energy Business Services, 
LLC, the service company affiliate of the Company, dated the Closing Date, to the effect that: 

(i) The Company is a corporation duly organized and validly existing in good standing under the laws of the State of Ohio, 
with power and authority (corporate and other) to own its properties and conduct its business as described in the Pricing 
Disclosure Package and the Prospectus and to enter into and perform its obligations under this Agreement. 

(ii) The Company is duly qualified to do business in each jurisdiction in which the ownership or leasing of its property or the 
conduct of its business requires such qualification, except where the failure would not, singularly or in the aggregate, 
reasonably be expected to have a material adverse effect on the consolidated financial position, stockholder’s equity, 
results of operations, business or prospects of the Company and its subsidiaries, taken as a whole, and to own and 
operate the properties in use in such business. 

(iii) Each of the Company’s subsidiaries is duly organized and validly existing in good standing under the laws of the 
jurisdiction of its oiganization and has due corporate and governmental authority to carry on the business in which it is 
engaged, except where the failure would not, singularly or in the aggregate, reasonably be expected to have a material 
adverse effect on the consolidated financial position, stockholder’s equity, results of operations, business or prospects of 
the Company and its subsidiaries, taken as a whole, and to own and operate the properties in use in such businesses. 

(iv) The execution, delivery and performance of this Agreement, the Indenture and the Bonds and compliance by the 
Company with its obligations under this Agreement, the Indenture and the Bonds will not conflict with, or result in any 
charge or encumbrance upon any ofthe assets of the Company (other than pursuant to the Indenture) pursuant to the 
terms of, or constitute a default under, any agreement, indenture or instrument known to such counsel, or result in a 
violation of the Articles or 

(e) 
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Regulations of the Company (as in effect on the Closing Date) or any order, rule or regulation (also as in  effect on the 
Closing Date) of any court or governmental agency having jurisdiction over the Company, and the issuance of the 
Bonds in accordance with the Indenture and the sale of the Bonds in accordance with this Agreement, do not and will 
not result in any violation by the Company of any of the terms or provisions of the Articles or Regulations, or of the 
Indenture, or any mortgage or other agreement or instrument known to such counsel by which the Company is bound. 

The Indenture is in due and proper form, has been duly and validly authorized by all necessary corporate action, has 
been duly executed and delivered by the Company, qualified under the 1939 Act, and, assuming due authorization, 
execution and delivery by the Trustee. the Indenture is a valid and binding instrument of the Company, enforceable in 
accordance with its terms, except as (i) the enforceability thereof may be limited by bankruptcy, insolvency, or similar 
laws affecting creditors’ rights generally, and (ii) the rights of acceleration and the availability of equitable remedies 
may be limited by equitable principles of general applicability. 

The issue of the Bonds by the Company in accordance with the terms of the Indenture has been duly authorized by all 
necessary corporate action; when duly executed by the Company, authenticated by the Trustee and delivered to and paid 
for by the Underwriters pursuant to this Agreement, the Bonds will constitute the legal, valid and binding obligations of 
the Company enforceable in accordance with their terms, secured by the lien of and entitled to the benefits provided by 
the Indenture, except as (i) the enforceability thereof may be limited by bankruptcy. insolvency. or similar laws affecting 
creditors’ rights generally, and (ii) the rights of acceleration and the availability of equitable remedics may be limited by 
equitable principles of general applicability. 

The Company has good and marketable title to the properties, rights and assets described in and conveyed by the 
Indenture and not released by the Trustee fiom the lien thereof prior to the time of delivery ofthe Bonds, subject only to 
the lien of the Indenture and to “permitted liens” as defined in the Indenture; the description in the Indenture of such 
properties, rights and assets is adcquate to constitute the Indenture a lien thereon; the Indenture complies with all 
applicable laws of the State of Ohio (wherein the properties subjected or intended to be subject to the lien of the 
Indenture are located), including all applicable recording laws, and, subject only to the matte1 s referred to above, 
constitutes a valid and direct first lien on such pioperties, rights and assets, which include substantially all of the 
Company’s tangible electric transmission and distt ibution utility property located in Ohio, together with the Company’s 
recorded easements and rights of way, franchises, licenses, permits, grants, 
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immunities, privileges and rights that are used or useful in  the operation of such property; and all tangible electric 
transmission and distribution utility property located in Ohio acquired by the Company subsequent to the time of 
issuance ofthe Bonds will be subject to the lien ofthe Indenture, subject, however, to “permitted liens” as detined in 
the Indenture. 

(viii) The Indenture other than the Fortieth Supplemental Indenture has been duly filed for record in such manner and in such 
places as are required by law i n  order togive constructive notice of, and to establish, preserve and protect the lien of, 
the Indenture on all property ofthe Company of every kind referred to in the Indenture as subject to the lien thereof. 

Except as referred to in the Pricing Disclosure Package and the Prospectus, the1 e is no action, suit or proceeding, 
inquiry or investigation, at law or in equity or before or by any couit, public board or body. pending or, to such 
counsel’s knowledge, threatened against or affecting the Company, wherein an unfavorable decision, ruling or finding 
would (i) materially and adversely affect the condition (financial or othetwise), results of ope1 ations, business or 
properties of the Company or (ii) materially and adversely affect the transactions contemplated by this Agreement, or 
which would adversely affect the validity or enforceability of the Indenture or the Bonds. The descriptions in the 
Registration Statement, the Pricing Disclosure Package and the Prospectus of any legal or governmental proceedings 
are accurate and fairly present the information required to be shown, and such counsel does not know of any litigation 
or any legal or governmental proceeding instituted or threatened against the Company or any of its properties that 
would be required to be disclosed in the Registration Statement, the Pricing Disclosure Package or the Prospectus and is 
not so disclosed. 

An order of the PUCO relating to the issuance of the Bonds has been duly entered and, to such counsel’s knowledge, 
has not been modified or repealed in any respect and is in full force and effect. The issuance and sale of the Bonds to 
the Underwriters are in conformity with the terms of such order. Except as may be required under the 193.3 Act or the 
securities or Blue Sky laws of any jurisdiction, no further consent, approval, authorization 01 order of, or registration or 
filing with, any court or governmental or public agency, authority or body is required with respect to the Company for 
the execution, delivery and performance of this Agreement, the Indenture or the Bonds. the issuance by the Company of 
the Bonds or the consummation by the Company of the transactions contemplated by this Agreement, the Indenture or 
the Bonds. 

In addition, such counsel shall state that no facts have come to such counsel’s attention that have caused such counsel to 
believe that the Registration Statement, at the Applicable Time, contained an untrue statement of a material fact or omitted to 
state a material fact required to be stated therein or necessary to 
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make the statements therein not misleading, or that the Prospectus, as of its date and as of the Closing Date, contained or 
contains an untrue statement of a material fact or omitted or omits to state a material fact necessary in  order to make the 
statements therein, in the light of the circumstances under which they were made, not misleading (except that in each case 
such counsel need not express an opinion as to the financial statements and other financial data included or incorporated by 
reference therein or excluded therefrom). Such counsel shall further state that, in  addition, no facts have come to such 
counsel’s attention that have caused such counsel to believe that the Pricing Disclosure Package, as of the Applicable Time, 
contained an untrue statement of a material fact or omitted to state a material fact necessary in order to make the statements 
therein, in the light of the circumstances under which they were made, not misleading (except that such counsel need not 
express an opinion as to the financial statements and other financial data included or incorporated by reference therein or 
excluded therefrom). 

Such counsel shall expressly authorize the IJndetwriters to rely on such counsel’s opinion dated the Closing Date delivered 
to the Trustee pursuant to the Indenture. 

In  rendering the foregoing opinion, such counsel may state that such counsel does not express any opinion concerning any 
law other than the laws of the State of Ohio and the Commonwealth of Kentucky. 

You shall have received an opinion of Frost Brown Todd LLC, counsel to the Company, dated the Closing Date, to the effect 
that: 

(i) The Fortieth Supplemental Indenture has been duly authorized, executed and delivered by the Company, and assuming 
due authorization, execution and delivery by the Trustee, the Indenture is a valid and binding instrument of the Company 
enforceable in accordance with its terms, except as (i) the enforceability thereof may be limited by bankruptcy, 
insolvency or similar laws affecting creditors’ rights generally, and (ii) the rights of acceleration and the availability of 
equitable remedies may be limited by equitable principles of general applicability. 

(ii) The Bonds have been duly authorized, and when duly executed by the Company, authenticated by the Trustee and 
delivered to and paid for by the Underwriters pursuant to this Agreement, will be valid and binding obligations of the 
Company enforceable in  accordance with their terms, except as (i) the enforceability thereof may be limited by 
bankruptcy, insolvency or similar laws affecting creditors’ rights generally and (ii) the rights of acceleration and the 
availability of equitable remedies may be limited by equitable principles of general applicability. 

(iii) This Agreement has been duly authorized, executed and delivered by the Company. 

(0 
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(iv) The statements made in the Preliminary Prospectus and the Prospectus under the captions “Description of the Mortgage 
Bonds” and “Certain U S .  Federal Income Tax Considerations for Non-1J.S. Holders” in each case insofar as such 
statements constitute summaries of the legal matters, documents or proceedings referred to therein, accurately and fairly 
summarize the matters referred to therein in all material respects. 

(v) The Company is not, and solely after giving effect to the offering and sale of the Bonds and the application of the 
proceeds thereof as described in  the Prospectus, will not be subject to registration and regulation as an “investment 
company” as such term is defined in the Investment Company Act ot 1940, as amended. 

In  rendering the foregoing opinions, such counsel may state that it has relied as to certain factual matters on information 
obtained from public officials, officers and representatives of the Company and has assumed that the signatures on all 
documents examined by it are genuine, and that such counsel has not independently verified such factual matters or 
assumptions. In  addition, such counsel may assume matters governed by New York law. 

You shall also have received a statement of Frost Brown Todd LLC, dated the Closing Date, to the effect that: 

( I )  no facts have come to such counsel’s attention that have caused such counsel to believe that the documents filed by the 
Company under the I934 Act and the 1934 Act Regulations that are incorporated by reference in the Registration 
Statement, the Pricing Disclosure Package and the Prospectus, were not, on their face, appropriately responsive in all 
material respects to the requirements of the I934 Act and the 1934 Act Regulations (except that in each case such 
counsel need not express any view as to the financial statements, schedules and other financial information included or 
incorporated by reference therein or excluded therefrom or the Form T-I); 

the Registration Statement, at the Applicable Time, and the Prospectus, as of its date, appeared on their face to be 
appropriately responsive in all material respects to the requirements of the 1933 Act and the 1933 Act Regulations 
(except that in each case such counsel need not express any view as to the financial statements, schedules and other 
financial information included or incot porated by reference therein or excluded therefrom or the Form T-I); and 

no facts have come to such counsel’s attention that have caused such counsel to believe that the Registration Statement, 
at the Applicable Time, contained an untrue statement of a material Fact or omitted to state a material fact tequired to be 
stated therein or necessary to make the statements therein not misleading, or that the Prospectus, as of its date and as of 
the Closing Date, contained or contains an unttue statement of a 

( 2 )  

(3) 
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material fact or omitted or omits to state a material fact necessary in order to make the statements therein, in the light of 
the circumstances under which they were made, not misleading (except that i n  each case such counsel need not express 
any view as to the financial statements, schedules and other financial information included or incorporated by reference 
therein or excluded therefrom or the Form T-I). 

Such counsel shall further state that, in  addition, no facts have come to such counse1's attention that have caused such 
counsel to believe that the Pricing Disclosure Package, as of the Applicable Time, contained an untrue statement of a material 
fact or omitted to state a material fact necessary in order to make the statements therein, in the light of the Circumstances under 
which they were made, not misleading (except that in each case such counsel need not express any view as to the financial 
statements, scliedules and other financial information included or incorporated by reference therein or excluded therefrom or 
the Form T-1)" 

In addition, such statement shall confirm that the Prospectus has been filed with the Commission within the time period 
required by Rule 424(b) ofthe 1933 Act Regulations and any required filing of a Permitted Free Writing Prospectus pursuant 
to Rule 4.33 of the 193.3 Act Regulations has been made with tlie Commission within the time period required by Rule 433(d) 
of the 1933 Act Regulations. Such statement shall further state that the Registration Statement became effective upon filing 
under the 1933 Act and the Indenture has been qualified under the 1939 Act, and that such counsel has been orally advised by 
the Commission that no stop order suspending tlie effectiveness of the Registration Statement has been issued and, to such 
counsel's knowledge, no proceedings for that purpose have been instituted or are pending or threatened by the Commission. 

In addition, such counsel may state that such counsel does not pass upon, or assume any responsibility for, the accuracy, 
completeness or fairness of the statements contained or incorporated by reference i n  the Registration Statement, the Pricing 
Disclosure Package or the Prospectus and has made no independent check or verification thereof (except to the limited extent 
referred to in Section 6(f)(iv) above). 

You shall have received opinions and statements of Sidley Austin LLP, counsel for the Underwriters, dated the Closing Date, 
as to such matters as you may reasonably request; the Company shall have furnished Sidley Austin LL,P wilh such documents 
as it reasonably requests for the purpose of enabling it to satisfy such request. In  giving its opinion, Sidley Austin LL.P may 
rely on the opinions of Richard G. Beach, Esq., Assistant General Counsel of Duke Energy Business Services, LLC, the 
service company affiliate of the Company and Frost Brown Todd LLC (or other appropriate counsel reasonably satisfactoiy to 
the Representatives) as to matters of Ohio law and MI. Beach as to matters of Kentucky law. 

(8) 
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On or after the date hereof, there shall not have occurred any of the following: (i) a suspension or material limitation in trading 
in securities generally or of the securities of Duke Energy Corporation on the New York Stock Exchange; or (ii) a general 
mot atorium on commercial banking activities in New York declared by either Federal or New York State authorities or a 
material disruption in commercial banking setvices or securities settlement or clearance services in the LJnited States; or (iii) 
the outbreak or escalation of hostilities involving the IJnited States or the declatation by the LJnited States of a national 
emergency or war, i f  the effect of any such event specified in  this subsection (11) in your reasonable judgment makes it 
impracticable or inadvisable to proceed with the public offering or the delivery ofthe Bonds on the terms and in the manner 
contemplated in the Pricing Disclosure Package and the Prospectus. In  such event there shall be no liability on the part of any 
party to any other party except as othetwise provided in Section 7 hereof and except for the expenses to be borne by the 
Company as provided in Section S(j) hereof. 

You shall have received a certificate of the Chairman of the Board, the President, any Vice President, the Secretary or an 
Assistant Secretary and any financial or accounting officer of the Company, dated the Closing Date, in which such officers, to 
the best of their knowledge after reasonable investigation, shall state that the representations and warranties of the Company in 
this Agreement are true and correct as of the Closing Date, that the Company has complied with all agreements and satisfied 
all conditions on its part to be performed or satisfied at or prior to the Closing Date, that the conditions specified in Section 
6(c) and Section 6(d) have been satisfied, and that no stop order suspending the effectiveness of the Registration Statement 
has been issued and no proceedings for that purpose have been instituted or are threatened by the Commission. 

At the time of the execution of this Agreement, you shall have received a letter dated such date, in  form and substance 
satisfactory to you, from Deloitte & Touche L,LP, the Company’s independent public accountants, containing statements and 
information of the type ordinarily included in accountants’ “comfort letters” to underwriters with respect to the financial 
statements and certain financial information contained in or incorporated by reference in the Registration Statement, the 
Pricing Disclosure Package and the Prospectus, including specific references to inquiries regarding any increase in long-term 
debt, deciease in net current assets (defined as cuttent assets less current liabilities) 01 stockholder’s equity, and decrease in 
revenues or net income for the period subsequent to the latest financial statements incorporated by reference in the 
Registration statement, as of a specified date not more than three business days priot to the date or this Agreement. 

At the Closing Date, you shall have received from Deloitte & Touche LLP, a letter dated as of the Closing Date, to the effect 
that they reaffirm the statements made in  the letter furnished pursuant to subsection (j) of this Section 6, except that the 
specified date referred to shall be not more than three business days prior to the Closing Date. 
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( I )  An appropriate order from the PIJCO necessary to permit the issue and sale of the Bonds as contemplated hereby and 
containing no material provision or condition which is unacceptable to the Company or the Underwriters shall be in effect and 
no proceedings to suspend the effectiveness of such order shall be pending or threatened. 

The Company will furnish you with such conformed copies of such opinions, certificates, letters and documents as you reasonably 

7. Indemnijicafion. The Company agrees to indemnify and hold harmless each Undetwriter, their respective officers and directors, 

request. 

and each person, if any, who controls any IJndenvriter within the meaning of Section 15 of the 1933 Act, as follows: 

(i) against any and all loss, liability, claim, damage and expense whatsoever arising out of any untrue statement or alleged 
untrue statement of a material fact contained in the Registration Statement (or any amendment thereto) including the 
Rule 430B Information, or the omission or alleged omission theref'rom o f a  material fact required to be stated therein or 
necessary to make the statements therein not misleading or arising out of any untrue statement or alleged untrue 
statement of a material fact contained in the Preliminary Prospectus, the Pricing Disclosure Package, the Prospectus (or 
any amendment or supplement thereto) or any Permitted Free Writing Prospectus, or the omission or alleged omission 
therefrom of a material fact necessary in order to make the statements therein, in the light of the circumstances under 
which they were made, not misleading, unless such statement or omission or such alleged statement or omission was 
made in reliance upon and in conformity with written information furnished to the Company by the Representatives on 
behalf of the 1Jnderwriters expressly for use in the Registration Statement (or any amendment thereto), the Preliminary 
Prospectus, the Pricing Disclosure Package, the Prospectus (or any amendment or supplement thereto) or any Permitted 
Free Writing Prospectus; 

(ii) against any and all loss, liability, claim, damage and expense whatsoever to the extent of the aggregate amount paid in 
settlement of any litigation, commenced or threatened, or of any claim whatsoever based upon any such untrue statement 
or omission or any such alleged untrue statement or omission, if such settlement is effected with the written consent of 
the Company; and 

(iii) against any and all expense whatsoever reasonably incurred in investigating, preparing or defending against any 
litigation, commenced or threatened, or any claim whatsoever based upon any such untrue statement or omission, or any 
such alleged untrue statement or omission, to the extent that any such expense is not paid under (i) or (ii) of this 
Section 7. 
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In no case shall the Company be liable under this indemnity agreement with respect to any claim made against any Undetwriter or any 
such controlling person unless the Company shall be notified i n  writing of the nature of the claim within a reasonable time after the 
assertion thereof, but failure so to notify the Company shall not relieve it from any liability which i t  may have otherwise than under 
subsections 7(a) and 7(d). The Company shall be entitled to participate at its own expense in the defense, or if it so elects within a 
reasonable time after receipt of such notice, to assume the defense of any suit brought to enforce any such claim, but if it so elects to 
assume the defense, such defense shall be conducted by counsel chosen by it and approved by the Underwriter or Underwriters or 
controlling person or persons, or defendant or defendants in any suit so brought, which approval shall not be unreasonably withheld. 
In  any such suit, any 1Jnderwriter or any such controlling person shall have the right to employ its own counsel, but the fees and 
expenses of such counsel shall be at the expense of such Underwriter or such controlling person unless (i) the Company and such 
Underwriter shall have mutually agreed to the employment of such counsel, or (ii) the named parties to any such action (including any 
impleaded parties) include both such Underwriter or such controlling person and the Company and such Undetwriter or such 
controlling person shall have been advised by such counsel that a conflict of interest between the Company and such IJndenvriter or 
such controlling person may arise and for this reason it is not desirable for the same counsel to represent both the indemnifying party 
and also the indemnified party (it being understood however, that the Company shall not, i n  connection with any one such action or 
separate but substantially similar or related actions in the same jurisdiction arising out of the same general allegations or 
circumstances, be liable for the reasonable fees and expenses of more than one separate firm of attorneys for all such IJnderwriters and 
all such controlling persons, which firm shall be designated in writing by you)" The Company agrees to notify you within a reasonable 
time of the assertion of any claim against it, any of its officers or directors or any person who controls the Company within the 
meaning of Section IS  of the 1933 Act, in connection with the sale of the Bonds. 

(b) Each 1Jnderwriter severally agrees that it will indemnify and hold harmless the Company, its directors and each of the officers 
of the Company who signed the Registration Statement and each person, if any, who controls the Company withiti the 
meaning of Section I S  of the 1933 Act to the same extent as the indemnity contained in subsection (a) of this Section 7, but 
only with respect to statements or omissions made in the Registration Statement (or any amendment thereto), the Preliminary 
Prospectus, the Pricing Disclosure Package, the Prospectus (or any amendment or supplement thereto) or any Permitted Free 
Writing Prospectus, i n  reliance upon and in conformity with written information furnished to the Company by the 
Representatives on behalf of the 1Jiiderwritel-s expressly for use in the Registration Statement (or any amendment thereto), the 
Preliminary Prospectus, the Pricing Disclosure Package, the Prospectus (or any amendment or supplement thereto) or any 
Permitted Free Writing Prospectus. In case any action shall be brought against the Company or any person so indemnified 
based on the Registration Statement (or any amendment thereto), the Preliminary Prospectus, the Pricing Disclosure Package, 
the Prospectus (or any amendment or supplement thereto) or any Permitted Free Writing Prospectus, and in respect of which 
indemnity may be sought against any Underwriter, such IJndetwriter shall have the rights and duties given to the Company, 
and the Company and each person so 
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indemnified shall have the rights and duties given to the Undetwriters, by the provisions of subsection (a) of this Section 7 

No indemnifying party shall, without the prior written consent of the indemnified party, effect any settlement of any pending 
or threatened proceeding in respect of which any indemnified party is or could have been a party and indemnity could have 
been sought hereunder by such indemnified patty, unless such settlement includes an unconditional release of such 
indemnified party from all liability on claims that are the subject matter of such proceeding, and does not include a statement 
as to or an admission of fault, culpability or a failure to act by or on behalf of any indemnified party. 

If the indemnification provided for in this Section 7 is unavailable to or insufficient to hold harmless an indemnified party in 
respect of any and all loss, liability, claim, damage and expense whatsoever (or actions in  respect thereof) that would 
othetwise have been indemnified under the terms of such indemnity, then each indemnifjiing party shall contribute to the 
amount paid or payable by such indemnified patty as a result of such loss, liability, claim, damage or expense (or actions in 
respect thereof) i n  such proportion as is appropriate to reflect the relative benefits received by the Company on the one hand 
and the I Jndetwriters on the othet from the offering of the Bonds. If  however, the allocation provided by the immediately 
preceding sentence is not permitted by applicable law. or if the indemnified party failed to give the notice required above, then 
each indemnifying party shall contribute to such amount paid or payable by such indemnified party in  such proportion as is 
appropriate to reflect not only such relative benetits but also the relative fault of the Company on the one hand and the 
IJnderwriters on the other in connection with the statements or omissions which resulted in such loss, liability, claim, damage 
or expense (or actions in respect thereof), as well as any other relevant equitable considerations. The relative benefits received 
by the Company on the one hand and the Underwriters on the other shall be deemed to be in the same proportion as the total 
net proceeds from the offet ing (before deducting expenses) received by the Company bear to the total compensation received 
by the IJndetwriters in respect of the underwriting discount as set forth in the table on the cover page of the Prospectus. The 
relative fault shall be determined by reference to, among other things, whether the untrue or alleged untrue statement of a 
material fact or the omission or alleged omission to state a material fact relates to information supplied by the Company on the 
one hand or the Undetwriters on the other and the parties’ relative intent, knowledge, access to information and opportunity to 
correct or prevent such statement or omission. The Company and the 1Jndetwriters agree that it would not be just and 
equitable if contribution pursuant to this Section 7 were determined by pro rata allocation (even if the IJndetwriters were 
treated as one entity for such purpose) or by any other method of allocation which does not take account ot the equitable 
considerations referred to above in this Section 7. The amount paid or payable by an indemnified party as a result of the 
losses, liabilities, claims, damages or expenses (or actions in respect thereof) referred to above in this Section 7 shall be 
deemed to include any legal or other expenses 
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reasonably incurred by such indemnified party in connection with investigating or defending any such action or claim. 
Notwithstanding the provisions ofthis Section 7, no Underwriter shall be required to contribute any amount in excess of the 
amount by which the total price at which the Bonds underwritten by it and distributed to the public were offered to the public 
exceeds the amount of any damages which such Underwriter has otherwise been required to pay by reason of such untrue or 
alleged untrue statement or omission or alleged omission. No person guilty of fraudulent misrepresentation (within the 
meaning of Section 1 I(f) ofthe 1933 Act) shall be entitled to contribution from any person who was not guilty of such 
fraudulent misrepresentation. The Llnderwriters’ obligations to contribute are several in proportion to their respective 
underwriting obligations and not joint. 

8. Defuuh by One or More ofthe IJnderwrilers If any Underwriter shall default i n  its obligation to purchase the principal amount 
of the Bonds which it has agreed to purchase hereunder on the Closing Date, you may in your discretion arrange for you or another 
party or other parties to purchase such Bonds, as applicable, on the terms contained herein. Ifwithin thirty-six hours after such default 
by any Underwriter you do not arrange for the purchase of such Bonds, then the Company shall be entitled to a further period of 
thirty-six hours within which to procure another party or other parties satisfactory to you to purchase such Bonds on such terms. In the 
event that, within the respective prescribed periods, you notify the Company that you have so arranged for the purchase of such 
Bonds, or the Company notifies you that it has so arranged for the purchase of such Bonds, you or the Company shall have the right to 
postpone such Closing Date for a period of not more than seven days, in 01 der to effect whatever changes may thereby be made 
necessary in the Registration Statement or the Prospectus, or in any other documents or arrangements, and the Company agrees to file 
promptly any amendments to the Registration Statement, the Pricing Disclosure Package or the Prospectus which may be required. 
The term “Underwriter” as used in this Agreement shall include any person substituted under this Section 8 with like effect as if such 
person had originally been a patty to this Agreement with respect to such Bonds. 

(a) If, after giving effect to any arrangements for the purchase ofthe Bonds o f a  defaulting Undeiwi iter or 1Jndetwriters by you or 
the Company as provided in subsection (a) above, the aggregate amount of such Bonds which remains unpurchased does not 
exceed one-tenth of the aggregate amount of all the Bonds to be purchased at such Closing Date, then the Company shall have 
the right to require each non-defaulting Undeiwriter to purchase the amount of Bonds which such Underwriter agi eed to 
purchase hereunder at such Closing Date and, in addition, to require each non-defaulting Ilnderwriter to purchase its pro rata 
share (based on the amount of Bonds which such Underwriter agreed to purchase hereunder) of the Bonds of such defaulting 
Undeiwriter or IJnderwriters for which such arrangements have not been made; but nothing herein shall relieve a defaulting 
Undeiwriter from liability for its default. 

If, after giving effect to any arrangements for the put chase ofthe Bonds o f a  defaulting Undeiwriter or Undetwriters by you or 
the Company as ptovided in subsection (a) above, the aggregate amount of such Bonds which remains 

(b) 
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unpurchased exceeds one-tenth of the aggregate amount of all the Bonds to be purchased at such Closing Date, or if the 
Company shall not exercise the right described in subsection (b) above to require noti-defaulting 1Jnderwriters to purchase 
Bonds of a defaulting Undeiwriter or IJndetwriters. then this Agreement shall thereupon terminate, without liability on the 
part of any non-defaulting IJnderwriter or the Company, except for the expenses to be borne by the Company as provided in 
Section 5(j) hereof and the indemnity and contribution agreement in Section 7 hereof; but nothing herein shall relieve a 
defaulting Underwriter from liability for its default. 

9. Represenfafions arid Indemnities fo Szrrvive Delivery The respective indemnities, agreements, representations, warranties and 
other statements of the Company or its officers and of the several Underwriters set forth in or made pursuant to this Agreement will 
remain in full force and effect, regardless of any investigation, or statement as to the results thereof, made by or on behalf of any 
Underwriter or the Company, or any of its ofticers or directois or any controlling person, and will survive delivery of and payment for 
the Bonds. 

IO.  Reliance on Your Acfs I n  all dealings hereunder, the Representatives shall act on behalf of each of the Underwriters, and the 
Company shall be entitled to act and rely upon any statement, request, notice or agreement on behalf of any Underwriter made or 
given by the Representatives. 

1 1 .  No Fidzrciary Relationship. The Company acknowledges and agrees that (i) the purchase and sale of the Bonds pursuant to this 
Agreement is an arm’s-length commercial ti ansaction between the Company on the one hand, and the Underwriters on the other hand, 
(ii) in connection with the offering contemplated hereby and the process leading to such transaction, each Undetwriter is and has been 
acting solely as a principal and is not the agent or fiduciary of the Company or its shareholders, creditors, employees, or any other 
party, (iii) no Underwriter has assumed or will assume an advisory or fiduciary responsibility in favor ofthe Company with respect to 
the offering contemplated hereby or the process leading thereto (irrespective of whether such Underwriter has advised or is currently 
advising the Company on othet matters) and no IJnderwriter has any obligation to the Company with respect to the offering 
contemplated hereby except the obligations expressly set forth in this Agreement, (iv) the IJnderwriters and their respective affiliates 
may be engaged in a broad range of transactions that involve interests that differ from those of the Company, and (v) the underwriters 
have not provided any legal, accounting, regulatory or tax advice with respect to the transaction contemplated hereby and the 
Company has consulted its own legal, accounting, regulatory and tax advisot s to the extent it deemed appropriate. 

12. Nolices All communications hereunder will be in writing and, if sent to the Ilnderwritets, will be mailed or telecopied and 
confirmed to Barclays Capital Inc., 200 Park Avenue, New York, New York 101 66, Attention: Investment Grade Syndicate (Fax no.: 
(2 12) 412-7305; Deutsche Bank Securities Inc., 60 Wall Street, 4th Floor, New York, New York 10005, Attention: General Counsel 
(Fax no.: (2 12) 797-4561); SunTrust Robinson Humphrey, Inc., 303 Peachtree Street, 24th Floor, Atlanta, GA 30308, Attention: High 
Grade Debt Capital Markets (Fax no.: (404) 588-7005); and IJBS Securities LLC, 677 Washington Blvd., Stamford, CT 06901, 
Attention: Fixed Income Syndicate (Fax no.: 203-718-0475), or if sent to the 
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Company, will be mailed or telecopied and confirmed to it at 526 S. Church Street, Charlotte, NC 28202, and the contact is M. Allen 
Carrick, Assistant Treasurer, fax no 704-382-9.544. Any such communications shall take effect upon receipt thereof. 

13. Business Day As used herein, the term “business day” shall mean any day when the Commission’s office in Washington, D.C. 
is open for business. 

14. Successors. This Agreement shall inure to the benefit of and be binding upon the Underwriters and the Company and their 
respective successors. Nothing expressed or mentioned in this Agreement is intended or shall be construed to give any person, firm or 
corporation, other than the parties hereto and their respective successors and the controlling persons, officers and directors referred to 
in Section 7 and their respective successors, heirs and legal representatives, any legal or equitable tight, remedy or claim under or in 
respect of this Agreement or any provision herein contained; this Agreement and all conditions and provisions hereof being intended 
to be and being for the sole and exclusive benefit of the parties hereto and their respective successors and said controlling persons, 
officers and directors and their respective successors, heirs and legal representatives, and for the benefit of no other person, firm or 
corporation. No purchaser of Bonds fiom any Underwriter shall be deemed to be a successor or assign by reason merely of such 
purchase. 

but all of which together shall constitute one and the same instrument. 
1.5. Counterparts This Agreement may be executed in two or more counterparts, each ofwhich shall be deemed to be an original, 

16. Applicable Law This Agreement shall be governed by, and construed in accordance with, the laws of the State ofNew York. 
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If the foregoing is in accordance with your understanding, kindly sign and return to us two counterparts hereof, and upon 
confirmation and acceptance by the Underwriters, this letter and such confirmation and acceptance will become a binding agreement 
between the Company, on the one hand, and each of the I.Jndetwriters, on the other hand, in accordance with its terms. 

Very truly yours, 

DIJKE ENERGY OHIO, INC 

By: Is/ M. Allen Carrick 
Name: M. Allen Carrick 
Title: Assistant Treasurer 

The foregoing Undeiwriting Agreement is hereby 
confirmed and accepted as of the date first above written: 

BARCLAYS CAPITAL INC. 

Is/ Yukari Saegusa 
Name: Yukari Saegusa 
Title: Managing Director 

DEUTSCHE BANK SECURITIES INC. 

Is/ Ryan Montgomety 
Name: Ryan Montgomeiy 
Title: Director, Deutsche Bank Securities Inc. 

Is/ Ben-Zion Smilchensky 
Name: Ben-Zion Smilchensky 
Title: Managing Director, 

Deutsche Bank Securities Inc. 

SIJNTRUST ROBINSON HUMPHREY. INC. UBS SECLJRITIES LLC 

I s /  Christopher S. Grumbowski 
Name: Christopher S. Grumbowski 
Title: Director 

Is/ Christopher Forshner 
Name: Christopher Forshner 
Title: Managing Director 

/s/ Mark Spadaccini 
Name: Mark Spadaccini 
Title: Associate Director 

For themselves and as Representatives of the several Undetwriters named on Schedule A hereto. 
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SCHEDULE A 

Principal Amount 
of Bonds to be Purchased Undenvriter 
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SCHEDULE B 

PRIClNG DISCLOSURE PACKAGE 

- Item 

1) Base Prospectus 
2) 
3) Permitted Free Writing Prospectuses 

Preliminary Prospectus Supplement dated March 18, 2009 

Pricing Term Sheet attached as Schedule C hereto a) 
B- 1 
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SCHEDULE C 

Filedpursuant to Rule 433 
March 18,2009 

Relating to 
Preliminary Prospectus Supplement dated March 18, 2009 to 

Prospectus dated October 3, 2007 
Registrntion Statement No. 333-146483-01 

Duke Energy Ohio, Inc. 
$450,000,000 First Mortgage Bonds, 5.45% Series, Due April I ,  2019 

Pricing Term Sheet 

Issuer: 
Ratings (Moody’s/ S&P)*: 
Settlement: 
Interest Payment Dates: 
Security Description: 
Principal Amount: 
Maturity: 
Coupon: 
Benchmark Treasury: 
Benchmark Treasury Yield: 
Spread to Benchmark Treasury: 
Yield to Maturity: 
Initial Price to Public: 
Redemption Provisions Make-Whole Cal I: 
CUSIP: 
ISIN: 
Book-Running Managers: 

Duke Energy Ohio, Inc. 
A Y A  (positive/positive) 
March 23, 2009; T+3 
April 1 and October 1,  commencing October 1,  2009 
First Mortgage Bonds, 5.45% Series, Due April 1. 2019 
$450,000,000 
April 1, 2019 
5.45% 
2.75% due February 15,2019 
2.95 5% 
+250 bps 
5.455% 
99.960% per Bond 
T + 40 bps 
26442E AA8 
US26442EAA82 
Barclays Capital Inc. 
Deutsche Bank Securities Inc. 

c- 1 
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